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Abstract

Equal intra-household sharing is still assumed by the vaste majority
of applied analyses in welfare economics. Few pieces of work have tried
to depart from the equal sharing hypothesis, but their impact has been
limited by lack of data or restricted application to special cases. This pa-
per proposes a new framework to derive sharing rules based on individual
bargaining power. The latter is defined for each household member as the
share of resources gained by the household due to his/her presence. The
causes of power differentials and their impact on income distribution are
analysed in four EU countries presenting significantly different tax-benefit
systems: Finland, Italy, Germany and the United Kingdom.
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1 Introduction

The traditional approach to household decision making and intra household al-
location processes has been challenged in the past 15 years by several contribu-
tions attempting to study such processes from both a theoretical and empirical
perspective. Yet no agreement seems to emerge over a framework for modelling
multi member household decision making and resource allocation. The analyses
continue to be polarized between partisans of the unitary approach, who con-
ceive the household as a single utility maximizing agent (Samuelson, 1956) or a
group of individuals headed by an altruistic individual maximizing the collective
welfare (Becker 1974), and partisans of a collective approach who prefer treat-
ing the household as a set of individuals with diverging as well as converging
interests (Behrman, 2003).

Within the collective approach, also referred to as the nonconsensus ap-
proach, a further distinction must be made between non-cooperative and coop-
erative settings. Non cooperative settings (Manser and Brown, 1980, McElroy
and Horney, 1981, Bourguignon, 1984 and Lundberg and Pollack, 1993) rely on
Nash bargaining strategies that may or may not lead to Pareto efficient solu-
tions, whereas the cooperative setting (Chiappori, 1988, 1992 and Bourguignon
et al. 1993) avoids the specification of a bargaining strategy, but simply assumes
Pareto efficient results.

The appeal of non-consensus approach is particularly evident inasmuch as
the coexistence of converging/diverging interests and preferences within the
household allows, differently from the consensus model, for an explanation of
dynamic aspects of household formation and household dissolution. In nonco-
operative collective models household behavior is indeed affected by the “threat
point” (McElroy and Horney, 1981) corresponding to the utility in the absence
of agreement, or, in more prosaic terms, to the utility of divorce (Behrman,
2003).

Another appealing feature of the collective model is that it provides a sin-
gle framework for the analysis of decision making process and intra-household
allocations. The relative bargaining power of the spouses, in fact, also deter-
mines the share of each spouse’s well being. On the contrary, in the unitary
approach, the intra-household allocations rely on exogenous (to the household
decision process) assumptions concerning equivalence scales and equal sharing.
These assumptions rely often on the equal sharing hypothesis that, as shown by
several authors (i) has no theoretical foundation, (ii) does not a priori descend
from the unitary model itself and (iii) has been rejected by statistical evidence
(for a review, see Behrman, 2003).

Both unitary and collective models provide testable restrictions that guar-
antee the consistency of data with the underlying theoretical framework for
decision-making. In studies adopting a unitary approach symmetry and neg-
ative semidefiniteness of the Slutsky matrix have been systematically rejected
using both labor supply (Blundell and Meghir, 1986, and Blundell and Walker,
1986) and household consumption data (Blundell, 1988). The ‘income pooling



hypothesis’ (implied by the unitary approach) has also been empirically rejected
(Thomas, 1990, Schultz, 1990 and Fortin and Lacroix, 1997).

Collective cooperative models, on the other hand, tend to have less stringent
Slutsky matrix implications (Vermeulen 2002). Empirical tests on restrictions
have so far not been rejected (Browning and Chiappori, 1998), and although
this result is far from conclusive, some authors advocate that it is time to shift
the burden of the proof back to those favoring consensus approaches (Alderman
et al, 1995).

Recently several empirical researches have explicitly adopted a cooperative
collective household approach to analyze labour supply and welfare distribution
effects of reforms in the tax-benefit system. Laisney et al., (2002) have de-
veloped an estimation technique that allows the identification of a cooperative
collective model with caring preferences and non participation. Bargain and
Moreau (2002) use this methodology to simulate a tax reform on French data,
Carrasco and Ruiz-Castillo (2002) analyze the impact of the 1999 Spanish tax
reform and Beblo et al. (2002) simulate the labor supply and welfare impact of
introducing the French tax-benefit system in Germany.

These recent papers represent an important contribution to the diffusion of
alternative frameworks. Particularly in the field of welfare evaluation, where
the unitary approach and the equal sharing hypotheses remain fundamentally
unchallenged. Yet the proposed approach is not totally convincing: one of the
crucial hypothesis in the model is that individuals in couples and singles have
the same preference parameters, so that identification of household members’
individual utility parameters relies on estimations on sub sets of single male and
female households and on a calibration procedure (Laisney et al., 2002).

This paper provides an attempt to depart from the intra-household equal
sharing hypothesis, using a very intuitive idea of intra-household power differ-
entials, which is based on microsimulation techniques. Indeed the latter are
powerful instruments whose analytical potentials in the different spheres of eco-
nomic research have not yet been fully explored (Bourguignon and Spadaro,
2005).

The crucial issue is to derive the strategic weight of each household member,
and hence its power in the resource sharing game. More importantly, we look
at how power differentials depend on the tax-benefit systems across countries.
To this extent we consider four European countries with profoundly different
tax benefit systems.

Our approach is similar to what has been done in the game theory literature
by Shapley (1953). His index (the Shapley value) captures the importance of
adding (or subtracting) a player in a winning coalition of a game (and hence its
strategic weight). In the same way, we are concerned with a definition of the
strategic importance of each of the individuals in a given household!.

The benefits of making use of such a measure are multiple: on the one
hand it allows for a possible construction of an intra-household resources shar-

IThe Shapley value has been also applied to the decomposition of inequality by Shorrocks
(1999) and Sastre and Trannoy (2002).



ing rule (or at last of its boundary threshold); on the other hand it allows for
a comparative analysis of the performance of redistribution systems in equaliz-
ing/disequalizing the "bargaining power" of the household members both within
and across countries.

Both aspects have indeed crucial implications in terms of equality, gender
issues, social justice, inequality measurement and poverty analysis. More inter-
estingly, it may also reveal social planners’ preferences about intra-household
resources allocation.

The structure of the paper is the following. Section 2 introduces our defini-
tion of household members’ strategic weight. Section 3 describes data selection
and EUROMOD the microsimulation model used to derive strategic weights.
Section 4 presents the results: it analyses power differentials, focusing in par-
ticular on the role of the tax benefit systems. Section 5 analyzes the potential
effects of a resource allocation based on strategic weight differentials and section
6 concludes.

2 Determining individual strategic weight

In what follows, let us assume that households simply exist because it is conve-
nient for individuals to aggregate into households, whatever the source of that
convenience. Let us for the moment assume that there is no public good and
that agents behave in purely egoistic terms. Agents will continue to be part of
the household only to the point that this represents a "convenient strategy".
In other terms, household members would not accept to "command" a share
of resources which is inferior to their marginal contribution to global household
welfare. The "power" of each individual within the household is hence deter-
mined by a hypothetical counterfactual: it corresponds to the share of resources
that would be lost if he or she where to "withdraw" from the household.
In formal terms the power of an individual ¢ may be defined as:

YD(n) — YD(n — 1)
Y D(n)

where Y D(n) and Y D(n — i) are household disposable income with and
without household member 4.

Clearly, the individual power depends on two major factors: his/her own
original income and the weight attached to him/her by the tax-benefit system.
Since disposable income may be divided into gross income and net transfers, we
have that:

i =

GY (n)+ NT(n) — (GY(n—1i)+ NT(n —1))

Ai = YD(n)

or simply:

i = g — Ty



where:

GY(n) — GY (n —1)

Hi= YD(n)
_ NT(n)— NT(n—1)
T Y D(n)

Here, we are not concerned with the power per se, but rather the power of
each household member relative to the other household members. To this extent
power indexes must be normalized in order to be interpreted as a sharing rule:

- Ai
X = =
' Zk':l Ak
The following relation also holds:
i =T — T

where 1 and 7 have also been normalized with respect to >, _; Ax.

It is not the purpose of this paper to provide a plausible sharing rule. What
we propose is rather a lower boundary to every sharing rule, in the sense that
whatever sharing rule is actually applied between household members, no shar-
ing rule is likely to produce a more unequal outcome than the one resulting
from the pure application of sharing based on power? - no matter the degree of
egoism of households members.

The previous decomposition allows us to capture the weight that a tax benefit
system attaches to each individual in the household, given the prevailing roles
in a society in terms of age and gender.

Obviously, the proposed approach suffers from several shortcomings. In the
first place we assume that there are no public goods. The share of income
devoted to the purchase of public goods is likely to vary across households
and to decrease as income increases. Further, research on sharing rules should
explicitly recognize the difference between public and private goods and adapt
equivalence scales and sharing rules accordingly. Significant insights, in these
respects, could come from household expenditure surveys.

Secondly, the treatment of children is not fully satisfactory. The possibility
of terminating the household contract is in fact an option available to adult
household members, but not to children, especially the younger.

Further research should probably address the issue of how parents bargain
over the children’s power. It seems a priori likely that the parent who is most
likely to obtain the parental responsibility would in some way incorporate chil-
dren’s power. Yet, this opens the issue of how much is actually given to the

20f course, the previous statement must be interpreted cautiously: young children are
not likely to easily withdraw from the household, meaning that one of the parents might
incorporate their power, in accordance to which of them is most likely to hold the parental
responsibility.



children. Alternatively, children may be conceived as a sort of public good into
which both parents pour resources, before bargaining over how to share residual
income.

3 Data selection and microsimulation software

As explained in the previous section, the sharing rule is based on a counterfactual
situation. Therefore, in order to determine the sharing rule we need a set of
disposable incomes that correspond to household disposable income once each
member has been dropped. For this purpose we use EUROMOD, an integrated
microsimulation model for the EU-15 countries, which allows the simulation of
tax systems and most of those benefits which are not related to past employment
records (mostly family benefits, housing allowances and income maintenance
schemes)?.

The present paper focuses on four EU countries, namely Finland, Germany,
Italy and the UK. The selection of the countries was mainly inspired by the
desire to have a sufficiently large variation of tax benefit systems and social
models, intended as gender distributions of market and home production roles.

Finnish data are provided by the Income Distribution Survey, which contains
a combination of register data and information gathered through interviews by
Statistics Finland. The dataset refers to 1998 and contains detailed socioeco-
nomic information for 25,010 individuals living in 9,345 households. German
data come from the German Socioeconomic Panel (GSOEP) initiated by the
German Institute for Economic Research (DIW) in 1984. Unlike Finland, the
data are collected yearly through interviews only. The 1998 dataset contains
information on 18,772 individuals living in 7,677 households. Italian data are
collected each two year in the Survey of Household Income and Wealth (SHIW)
by the Bank of Italy. In this paper we use the 1995 dataset which contains
information for 23,924 individuals living in 8,135 households. Finally, data for
the UK comes from the Family Expenditure Survey, and is provided by the Of-
fice for National Statistics. It collects information over 15,586 individuals and
6,797 households over the period 1995-1996.

For each country, we have selected a sample of married and cohabiting adult
couples (i.e. aged at least 18) with and without children, irrespective of their
activity status. The latter are defined as single persons living with their parents
and aged less than 30. The very broad definition is meant not to exclude a
significant number of households with grown-up children in Italy. For simplicity
we excluded single parents and three-generation households. Fig. 1 shows the
sample size for the three countries before and after selection. The share of
individuals included into the selection varies from 71.6% in Italy to 59.9% in
Finland. The latter is in fact the country with the highest share of single
households.

Fig. 2 shows some descriptive statistics for the selected samples in the four
considered countries. Having selected only heterosexual couples the number of

3For an detailed description of EUROMOD see Sutherland, (2001)



Before selection Finland  Germany ftaly United Kingdom
# of incividuals 5,086,139 73956 2558 57 206,842 57 443 762
# of households 2,355,000 322589963 19816115 24 490,135

Afeter selection

# ofindisduals 3046 674 57 934 344 40976,950 39,245 363
# of households Q92192 19507 731 12470477 13,304 952
Shave of total sample

individualz 599 734 TE B5.3
househalds 421 G0 .4 G249 545

Soww e Authors ‘calculadons bare d o EUROMD

Figure 1: Original and selected database (weighted)

females correspond to the number of males. The average age appears to be very
similar across the panel, with females aged around two years less than their male
partners. When it comes to the share of males and females in employment,
we notice significant variation across the different "social models". Finland’s
male employment rate is almost 10% higher than that in Italy and in the UK.
However, it is in female employment rate that differences are most striking: in
Finland the rate of female employment is almost twice than that of Italy, while
Germany and the UK are in an intermediate position. Let us recall that the
above data refer to a period from the mid to the late 90ties, and that female
employment rates have significantly increased over the past years in all countries
but Finland. When it comes to household typologies, we notice that childless
households are the dominant household typology in all countries but Italy*.
Indeed, Italy is characterized by a particularly high incidence of households
with grown-up children. Finland, Germany and the UK have similar shares
of household with one and two children. Finland and Italy, moreover, have a
significant share of households with three or more children (above 11%).

4 Power index: some results

Fig. 3 shows the average (normalized) power index for females, males and chil-
dren (average power per child). The male-female power differential appears to
be lowest in Finland and highest in Italy (the normalized power index for fe-
males and males is respectively 0.426 and 0.573 in Finland and 0.345 and 0.655
in Italy), which is broadly in line with our expectations, given the differential
in employment rates. The results are more surprising for Germany and the UK.

4Tt should be noted that childless household may be composed younger couples as well as
older couples where children have already left the household.
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Figure 2: Descriptive statistics (selected weighted sample)

Finland Genrany kaly Linited Kingdom
hiale Fermale Children _Mide Female Children hgle  Femrale Children _hdale  Female Children
Cowples without children 057 043 - 03 047 - 0. 054 - Ofd 036 -
Caouples with childen
One child 053 037 040 044 030 036 OB 026 0A0 058 025 016
Two children 052 034 007 048 0Z7 043 0B 023 006 0F1 021 009

Thregormore children 048 027 D07 033 048 044 08 047 00§ 054 D18 008
SO ANTrS Cndions wng EOR 00

Figure 3: Average power index according to household typology

Employment rates in the two countries were quite similar for males, whereas
the British female employment rate is somewhat higher than the German one
and yet the relative power index for German females is always higher than that
of the British women. This is especially true in households with one and two
children, where the average power of female spouses is .302 and .265 against .252
and .211 respectively in Germany and in Britain. Evidently other features in
the system play at least as an important role as employment rate in explaining
gender power differentials. This is especially evident when it comes to children.
With the significant exception of Italy, in fact, the latter have almost no original
income, so their power is essentially derived from the weight assigned to them
by the tax-benefit system. German children enjoy the highest degree of power,
whereas Italian children have a power index which is less than half that of Ger-
man children, in the case of a two-children household (.128 against .059). For a
similar household, the power of British and Finnish children lies between such
extreme values, with Finland just slightly above Italy. Indeed, British children
seem to enjoy a significant degree of power in single-child households, whereas
in two and three children household they have significantly less power. This
is also the case in Italy, where children in single-child household "command" a
share of resources which is almost twice that of children in two or more child
households. Germany and Finland show more of a constant pattern.

Average power index differentials, nevertheless, tend not to be very infor-



mative, given fundamental heterogeneity of employment statuses and earning
capacities in the sampled households. An interesting question concerns the pat-
tern of power differentials with respect to total income. Fig. 4 and fig. 5
show respectively the pattern of power indexes by household disposable income
in households without and with children. The profile appears flatter than ex-
pected: male spouses in Germany and UK present slightly N-shaped pattern,
matched by a slight U-shaped pattern of female spouses. The latter is probably
due to means tested benefits in the bottom of the distribution (which takes
into account the number of dependants), and to progressively higher female
employment rates, as household income increases. Finland, is characterized by
a somewhat flatter profile, possibly linked to the homogeneous distribution of
female employment rates across all income deciles, except for the last one. Italy,
on the other hand, starts with a particularly low female power index, probably
due to the lack of income support scheme and low employment rates. The power
increases in the second and third deciles, then it decreases, and then it increases
again, converging in the last two income deciles towards the level in the other
European countries considered.

When children are present in the household, differences across countries
become more evident, and at the same time difficult to interpret. Children’s
power tend to be quite high in the very bottom income deciles, probably due to a
combination of means tested child benefits and tax allowances which represent a
significant share of income when the latter is low. As income increases, however,
the role of net transfers (reduced tax liabilities and child allowances) come to
play a smaller role, and the power of children decreases.

The analysis of the pattern of power indexes across deciles reveals some
interesting features:

1. Ttaly shows the greatest variation of gender power differential: starting
from very low levels of power, Italian females recover some power starting from
the 5th decile, determining an inverse trend in male power. However, male
power in the bottom of the distribution is extremely high, probably due to the
lack of public transfers targeting poor households;

2. Finland has an almost constant pattern of power indexes for both males,
females and children. The power of the children appears to be somewhat lower
than that of children in the other countries, probably owing to greater equality
in household income distribution. The gender power differential, on the other
hand, is the lowest across the examined countries;

3. Germany is also characterized by a rather flat profile in power indexes.
The greatest variation is in the power of children which starts very high and
decreases constantly, mainly to the advantage of males. The power of females
spouses, on the other hand, increases only slightly across deciles;

4. UK shares a similar pattern with Germany: here however, the progressive
loss of power by children goes hand in hand with a widening of the power
gap between male and female partners, probably owing to a fundamentally
individualized tax system.

As we can see, such features are mainly driven by differences in the tax ben-
efit system. However, differences in employment rates are also very significant,
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Figure 4: Pattern of power differentials by household disposable income (house-
holds without children)
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Figure 6: Power indexes (and frequencies) by female employment status

for both males and females - although differences in the employment rates of
the latter are also remarkable. In order to better separate the role of market
and state institutions in determining power differentials, it is of interest for
households of working age only, to look at power differentials related to female
employment status.

4.1 Gender power differentials and female employment

As shown in fig. 6, although the relative weight of different household types
varies significantly across the countries, spouses and children in similar situa-
tions enjoy significantly different degrees of power. For example, females out
of employment in Finland enjoy a significant share of power (.356), although
the latter could of course be related to previous activity on the labour mar-
ket. In Germany, also the power index of inactive women is relatively high
(.282), whereas in Italy and in the UK, who share an individualized tax system,
the power of inactive women is modest (around .20). As expected, when both
spouses are in employment, the pattern of power differentials in childless cou-
ples is very similar across countries. Observed differences are probably due to
gender differences in working hours as well as in the hourly wage, which may
penalize women.

In households with children the relative power of spouses is reduced. In-
terestingly, however, the presence of children seem to have more of a negative
impact on the female than on male spouse. In households where the female
spouse is inactive the negative impact is probably due to the relative generos-
ity of the tax benefit system with respect to dependent spouses and dependent
children, whereas it is at least likely that in households where females are ac-
tive, the female partner reduces to some extent her labour supply when children
are born, thus reducing her relative power in the household. The figures are
relatively similar for Germany and the UK (just above .30), whereas in Finland
and especially in Italy females enjoy a somewhat higher degree of power (.363
and .407 respectively), which is consistent with data showing lower part-time
female employment rates in the above countries.

The previous table is further disaggregated in the appendix: average power
indexes are decomposed according to equivalent household income decile. The
following paragraph will look into some detail at the role of net transfers in

11



altering the power differentials that arise from the market.

4.2 Net public transfers and power

An interesting question at this stage is how much power differentials are af-
fected by the original distribution of incomes, and how much by the tax and
benefit system. Following the framework set out above, normalized power in-
dexes have been decomposed for each group into a market component (original
income) and into public transfers component (net transfers)®. Fig. 7 shows such
decomposition for the four countries.

Italy stands out for the significant role of net transfers in defining the power
index in households with no children. This does not come as a surprise: as
children tend to stay longer with their families than in the rest of Europe, and
family formation tends to be considerably delayed, households with no children
are on average older than in the other European countries considered. The net
transfer here is positive (on average) for both female and male spouses, although
the size of the transfer tend to reinforce power differential of original income.
Again, this is not surprising: as old age benefits are employment related they
tend to reproduce similar power differential patterns based on original income.
This seems to be the case also in Finland. This intuition, nevertheless, should
be confirmed by further analysis. In Germany and in the UK, on the other
hand, net transfers tend to have a very small average effect.

When it comes to households with children, net transfers tend to be negative.
Also in this case, the age structure of the two populations is likely to have an
effect, since adults in households with children tend to be active on the labour
market.

Germany stands out for the significant role of net transfers in defining the
power index. In particular it appears that taxes strongly reduce the relative
power of males, whereas the reduction of the relative power of females is much
lower, owing to lower labour market participation. At the other opposite, we
find Italy, where public transfers seem to play a marginal role in households with
children. The size of relative power index basically corresponds to that based on
market incomes. This is also consistent with Italian welfare state system, which
is highly biased towards pensions. The United Kingdom and Finland, on the
other hand, share similar patterns when it comes to households with children: in
both cases transfers reduce the relative power of females and males to increase
that of children, but females are much less affected than men. Again this is
probably due to the interaction of employment rate and earning differentials
with progressive taxation.

As in the previous paragraph, it is possible to analyze the role of transfers
and original income across income deciles. Fig.8 and fig. 9 and 10 show the
profile of power indexes by income decile before and after public transfers for
households without and with children respectively.

5Replacement incomes in this case have been treated as net transfers, although arguably,
they could be considered as deferred wages.

12
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Figure 7: Impact of original income and transfers on the average power of
household members per household typology

Each decile power index has been decomposed into a market and net transfer
component. The figures show how the power index is modified by net transfers:
the dotted line represents power index as computed on gross income, whereas
the solid line represents the power index as computed on disposable income, i.e.
gross income plus net public transfers. When looking at fig. 8, the pattern is
very similar across all countries: public transfers "stabilize" individual power by
increasing the power of individuals in the bottom deciles and slightly decreasing
the power in the top deciles. The decile point where the switch in the effect
takes place is different across countries: in Italy, for example, net transfers are
positive for both men and women up to the ninth decile, this household typology
being on average older than the correspondent typologies in the other countries
analyzed. In the UK, on the other hand the switch in the effect is in the 5th
and 6th decile - probably as a consequence of smaller role of old age benefits. In
Finland and Germany the switch come between the 6th and the 8th decile. In
a gender perspective, net public transfers have an ambiguous effect. As shown
in fig.7, the increase in power is positive for both males and females, but except
for the UK, the increase for male spouses is greater than that of female spouses,
both in absolute and relative terms. When we analyze the decile patterns, we
see that net public transfers constantly increase power differentials based on
original income in Finland and in Germany. Original labour market differences
are hence replicated through employment related benefits. In the case of Italy,
however, net transfers tend to contrast power differentials based on original
income in the very bottom and top deciles. In the UK, on the other hand, net
transfers reduce gender power differentials in the first two income deciles and
increases it in the rest of the distribution.

When it comes to fig.9 and 10, we observe a similar pattern for male and
female spouses. Except that now the effect of transfers switches from positive
to negative earlier in the distribution. The latter is again due to the different
age structure of households with and without children. Net transfers tend to
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increase the power of female spouses in all income deciles. Indeed the pattern of
female power index is only slightly modified by net transfers, the only exception
being Finland, probably due to the high female employment rate.

In the case of children, finally, the previous intuitions are confirmed: in
Finland, Germany and the UK public transfers significantly affect the power of
children in the first income deciles. However the importance of family benefits
shrink in relation to household income as we move across higher income deciles,
thus reducing the power of children. Italy has a different pattern: transfers play
indeed a limited role in defining their power, which is mostly driven by their
own gross income.

Yet, it is not clear how and to what extent each specific element of the
tax benefit system is responsible for the observed pattern. This aspect will be
clarified in the following section.

4.3 Explaining cross-country differences: taxes and bene-
fits

In this sub-section we will explore in details how the different instruments in
the considered tax benefit systems affect within household power differentials.
To this extent we have recurred extensively to the microsimulation model. In-
struments have been classified into broad groups: (i) taxes and social security
contributions, (2) social assistance and housing benefits, (3) family benefits, (4)
old age and sickness benefits and (5) unemployment benefits. For each group of
measures we have simulated what the power differentials within the household
would be if the measures did not exist. This allows us to estimate the specific
contribution of each element of the tax benefit system. Again the analysis was
performed on households with and without children.

Fig. 11 and fig. 12 present the results of such decomposition for households
with and without children respectively. The tables have differently shaded ares:
pale gray corresponds to positive and negative variations in the interval [0, 0.05],
gray corresponds to the interval (0.05,1] and dark grey intervals correspond to
variations in the interval (1,00]. This allow us to immediately see which instru-
ments play a significant role in reshaping intra-household power differentials.

The tax system does not play such a central role: in Finland it appears
to be totally neutral, whereas even in Germany, where a joint tax system is in
place, the effects seem to be quite modest. This is probably due to an age effect:
as this groups include quite a large number of households with pension income,
income taxation and especially social security contributions do not play a major
role in determining power differentials.

Housing and social assistance benefits also play a smaller role in households
without children. As expected, the effect is concentrated in bottom deciles and
tend to favor the female spouse (probably due to lower earnings). When it
comes to sick, invalidity and old age benefits, strong differences across countries
emerge: Italy appears to be a true "pension state": pension benefits significantly
increase the power of the male spouse, especially in the very bottom deciles
(where other sources of income are less likely to be found). Germany has a
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Figure 8: Power indexes computed on gross market income and disposable in-
come, by income decile (households without children)
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similar structure, but Finland and the UK differ substantially: here pension
transfers are less important. Pension benefits continue to favour male spouses,
but the their impact is rather marginal and concentrated in the bottom deciles.
Finally, unemployment benefits do not have a clear cut effect and their overall
impact is indeed quite small.

When it comes to households with children the picture gets more compli-
cated. Taxes and social security contributions now do play a larger role: the
power of female spouses is slightly increased in Italy in the UK and, especially,
in Germany. The power increase is somewhat stronger in bottom deciles, which
is probably due to increasing female employment rates when moving towards
higher deciles of household disposable income. Children also benefit from the
tax system. This is particularly true in Germany for households in the bottom
deciles. In Finland the picture is partially different: the tax system has a nega-
tive effects on female power in upper deciles, while the effect of the tax system
is positive in bottom deciles.

The effect of family benefits is not surprising: Italy’s means tested benefits
clearly come out, as the impact is concentrated in the bottom deciles. Fur-
thermore, in Italy and Germany the increase in children’s power, related to the
presence of family benefits, mainly reduces the power of males (probably due
to the very small share of female spouses’ earnings in some households with
children).

For old age and sickness benefits, as well as for unemployment benefits,
the conclusion reached above still hold, except that for this age group the rel-
ative importance of the two benefits is reversed. Apart from Italy, very few
households with children receive pension incomes. In Finland and in Germany
unemployment benefits play a more significant role: they increase the power of
both spouses, mainly to the disadvantage of children.

5 The "strategic weight" sharing rule: outcomes

In this section we turn to the consequences of intra-household power differen-
tials. In particular, we have computed inequality and poverty indexes. As stated
in the introduction we are not claiming that intra-household sharing is realisti-
cally based on power differentials only. Solidarity between household members
generates some reallocation from the most powerful to the less powerful indi-
viduals. It is nevertheless realistic to interpret the sharing rule based on power
differentials as an upper boundary: no matter the degree of egoism of households
members, it is unlikely that the actual sharing rule agreed between household
members will be more unequal than the sharing of resources according to power
differentials.

With this caveat in mind, it is interesting to look at differentials across
countries. Fig.13 and fig.14, present FGT indexes for households without and
with children. The poverty line has been computed once as 60% of median
individual income when income is shared equally across members. In fig.13,
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Figure 11: Effect of different instruments of the tax benefit system on intra-
household power differentials (households without children)
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Figure 12: Effects of different instruments of the tax benefit system on intra
household power differentials (households with children)
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Figure 13: FGT indexes for equal and unequal intra-household sharing (house-
holds without children)

male and female head count ratios, income gap and income gap squared all
have the same value under the equal sharing hypothesis. Poverty rates differ
significantly from official statistics as incomes have not been equivalized. When
shifting to unequal income sharing, poverty rates go up in all countries. In
absolute terms the increase is modest in Finland, but very high in Germany
and in the UK and especially in Italy. Interestingly, in Finland, the shift to
unequal distribution would make both male and female partners worse off - on
average. Poverty risk increases for both members. In the UK average poverty
risk is almost unchanged (although the severity of poverty actually increases for
men as well), whereas in Germany the increase is hardly significant. In Ttaly,
on the other hand, average poverty risk for male adults decreases, whereas that
of females increases substantially.

As it is shown in fig.14, poverty risk increases substantially in households
with children: poverty rates vary from 3.8% in Germany to 18.4% in the UK.
In the UK and in Italy children present a significant poverty risk even under
the equal sharing hypothesis, whereas Finland and Germany have particularly
low child poverty rates.

When it comes to unequal sharing, poverty risk and intensity of poverty are
highest in Italy, which is followed closely by Finland and the UK. Higher poverty
rates are linked to the extremely high poverty rates faced by children. Only the
German system seems to attach higher weights to children: poverty risk here is
65%, against almost 90% in Finland and 80% in Italy and in the UK. What is
also surprising, is the poverty risks faced by female adults in Germany: despite
the lower participation rates, females face a lower poverty risk in Germany than
in the UK. Yet females adults face from three (Finland) to thirteen times (Italy)
the poverty risk of male partners.

While in theory the effect of unequal sharing of resources within the house-
hold may have ambiguous effects on poverty rates, inequality indexes always
increase when the intra-household distribution of resources is unequal. Fig.15
presents Gini indexes under the two sharing hypothesis for both the whole pop-
ulation and population subgroups. Germany presents the lowest level of income
inequality, whereas the UK, Finland and Italy have significantly higher Gini
coefficients. It is interesting to analyze inequality amongst children: when in-
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Figure 14: FGT indexes for equal and unequal intra-household sharing (house-

holds with children)

Finland Garmany Itaky Uk
Total income inequality (equal = haring) 0333 0.452 0357 0.331
Total income inequality (unequalsharing) 0.523 0.4 0813 0.529
Wi ithin group inequality (equal = haring)
- Male adults 0333 0.252 0. 266 0.229
- Female adults 0332 0.252 0. 266 0.229
- Childran 0.305 0222 0.359 0.209
W ithin group inequality (unequal sharing)
- Male adults 0.402 0211 0.254 0.255
- Female adults 0.298 0.250 0,852 0442
- Childran 0.364 0.405 0. 736 0.502

Sowme: Authors ‘e gowlations hased on EUROITO0

Figure 15: Gini indexes under equal and unequal sharing
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comes are shared unequally, inequality amongst German and British children is
very high: this is probably due to the relatively important share of resources
that children "command" in worse off households (due to the generous income
assistance supplements for children). In Finland inequality amongst children is
lower, but in Italy it is extremely high: this is probably linked to the hetero-
geneity of situations amongst children: some of them indeed continue to live
with their parents although economically active.

6 Conclusions

This paper has introduced a new framework to analyze intra-household power
differentials and sharing rules. The concept of power as strategic weight that is
developed is intrinsically connected to the interest of each individual in forming a
household: if the level of egoism of some household member were to push towards
a more unequal sharing rule than that produced by the power differential, the
household member could threaten to leave the household. In this sense the power
concept may be useful in determining a lower bound to the inequality that may
arise from unequal distribution within the household. Yet the framework is not
totally satisfying: not all children have the option of leaving the households,
so that one of the parents could end up benefiting from the power of his/her
child. Also the proposed framework is completely static: when calculating the
power of one of the partners, for example, we did not consider that the other
partner could adjust his/her behavior on the labour market. Also, economies of
scale in consumption have not been accounted for: although income is shared
unequally, it is likely that a part of it will be spent on public goods. It would
be reasonable to assume that one part of total household income is consumed
for the purchase of non-private goods and services, and that only the residual
share is allocated in accordance to power differentials.

With all this limitations in mind, the proposed approach has allowed us
to cast some additional light on how resources could potentially be shared
within a household, and how sharing arrangements might be influenced by exter-
nal/internal conditions. Internal conditions mostly concern individuals’ labour
supply strategies. These definitively play a significant role in determining earn-
ing capacity and hence power differentials. However, differences in employment
rates, especially female employment rates, are only one of the factors affecting
intra-household sharing. Net transfers, positive or negative, also play a signif-
icant role in reshaping power differentials. Tax benefit systems play a positive
role in re-balancing power differentials. While some measures are substantially
neutral, others tend to reduce existing inequalities and others yet tend to exac-
erbate the power differentials within the household.

The framework we have developed may therefore represent in itself a straight-
forward tool to analyze the impact of tax benefit systems on relative strategic
weight, compare their effect across countries and - for example - assess the di-
rection of reforms in tax benefit systems that may differently affect the power
of individuals within the household.
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This approach could also be implemented as a possible way to test and
validate sharing rules obtained through estimates from consumption data. If
econometric estimates produces more unequal output than the power index (in
principle, this should never happens), then it would be interesting to understand
the reasons of that.

In more ambitious perspective, the framework we have developed could be
used as a starting point for a more realistic sharing rule that account for dynamic
strategies (i.e. responses of individuals to the threat of household splitting),
adults’ control over younger children and economies of scale in the purchase of
public goods and services. These aspects are left for further research.
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7 Appendix
Fig. 16 shows the pattern of male and female spouses power indexes by income

decile, according to the female spouse employment status in households without
children, whereas fig. 17 looks at the same pattern in households with children.
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Figure 16: Power patterns by household income decile and female spouse em-
ployment status (households with no children)
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Figure 17: Power patterns by household income decile and female spouse em-
ployment status (households with children)
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