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Abstract

Eurostat data shows that children and elderly speaally at risk of being in poverty. In 2004 the
average rates of poverty risk in the European Umborthese groups were about 19%. In Poland,
the rate was 29% for children and only 7% for tldegy. We examine the role of the tax-benefit
system in explaining this situation and analyse haweh child poverty figures could change under
several reform scenarios. In 2005, families witiidzkn were mainly supported by a means-tested
family allowance and some supplements. This wasneddd in 2007 with the introduction of a
non-refundable child tax credit. Making use of theropean tax-benefit microsimulation model
EUROMOD, this paper assesses the consequences mdbnt reform in Poland. We examine the
outcome in comparison to child policies in threbestEuropean systems and show that poverty
reduction would have been more pronounced, if ghdlicies were changed along the lines of the
system in France or the United Kingdom. The Austisgstem — relying primarily on universal
benefits — would bring about a similar reductiorttia poverty rate but with much greater reduction
in the poverty gap. The paper presents detailadlmlitonal analysis under the different systems
assuming the cost of “importing” each of them tothe same as that of introducing the 2007
reform.
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1. INTRODUCTION

A non-refundable child credit was introduced indPal in 2006 for the 2007 tax year. Initially
announced at the value of €31.90 per year per éhilts introduction the tax credit was raised to
€306.40 which took the cost of this reform to beiw€1.73 and €1.89 billion per year or between
0.58% and 0.63% of the GD¥An the light of the total value of social spendimg family benefits
(€2.18 billion per year) and social assistance4(®illion per year) this represents a significamfts

of resources to families with childrén.

The early extension of the generosity of the creatig full value of which could be claimed for
2006, coincided with the early parliamentary elawsiin fall 2007. It seemed like a rushed decision
with little thought given to the consequences ad ffolicy and little analysis of potential other
options of supporting families with children. Theatition government at the time (with Jaroslaw
Kaczynski as the prime minister) provided littlstjfication for the policy beyond the claim that it
was in line with its agenda of “supporting the fafhiand the policy attracted little scrutiny (and
even less criticism) from the opposition partiese Election campaign certainly contributed to the
unwillingness of opposing a major tax hand-out, thet policy could have actually appealed to the
then major opposition party, the Civic Platform (P®ot only the policy represented a tax-cut but
as we shall show its benefits have gone largelpédtier-off families representing a significant
proportion of the PO’s electorate. The policy (tinge with some other tax cuts introduced by the
Kaczynski government) was taken on board by the gevernment formed by Donald Tusk and

there has been no discussion since of scalingk.ba

To the best of our knowledge distributional effeaft$he reform have not been investigated in detail
and not much is known about potential effects ef sform on child poverty, and more generally
on the incomes of households with children. Alstdespite the very high rate of child poverty in
Poland. According to the European Commission docuni€hild poverty and well-being in
Europe” the at-risk-of-poverty rate among familiggh children in Poland was equal to 29% in
2005 and was the highest among all EU-25 count&gnificantly lower poverty rates were
observed in the Czech Republic — 18%, Hungary — 20% Estonia — 21%. This suggests that
historical reasons (fifty years of centrally pladneconomy) and low level of economic

development do not present fully satisfactory emateons of high child poverty in Poland.

2 |Information from the Ministry of Finance (conwedtusing the exchange rate from 30.06.2007, €158)76
% Value for the cost of Family Allowance from Stéitial Yearbook of Poland; value for the cost of i@bAssistance
after the Ministry of Labour and Social Policy (gtiennaire MPiPS-03).



Poverty among families with children has been idiedt as a key challenge for social policy in
Poland. In an official document approved by theagoment entitled “National Report on strategies
for social protection and social inclusion” it hbsen declared thatcbmprehensive policy for
families with children is the most essential pripfior social integratioh The government agenda
includes changes in the system of family beneftsvall as in housing benefit and personal income
tax regulations, with the goal of changing the &tite of social spending. It is estimated thatrmprio
to 2007 only about 4.7% of total social spendin@¥® of GDP) was spent on family and child

benefits.

Such agenda finds justification in empirical stgdilbat have shown that countries with the lowest
child poverty rates are the ones that allocatehtgkest proportions of their gross national product
to child support (Adamson, et al. (2000), Bradslaaa Finch, (2002). Also, it has been shown that
appropriately designed and well funded policies lsave a considerable effect on family incomes
and hence on reducing child poverty. Adamson &28l00) note that differences in tax and social
expenditure policies can result into different saté reduction of ‘market child poverty’ ranging

from a high of 20 percentage points to a low okfcpntage points. Such differences in the effect of
policies are also reported by Levy et al. (2007pvibund that in a swap of policies between the
UK and Spain, policies from the UK were more efifieetat reducing poverty levels in Spain even

when expenditure levels were held constant.

Considering the government intention to reduce pggveate among families with children in
Poland it is important to consider the consequerdethe introduction of the child tax credit
together with possible alternative solutions. Instipaper we assess the effect of the recent
introduction of the Polish reform and ask whatdbécome would have been if instead of that child
policies had been reformed in line with the systerh#ustria, France and the United Kingdom.
The choice of these three systems is guided byaittethat they represent different approaches in
supporting families. The Austrian system gives easm to universal credits, the French to tax
concessions and targeting large and lone paremidida, while the system in the United Kingdom
gives more emphasis to means-testing. The Polidlotrer systems described in the paper are the
ones in force in 2005. Results are obtained bygusire European tax-benefit microsimulation
model EUROMOD.

The paper presents first policy evaluation resofithe tax reform in Poland obtained by applying a
tax and benefit microsimulation model. It is thesffistudy in which effects of alternative policy
scenarios based on implementation of policy sahstiorom other countries are presented for

Poland. Our main result is that the significanant of resources spent on the introduction of the



child tax credit in 2007 could have brought greageiuctions in poverty rates among children had it
been channelled differently to households with drieih. We show that by increasing the social
expenditure by the same amount as with the chddittax reform, the rates of poverty for children
would have decreased significantly more under ttea¢h or the UK system. We claim that better

targeting of social spending explains effectivera@ddtese policies.

The paper is organized as follows. Section 2 ptesandetailed description of poverty among
families with children and social protection in &aodl. Section 3 describes the policies to support
families with children in Poland, Austria, Franagedahe United Kingdom. Section 4 discusses the
methodology used for the assessment of alternakile policy reforms in Poland. Section 5 shows

the results. Section 6 concludes

2.CHILD POVERTY AND SOCIAL PROTECTION: POLAND IN THE EUROPEAN
CONTEXT

The at-risk-of-poverty rate for children in EU-26untries in 2005 was 19%. The highest rate, 29%,
was observed in Poland, where the rate was not almbye the average level in the EU but also
children had significantly higher risk of beingpoverty than the overall population (21%). Lower

poverty rates for children in the Czech Republi8%), Hungary (20%) and Estonia (21%) suggest
that other than historical reasons explain higlellewf child poverty in Poland.

In comparison to other EU-25 member states, thativel position of children living with lone
parents in Poland is relatively better than in ptheusehold groups. The poverty rate of 46% is
similar to those in Cyprus, Spain, Estonia and Geand lower than in the Czech Republic,
Ireland, Malta and Lithuania. However, only 8% adop children live in lone parent type of
household while the average for the EU-25 is 238mong large households (couples with 3 and
more children) and complex households (more thanfamily) the child poverty risk in Poland is
the largest and well above the EU average. WhilBaland the poverty rate is 47% for “couples
with 3 and more children” and 26% for “complex helslds with children”, the EU-25 average is
25% and 20%, respectively. Consequently, a digiohwf poor children by type of households in
Poland is different then in other EU-25 countrielse noticeable difference is higher share of poor
children living in households consisting on morerttone family. The share in Poland was 25% and
was similar to values in Latvia (21%) and Slovak28%). The respective shares for the Czech
Republic was 11% and for Hungary 12%. Other caoemtwith the shares significantly above the
EU-25 average (11%) were Portugal (18%) and Sphado]. Interestingly, while the rate of
poverty for couples with 3 and more children indhal (47%) is above the rates in France (20%),
Austria (21%), and the UK (27%), the share of pobildren living in such families in Poland



(34%) is similar to the shares in France (33%) Andtria (34%) but it is larger than in the UK
(26%). This might mean that policies implementedother countries reduced poverty among
families with three and more children more effeelyvthan the benefit system that was in force in
Poland in 2005.

Having work is thought to be an effective protestamainst poverty. In Poland, however, in-work
poverty remains a problem. For example, the atoisgoverty rate among couples with 3 or more
children where both parents work full time is 308te(EU-25 rate - 13%), while with one parent
working full-time and the second one part-time the rises to 41% (10% in the EU-25This
could be partially explained by the lack of in-wdr&nefits in Poland in 2005. It may also mean that
implementing systems that include such benefitstardredits for children may improve financial

situation of working poor families with children.

An amount of social spending and its structurecaneial when explaining poverty rates. In Figure
1 we show the relationship between family relateensling as a proportion of the GDP, and as a
proportion of total social expenditure. There dear pattern in both relationships — higher olera
spending on families and greater share of socipkrediture allocated to families are generally
associated with lower rates of child poverty. I02@he amount of social transfers in Poland was
equal to 19.6% of GDP. Similar fractions were speriiungary, the Czech Republic and Slovakia.
However, social spending in Poland has been claaiaet by large shares of expenditures related
to old-age, sickness and disability pensions. Raamld childcare benefits accounted only for 0.8%
of the GDP. The corresponding figure was 1.4% ef @DP in the Czech Republic and 2.5% in
Hungary®

* European Commission (2008), p.145 and p.150.
° European Commission (2008), p.169.
® European Commission (2008), p.158.



Poverty rate

Figure 1 Spending on families and poverty rate in the EU
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Source: based on figures in European Commissio@gR0

At-risk-of-poverty rate before transfers in Polamds lower than in the UK, Ireland and Hungary.

However, the rate after transfers was the highmetite EU-25 (Figure 2). Overall social expenditure

decreased child at-risk-of-poverty rate by 26%0nfr39% to 29% - in Poland. This was similar to

the effects observed in Italy (23%) and Portug@%2 and was larger than in Lithuania (20%),

Spain (14%) and Greece (9%). In Hungary and thec&Republic the at-risk-of-poverty rate fell

by more than 50% as a consequence of social transfe

Figure 2 Child at risk of poverty rates — effects of familyand non-family transfers in 2005.
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Source: European Commission (2008).

Some explanation for the findings presented abosag rast in a significant share of agricultural

households with high values of own consumption iamglited rents. But even if this is true, child



poverty rates are still very high in Poland. As sirall demonstrate below a significant reduction in
the rate of child poverty in Poland could have baehieved with the level of spending implied by

the introduced 2007 tax credit reform. Allocatitg tresources in the form of a non-refundable tax
credit brought smaller reductions in child povectympared to several alternative child support

designs we consider.

3. POLICY DESCRIPTION

In the analysis which follows we describe in dethié cash benefits and direct personal taxes
operating in 2005 which are specifically designedthe support of children and their families in

Poland, Austria, France and the United Kingdom.

3.1 Poland

In 2005, support to families in Poland consistednigeof two policies: join taxation in personal
income tax available for couples and lone pareants, an income-tested family allowance with

supplement$.

* Joint taxation (‘4czne opodatkowanie dochodow’): personal income isaxndividual but
couples and single parents may fill in a joint teeturn with their partners or children,
respectively. In both cases and independently @intiimber of children, joint taxation doubles
the amount of the universal tax credit and appdiesplitting rule, by which only half of the
family income is subject to the tax schedule arerésulting tax liability is then multiplied by
two. The income tax schedule consists of three $1at®@ percent up to €9,167 per year, then 30
percent up to €18,334, and 40 percent beyond. Undeme tax rules, dependent children are
defined as (i) child aged 18 or below, (ii) childabled regardless of age but entitled to nursing
allowance (see below), or (iii) child aged 25 ofole in education and with income below a

limit.

* Family Allowance (‘Zasitek Rodzinny’): beneficiagare families with children whose monthly
income in the previous year did not exceed €125ppita. The monthly amount is €11 for the
first and second child, €13 for the third and €6 dach consecutive one. The allowance is
paid until the end of the child’s education at sahoisually to the age of 18). In case the child

continues education at school or university thevedince is paid until the age of 24. In 2005,

" The nominal exchange rate used in for the conwersif system values into euros is that of 30/063200
€1=4.0388PLN.



about 5.2 million children (about 56-58% of children age below 18) received the Family

Allowance.

Parental Leave Allowance (‘Dodatek z Tytutu Opielad Dzieckiem w Okresie Urlopu
Wychowawczego’): is a supplement to Family Allowangranted to a parent, factual or
statutory guardian of a child, who takes parergal/é¢ to take care of at least one child aged 6

years or less. The monthly amount is €99 per month.

Supplement for Child Birth (‘Dodatek z Tytutu Uraefia Dziecka’): one time lump sum grant
of €124 upon the birth of a child.

Supplement for Starting the School Year (‘Dodatekylutu Rozpoczcia Roku Szkolnego’):
€22 per year, payment for each child in primary secbndary school.

Supplement for Education of Disabled Child (‘Dodate Tytutu Opieki i Edukacji Dziecka
Niepetnosprawnego’): granted until the child reacttee age of 16 or 24 (if in education) and
subject to moderate or severe degree of disabilitg monthly amount is €12 per child under
the age of 5 and €17 per child aged 5 to 24.

Supplement for Lone Parents (‘Dodatek z Tytutu Smego Wychowywania Dziecka'):
granted to lone parents who are not receiving alynbecause the child’s father is dead or
unknown. Eligibility is not granted if alimony igdally determined but father does not pay (in
this case, the mother receives payments from tite slimony fund). The monthly amount is
€42 per child and €62 per disabled child, with imam of €186 per family.

Nursing Benefit (Swiadczenie Piegnacyjne’): granted to a parent (either in coupieiogle
family) in case of resignation from employment &ie care of a disabled child. There is no
condition on the child age to qualify. The amouinth@ benefit is €104 per month.

Nursing Allowance (‘Zasitek Pielegnacyjny’): a bdéihegranted to a handicapped child, a
handicapped person over 16 years of age with aaaledertificate confirming significant
degree of disability or to a person who is ovely&ars old. The benefit may also be granted to a
person above than 16 years of age with a medicaficate of moderate disability if disability
occurred before reaching the age of 21. The alloeanpaid monthly at €36 per month.

As was stated before the non-refundable child tagitintroduced in 2007 is also considered in the

analysis as a reform to the 2005 system. The anufuhe tax credit in 2007 is twice the universal
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tax credit of €142, which is equivalent to €24 penth® The tax deduction is independent of the
source of taxable income. However, self-employedsehincome is not taxed in accordance with

general income tax regulation with progressivertags are not eligible for the child tax credit.

Figure 3 illustrates the structure of child protectin Poland using two synthetic family types: a
lone parent and a one-earner couple with two darldgrged 9 and 3. This gives an indication of the
relative size of each policy element and how targeted by parental income for these family types.
Being contingent on the presence of a dependeld, che treat the advantage to lone parents of
being taxed under joint taxation as a policy taedeb support children. Although couples can also
take advantage of joint taxation this is not trdae a “child policy” as they could be taxed irsthi

way whether or not they have children. Low incoroeel parent families are also covered by the
Supplement for Lone Parents. The figure also sugdbat the introduction of the child tax credit

has considerably increased the expenditure anddxdethe range of families covered.

Figure 3  Poland, 2005/07 policies for two family types
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income is computed as the product of multiplyinixad hourly wage (€11.54 per hour) times an insieg number of
working hours. All families are assumed to be tésg@aying a rent of €300 per month.

Acronyms: FA: family allowance; ED: supplement fdarting the school year; LP: lone parent supplémerLP: tax
relief due to joint taxation: and CTC: 2007 chiéck tcredit (in 2005 prices); APW: Eurostat's groasnéngs of a one-
earner married couple, at 100% of average produetimrker, with two children

Source: EUROMOD

3.2 Austria

Austria has one of the most generous child praieciystems in Europe. According to the Eurostat
(2005) social expenditure on policies to suppantifi@s with children accounts for 3% of the GDP,

the figure exceeded only by Denmark, Luxembourg @&eidmany. Child protection is provided

8 The value we simulate in the analysis relateshéovialue of the universal tax credit in 2005, whieds €131. The
maximum value of the child tax credit is then €282 child per year.
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mainly through universal benefits that are complet@e, by central and regional governments, for
groups with special needs or high vulnerabilitfhere is no standard definition of dependent
children in the Austrian system. However, the ntmshmonly used includes children up to the age

of 17, and below 25 if in full-time education and¢wincome below a given limit.

* Family Allowance(‘Familienbeihilfe’): universal benefit paid peritth The basic amount is
€105 per month and it increases with age, disghalitd number of children in the family. An
additional €36 supplement for the third and follogichildren is available for families with

income below €3,630 per month.

» Child Tax Credit (‘Kinderabsetzbetrag’): refundaltéex credit paid per child. The amount is
€51 per month.

* Lone Parent Tax Credit (‘Alleinerzieherabsetzbéjragfundable tax credit for lone parents
The basic monthly amount is €30, plus €11 for ih& thild, €15 for the second and €18 for

subsequent children.

» ChildcareBenefit (‘Kinderbetreuungsgeld’): paid to one oé tharents of children aged up to 3
years whose income does not exceed €1,217 per m@hthincome test is applied at the
individual level, i.e., the income of the other guairis not considered. The monthly amount of
the benefit is €442.

* ChildcareSupplemen{‘Zuschuss zum Kinderbetreuungsgeld’): supplemé@l®4 per month
for parents receiving the universal childcare bersefd with family income below €433 per

month.

» Family Bonug‘Familienzuschuss’): income-tested benefit prodidhy provincial governments.
In Vienna, it is paid to families with children abjd or 2. The amount of benefit per child
depends on the family income and family composi{@g., a couple with a child and monthly

income less than €769, would receive up to €153).

Figure 4 illustrates how Austrian child protectios dominated by universal policies and
complemented by generous benefits to lower incamalies. Of course the shape of the figure is
contingent on family type used in the illustratiand particularly on the age of children. Had the

youngest child been aged 4 instead of 3, only theeusal benefits would apply.

® For more details about the Austrian tax-benefitsm and its recent reforms see Fuchs and Lie@7)20
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Figure 4 Austria, 2005 policies for two family types
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Source: EUROMOD

3.3France

Policies to support families with children are atyagite generous in France, and are particularly

supportive for families with two or more childrefhe French system combines universal and

income-tested benefits with non-refundable tax essions.

Joint taxation (‘Quotient Familial’): this instrumieis similar to the Polish income tax splitting
system. However, the amount of the ‘splitting facfosed to divide the tax base by and then to
multiply the resulting tax liability) changes wiflamily composition and increases with the

number of children.

Family Allowance (‘Allocation Familial’): universabenefit for families with 2 children or
more. The basic amount for a family with two chéldraged below 11 is €115 per month. The

amount increases considerably with age and nunfldrildren in the family.

Young Children Allowance(‘Allocation Pour Jeunes Enfants’): income-testeehdfit for
children aged less than 3. The benefit amount (§85month) is fixed independently of the
number of children, but the income test varies \thit type of family (lone parent or couple)

and the number of earners and children.

Family Complemen{(‘Complement Familial’): income-tested benefit flamilies with 3 or
more dependent children aged 3 or more. As in tbang Children Allowance, the benefit
amount (€150 per month) is fixed independentlyhaf htumber of children, but the income test

varies with the type of family (lone parent or c@)mnd the number of earners and children.

13



» Education Related Benefit (‘Allocation de Rentre®l8ire’): income-tested benefit for children
aged 6 to 17 to support expenses on school matégain, the benefit amount (equivalent to
€30 per month) is fixed independently of the numiddezhildren, but the income test varies with
the type of family (lone parent or couple) and tlenber of earners and children.

* Lone Parent Benefi(‘Allocation de Parent Isolé€’): income-tested beéndbr lone parent
families. In 2005, the basic benefit amount wasOEp2r month. The amount increases with

each additional child but it is reduced on a ewwpgquro basis with family income.

Figure 5 illustrates the structure of French cipitdicies. It reflects the relatively higher genetps
towards low income lone parent families. In cortttasghe Polish income tax, the French splitting
factor (‘Quotient Familial’) is more generous foouples with children. However, the factor is

considerably higher for the first child in a lonarent family.

Figure 5 France, 2005 policies for two family types
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Source: EUROMOD.

3.4 United Kingdom

Aiming to tackle high levels of child poverty theKUgovernment has considerably reinforced
policies to support families with children over tlest decadé’ Although the system includes a

universal Child Benefit, the main bulk of the pdten is through means-tested benefits. The UK
uses a single definition of dependent childrenllibbenefits: children below the age of 16 or 1thif

full-time education'}

10 See, for example, Piachaud and Sutherland (200/0k (2000) and Brewer et al. (2006).
M The nominal exchange rate used in for the conmersf system values into euros is that of 30/0652@1=£0.67473.
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» Child Benefit: universal benefit paid per child.erbenefit amount is €109 per month for the
first child and €73 for the following children.

* Child Tax Credit: income-tested refundable tax treivided in two elements. The family
element is a fixed amount equivalent to €67 pertim@ib is doubled in the case of a new born
child) paid to all families below an income limig@valent to €6,175 per month and then
reduced at the rate of 6.7 percent (of gross famidpme). The child element is equivalent to
€209 per month per child and is withdrawn at thie i@ 37 percent for families with gross

income above €1,718 per month.

Other benefits that explicitly or implicitly alsake into account the presence of dependent children
are the, the Housing Benefit and the Working Tagd@r(an in-work benefit)? Figure 6 shows the
generosity of the British system, mainly resultingm the family and child elements of the Child
Tax Credit. It is very clear that relative to thestrian and the French systems, family support in

the UK is much more targeted on lower income faamili

Figure 6 United Kingdom, 2005 policies for two family types
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Notes: see notes to Figure 32

Acronyms: CB: child benefit; CTC_FAM: child tax dig¢ family element; CTC_CH: child tax credit, ahielement;
APW: Eurostat’'s gross earnings of a one-earner iathrcouple, at 100% of average production worketh wiwo
children

Source: EUROMOD

12 The part of the Working Tax Credit which is chilelated, i.e. for example the difference betweenvilue of the
WTC for a single person with and without childrennot included in the analysis as it could nosimeulated in Poland
due to lack of information on the hours of worklie BBGD data.
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4. METHODS
4.1 Model and Data

This paper makes use of EUROMOD - a static tax-sienmecrosimulation model that currently
covers 19 Member States of the European Unionl&ibrevious to 2004 and 2007 enlargements
plus Estonia, Hungary, Poland and Slovefid).is a multi-country microsimulation model thatih
been designed to be flexible enough to take intmwaat the particularities of different national
policies but also to provide a common framework fioe implementation of policies and the
production of results! This guarantees comparability of outputs and feambility of policies
across countries, therefore making it possiblenalyse the effects of the application of policies
from one country on the population of another. EWR@D is unique for a wide range of analysis
for international comparative research on the &ffexd policies and policy reform on income,

welfare, poverty, inequality and social inclusion.

The micro-data used in the microsimulation areweefrifrom the 2005 Polish Household Budgets’
Survey (Badanie Bugtow Gospodarstw Domowych - BBGD). The survey was only large
household survey with the combination of demograpmd income information conducted in
Poland until 2005 and until then all official potyestatistics were calculated using the BBGD data.
Since 2005 the more recent poverty statistics lase been published based on the Polish SILC
data, however the BBGD data has proved to be anatigble source for the purpose of incomes

analysis and microsimulation.

4.2 Simulation

In the following section, different policies to sagt families with children are simulated on the
Polish BBGD database. These policy reforms comgigtiminating all 2005 Polish child policies
simulated in EUROMOD (including lone parent joimixation) and replacing them by the 2005
policies of Austria, France and the United Kingddescribed in the previous section. Monetary
amounts of policies ‘borrowed’ from other countriesve initially been scaled by GDP per capita
ratio after applying the exchange ratdax concessions are also scaled, but no adjustimemide

to the tax schedule or the tax base. The childctaxit, implemented in Poland in 2007, is also

13 See Sutherland (2001).

14 See Immervoll and O’'Donoghue (2001) and Lietz Mahtovani (2007) for technical information on EUROR
framework.

15 According to Eurostat, in 2005 the GDP per capits €6,405 in Poland, €29,797 in Austria, €27,34%Brance and
€29,968 in the United Kingdom.
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simulated as a ‘reform’ by adding it to 2005 systiter indexing its amount to 2005 pric8aVe
refer to this system as “PL-2007”. Throughout wassider as if all policies (original and simulated)
and incomes were as on"8@f June 2005. No adjustment is made for changegojsulation

composition or income across the year.

The budget effect of each policy (as well as itpact on household income) is measured as the
difference between household disposable incomeadinal) and excluding the analysed benefits and
tax concessions. Policies or elements of polidies are not targeted at children, according to our

common definition remain in place and interact witd reformed policies.

The simulations do not control for benefit targgtifailure, tax avoidance or evasion. Thus it is
assumed that the legal rules apply and that this @dscompliance are zero. This can result in the
over-estimation of taxes and benefits. More geherale make the strong assumption that
individual behaviour such as benefit take-up, taaseon and other relevant socio-economic
decisions (e.g. labour supply or family formatiaio) not change as a result of the policy changes

that are modelled.

4.3 Measurement

Following the United Nations Convention on the Rggbf the Child, our definition of children is
people aged under 18 (i.e. aged 0 17AWe generally assume that income is shared withén t
household such that household disposable incoméearsed to indicate the economic well-being
of each individual within the household (the ‘witthousehold’ incidence is not considered).

Household disposable income is defined as origmadme plus private transfers (e.g. alimony),
replacement income (e.g. pensions and contributenefits) and social benefits minus taxes and
social contributions aggregated at the householel.leNon-cash benefits are not included.
Household disposable incomes are equivalised usiagmodified OECD equivalence scale, as

recommended by the Eurostit.

Poverty is measured following the Laeken at-risipoverty approach defined as those living in a
household with equivalised household disposablentebelow 60 per cent of the median. The at-
risk-of-poverty threshold, based on the EUROMODM¢éline’) simulation of the 2005 tax-benefit

16 According to Eurostat, inflation in Poland (measlby the HICP) between 2005 and 2007 was 4.1 perce

" Note that this diverges from the definition offild used in the tax and transfer rules of our ys&d countries (as
would any common definition). Hence, our analysiesl not consider part of the expenditure on thedieigs as
support to children.

18 This assumes single person=1; additional peop#d a¢+ = 0.5; additional people aged under 14 = 0.3
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system is €141.53 per month (571.61 PLN) per edjse persort® This threshold is maintained
fixed in the assessment of all reform scenariosieRg incidence, intensity and severity are
measured using FGT indexes0 to 2 (Foster et al., (1984Y).

The efficiency of policies in alleviating poverty measured through a set of indicators proposed by
Beckerman (1979). These are graphically represemteBigure 7. Vertical Efficiency (VEE)
measures the proportion of total transfers recebyethe poor. Poverty Reduction Efficiency (PRE)
is the proportion of total transfers that effeciyveontributes to reduce the poverty gap. Spillover
(S) is the amount of transfers paid to the poot thaeeds the poverty line, normalized by the
amount of total transfers paid to the poor. Theai¥eness or “horizontal efficiency” (Matsaganis
et al, 2004) of policies in alleviating poverty cha measured using the Poverty Gap Reduction
Efficiency (PGE) which computes the extent to whiiel transfers succeed in filling the aggregate

poverty gap.

Figure 7 Target efficiency of social transfers

VEE = (A+B)/(A+B+C) PGE = (A)/(A+D)

PRE = (A)/(A+B+C)

S =B/ (A+B)
post-transfer disposable income
C poverty line
B X
D \
A pre-transfer disposable income

Households ranked by income

19 S0 for example for a household made of two aduritstwo children this would be €297.213, while dosingle adult
with one child €183.989.
20 See Lambert (2001, chapter 6) for a survey on ppveeasurement.
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5. THE EFFECT OF ALTERNATIVE CHILD POLICIES IN POLAND
5.1 Coverage and Expenditure

The spending and coverage levels of a policy argergml for achieving any significant
distributional outcome. Estimates from EUROMOD d#ggd in Table 1 show that one third of
Polish children are not covered by the 2005 chdlicees and that the monthly average spending is
equivalent to about €16 per child. The introductadrthe child tax credit (the simulated system

“PL-2007") increases considerably the coverageambst doubles the expenditure.

In spite of that, expenditure on child policiedhialand falls short if compared to those from Awstri
and the United Kingdom, even when controlling fdfedences in GDP per capita. If implemented
in Poland, the UK and Austrian systems would implgnthly spending of about €50 per child.
Interestingly, if we adjust the French system bg tBDP per capita difference, the cost of
implementing the French system in Poland woulddveel than PL-2007. It is also remarkable
that, analysing 2003 policies, Levy et al. (2007 fthat when applied on their own countries the
expenditure on child support in Austria (€220 peitd) is considerably higher than the UK (€174).
This reflects that the distribution of the charastecs of children and their households in Poland
quite different from in these countries. In parkézy in comparison to these countries there is a
higher concentration of children in the bottommfame distribution in Poland, thus increasing the
cost of means-tested benefits.

Table 1 Coverage and expenditure

Baseline PL-2007 Austrian French UK system
2005 system  system system system
Coverage 0 0 o o 0
(% of children) 67.3% 97.4% 100.0% 81.3% 99.9%
Average spending per child 5 g 29.4 47.7 29.2 49.0

(€ per month)*

* Average spending is calculated over all childiteer the age of 18 independently of whether caverethe tax-
benefit system or not.
Source: EUROMOD

In order to analyse what would have happened teatsof introducing the 2007 child tax credit the
Polish government had reformed the child protectgstem in line with the systems of Austria,

France or the UK, the monetary amounts of the gtoléicies from the three countries were adjusted
by factors that made the overall social expendituwrdget-neutral with respect to Polish system
after introducing the child tax credit, i.e. sotthaeir cost with respect to the 2005 system would
correspond to the PL-2007 system. The overall edipgre level depends on elements whose

distribution is quite irregular, in particular tiebaracteristics and circumstances of the childreh a
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their families and the interaction between childigges and the rest of the tax-benefit system. Thus
finding the factors that achieve budget neutradigynot be obtained analytically but requires an
iterative exercise. The factors derived from thisreise are presented in Table 2.

Table 2 Factors applied at policy monetary amounts

Austrian system French system UK system

GDP per capita neutral 0.2150 0.2342 0.2137

Budget neutral — with
respect to PL-2007 0.1344 0.2931 0.1487

Source: EUROMOD

Figure 8 shows the decomposition of total spentiypgeach policy instrument. In the case of the
Austrian system the family allowance makes up 58qu# of total spending, this is followed by the
refundable Child Tax Credit (24 percent) and theldchre Benefit (14 percent). The Childcare
Supplement, Family Bonus and the Lone Parent TadiCare nearly negligible. Accounting for
more than half of total expenditure, the Familyolance is the most significant French instrument,
then followed by the Lone Parent Benefit (17 petgethe Young Children Allowance and
Education Related Benefit (9 percent each). Aswaeld expect, the expenditure on the French
joint taxation is larger than on the current Pokgatem. However, the relatively low spending level
reflects the fact that the progressivity of the sakedule (e.g., number of tax bands, thresholds an
rates) in the Polish income tax is much lower thmaRrance. As for the UK system, the universal
Child Benefit contributes with the largest proponti(49 percent), which is followed by the means-
tested child element of the Child Tax Credit (35cpat), and then by the “affluence tested” family
part of the CTC.
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Figure 8 Coverage and expenditure decomposition
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* List of policies per system in decreasing ordesmending (from bottom to top in the figure):

Baseline-2005: family allowance, supplement forel@arents, nursing benefit, supplement for stattiegschool year,
joint taxation, supplement for education of disdlddild, supplement for child birth;

PL-2007: same as the Baseline-2005 system plug &zhilcredit;

Austrian system: family allowance, child tax credihildcare benefit, childcare supplement, loneepatax credit,
family bonus;

French system: family allowance, lone parent béngfhung children allowance, education related Benpint
taxation @uotient familia), family complement;

UK system: child benefit, child tax credit: chillkment and family element.

The Austrian, French and UK systems adjusted toentlaék overall expenditure equivalent to the PL-28@5tem when
simulated on the Polish population (see Table Zdémwversion factors).

Source: EUROMOD

Figure 9 shows the distribution of child policieg household income level in terms of the

percentage of children covered and the averagedsperper child per decile of equivalised

household disposable income. It reveals how cgeeend average spending per child of Polish
policies decrease with income in the 2005 systdinis is clearly altered with the introduction of

the 2007 child tax credit.

As for the alternative reforms based on other aeesitthe Austrian system covers all children and
the spending per child is somehow more evenly speaer the income distribution, although
slightly higher at the bottom. As for the Frenclsteyn coverage and spending fall with income with
the exception of the last decile where both rasdamilies begin to benefit from the ‘Quotient
Familial’. The UK system virtually covers all chileh under 18 and, as expected from a system

largely based means-testing, the spending monatiyaecreases with household income.
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Figure 9 Coverage and expenditure per decile
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As for the distribution per household type, childieith couples tend to be less covered by the 2005
Polish and French systems. The average spendinghgdris substantially higher in lone parent
households in the case of the 2005 Polish and Rreystems and, to a lesser extent, of the UK and
the PL-2007. With the 2005 Polish system, a chld ione parent household received more than 5
times as much as a child living with both parents.other systems children in lone parent
households also get more than in couples, butatie is significantly lower. The Austrian system
contrasts with the rest as similar amounts pedduié spent across all household types. In Austria
and the UK the average spending per child doeschahge substantially with the number of
children in the household. In contrast in the Fheand the Polish 2005 systems an additional child
increases spending per child substantially. In iblahe presence of the second child increases
spending per child, on average, by 40 percent lona parent household and by 49 percent in a

couple. In France, such increases are 24 and 2¢6érgerespectively.

Figure 10 Coverage and expenditure per household type
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See notes on Figure 7.
Source: EUROMOD
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5.2 Poverty

According to results presented in Figure 11, chpibdicies considerably reduce the risk of falling
into poverty. Measured by the headcount index (R@ih o=0), the at-risk-of-poverty rate is
reduced by 6 percentage points (from 31 to 25 péradue to the 2005 Polish child policies.
Although almost doubling the expenditure, the idtrction of the 2007 Child Tax Credit reduces
the risk of poverty only by 2 percentage points Z® percent). At the same expenditure level,
further reductions could be achieved by implementthe structure of the Austrian (to 22.5
percent), French (to 20.3 percent) or UK (to 2@&pnt) systems.

In relative terms these results are even strong@na focuses on measures sensitive to the size of
the poverty gap. Compared to the PL-2007 systeenpnttmalised poverty gap (FGT widtxl) is

15 percent lower with the Austrian, 28 percent wité French and 32 percent with the UK system.
When we attach a greater weight to incomes at ¢t#®n of the distribution (FGT with=2), the

reduction is by 22, 33 and 40 percent, respectively

Figure 11 Child poverty risk (FGT indices)
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-
25% - E PL-2007
20% - B Austrian system
15% 1 B French system
10% -
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See notes on Figure 7.
Source: EUROMOD

The effect of policies on child poverty risk by Isehold type is shown in Figure 12. The
introduction of the 2007 child tax credit seemsbting highest poverty reduction among couple
households. Whereas under the Austrian system pbit@rty in Polandncreasesamong children
living in lone parent households, under the Fresydtem this group would experience a substantial

reduction.
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Figure 12 Child poverty risk per household type (FGT with a=0)
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5.3 Targeting efficiency

As the VEE index in Table 3 indicates, a significgart of the 2005 Polish child policies are
targeted to poor children (47 percent of total exjieire). As one would expect, the targeting level
falls considerably (to about 27 percent) with thigaduction of the 2007 child tax credit (PL-2007
system). This would be higher if replaced by thestan (34 percent), French (44 percent) or UK
(46 percent) system in the budget-neutral fashitwe. estimates of PRE and S confirm this general

assessment.

Similar conclusions are drawn with regard to thfeaiveness of child policies to reduce poverty as
measured by the PGE index. The overall poverty fgilp by 21 percent with the Polish 2005

policies (25 percent including the child tax crgdsl with the Austrian, 35 with the French and 39
percent with the UK system. Thus while the 2007dchax credit contributes to the reduction of

poverty by increasing the horizontal target efingy, it performs significantly worse relative taeth

systems of Austria, France and the UK introducatie@ssame cost.

The PL-2007 system therefore performs worse otaajketing measures relative to the Austrian and
UK systems, and on three out of four measuresivelat the French (with higher spillover) and the
baseline system (PGE).
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Table 3 Target efficiency

Baseline 2005 PL-2007 Austrian French UK
system system system system system
VEE 0.4711 0.2716 0.3389 0.4405 0.4562
PRE 0.3901 0.2116 0.2835 0.3348 0.3857
PGE 0.2076 0.2520 0.3059 0.3465 0.3892
S 0.1719 0.2208 0.1635 0.2399 0.1545

For indices definitions see Figure 7. The Austriarench and UK systems adjusted to make the ovexaknditure
equivalent to the PL-2007 system when simulatetherPolish population (see Table 2 for conversamtdrs).
Source: EUROMOD.

6. CONCLUSIONS

In 2005 the relative financial situation of famdiavith children in Poland was worse than in any
other of the EU-25 countries. As we show in thelysig presented above while the preferential tax
treatment of those with children (the simulatedZ®07 system) will improve the situation of many
households, it is unlikely to have a very significaffect on the proportion of children in poverty.
Significant changes have taken place since 2005 imiproved economic conditions and increasing
employment levels likely to ameliorate the condisoof many Polish families with children.
Financial circumstances of some families may alBeehimproved as a result of the recent wave of
emigration out of Poland and frequent arrangemehtsne parent working abroad and the other
staying in Poland and taking care of children. ¢tivd take some courage, though to claim that the
latter solution would be the most desirable wapelping children out of poverty. As the economic
conditions improve, with likely further increasesincome inequality, the government will need to
decide on the most efficient way to assist the liasmiwhose circumstances will not improve
enough to take them above the poverty line threshiwhproving conditions of families with
children may also be an effective way of limitingigration or in fact encouraging the return of the
recent emigrants to Poland.

In the analysis we demonstrated the potential effetalternative approaches to targeting resources
on families with children, by importing three difémt European tax and benefit systems and
replacing the Polish child related policies. Theésee are characterised by very different emphasis,
the Austrian on universal credits, the French enctancessions and targeting large and lone parent
families, and the UK’s on means-testing. We havepbrted” the three systems in static micro-

simulations in such a way so as to keep the lelvekpenditure in the range of that compared to the
Polish system extended for the child tax creditoditiced in 2007. This means that the analysed
scenarios show the static effects that could h@en lachieved at the same cost in the hypothetical

scenarios of implementing child related policiegath of the three countries. Naturally, importing
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entire segments of tax and benefit systems is aealistic approach to reforms. However, the
diverse nature of the three systems we considéi@aslsaus to relate the effects of the recent Polish
reform to potential approaches that can be takehitd-related policies.

It is notable that in the case of all three systémeslevel of expenditure in the bottom three dexil

of the income distribution is higher than under Bie2007 system. This is reflected also on the
pattern of spending by family type, with lone pasehenefiting more under the French system,
while couples are being treated more generoushewutide universal Austrian system and the
means-tested British design. The systems of Frandethe UK reduce poverty risk in almost all
types of households relative to the PL-2007 systmmd, when the poverty figures are aggregated
then all three analysed systems prove more effedtiviowering child poverty relative to the
introduced policies, as they are more preciselget®d on the poorest households relative to the
PL-2007 system. The targeting efficiency of théelats lower even compared to the tax-focused

French design and unsurprisingly falls well shdrthe means-tested British system.

As always, the policies affecting household incorsbsuld not be entirely separated from the
potential effects they may have on the financiakimtives to work. As recently demonstrated by
Haan, Morawski and Myck (2008) the flip side of tbe level of child related benefits in Poland is

relatively strong financial incentives on the labaarket. Naturally each of the considered systems
of support for families would produce a differeet sf changes to incentives on the labour market.
If governments aim to target the combined goal educed poverty and increased levels of
employment, then the effects future policies havéhe financial incentives to work will have to be

considered in combination with the way they inflaefiamily incomes and change the poverty rate.

However, the static analysis we presented demdaesti@ow different the design of the Polish
system was in 2005 compared to the systems of idugtrance and the UK. The very limited
generosity of the system towards families with dteih sheds some light on the reasons behind the
position of Poland in the EU-25 child poverty tab@ur results are also illustrative of the likely
consequences of the introduction of the child ta&dit in Poland in 2007 for changes in the level of
child poverty, and set these effects in the lightwportant alternative policies that could havete
considered. We showed that the introduction ofcthitd tax credit will have a rather limited effect
on poverty among children. If the government tattes priority of a“comprehensive policy for
families with children”seriously, then further policies to address cpidderty in Poland will be
required. The three systems “imported” in our elserenay serve as reference points for any future

considerations.
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