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ABSTRACT

There is a long-standing controversy over the guesif whether targeting social transfers
towards the bottom part of the income distributiactually enhances or weakens their
redistributive impact. Korpi and Palme have infltiglty claimed that “the more we target
benefits at the poor, the less likely we are toucedpoverty and inequality”. The basic
empirical underpinning of this claim is a strongeénse relationship at the country level
between social transfer targeting and redistrileutmpact. We show that this no longer holds
as a robust empirical generalisation. The relatigndetween the extent of targeting and
redistributive impact over a broad set of empirigaécifications, country selections and data
sources has in fact become a very weak one. Fot Wwhaatters, targeting tends to be
associated with higher levels of redistributionpexsally when overall effort in terms of
spending is high. We try to make substantive sasisthis breakdown of the originally
established relationship by focusing on two questidirst, what has changed in the countries
originally included in the study and, second, wigtdifferent about the countries now
additionally included in the analysis?
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1. Introduction

There is a long-standing controversy in the acaddnerature over the question of whether
targeting benefits towards the bottom part of theome distribution actually enhances or
weakens their redistributive impact. Korpi and Palhmave influentially claimed that “the
more we target benefits at the poor, the lessyliked are to reduce poverty and inequality”.
The basic empirical underpinning of this claim isteong inverse relationship at the country
level between social transfer targeting and radistive impact.

This paper shows that this key finding no longelde@as a robust empirical generalisation.

The relationship between the extent of targeting) r&dlistributive impact over a broad set of

empirical specifications, country selections anthdaurces has in fact become a very weak
one, suggesting that the extent of targeting pemag not matter anymore as much as we
have assumed since Korpi and Palme.

Clearly, this issue is actually of more than academmportance. In its 2011 report on
inequality “Divided We Stand”, the OECD calls fowéll-targeted income support policies”,
however without clearly specifying what form andesgth this should take. By the same
token, the European Commission (2013) has launeh&bcial Investment Package’ also
calling for better targeting and conditionality:uigport should be better targeted to those in
need at the times they need it". Organisations titee IMF and the World Bank have long
advocated targeted benefits, specifically in thenf@f means-tested social safety nets. The
coming years will be marked by continued budgeteaaitg in many countries. In the context
of rising demands on welfare systems, the issurgkting is likely to become even more
relevant.

This paper proceeds as follows. We first summattigestory so far, devoting considerable
attention to the original Korpi and Palme thesie YWen discuss the more recent literature,
most notably recent re-examinations suggestingténgeting may not be so bad after all. We
contextualize the discussion about the particufde between targeting and redistribution in
the broader puzzle of egalitarianism. After disaugsnethodological and measurement issues
we move on to the empirical part, first presentihg main results and then robustness of
these results for variations in measurement and. datthe discussion part we try to make
sense of the results, focusing on two questionaha} has changed in the countries originally
included in the study; b) what is different abdwé tountries now additionally included in the
analysis? In a final section we conclude and sesome directions for further research.

2. The story so far: the paradox of redistribution

‘The Paradox of Redistribution and Strategies ofudlidy: Welfare State Institutions,

Inequality and Poverty in the Western Countrieg’,iidluential article by Walter Korpi and

Joakim Palme published in the American SociologiRaview (ASR) in 1998 marked a
seminal point in a long-standing controversy in fare state literature over the question
whether targeting actually benefits the redistilmitimpact of welfare state policies,

especially social transfers.

Diametrically opposed views still exist on thisuss On the one side there are those who
belief that a welfare state can only fight povediffectively and efficiently (i.e. cost-
effectively) when benefits are mainly targeted hose most in need, i.e. when benefits are



selective. Goodin and Le Grand (1987: 215): “thedbeial involvement of the non-poor in
the welfare state is not merely wasteful — it itualty counterproductive. The more the non-
poor benefit, the less redistributive the impacdthef welfare state will be.”

Economists have moreover claimed that the budgettyn to targeting also entails an
economic advantage. Lower public expendituresy ale imply lower taxes, which in turn
are supposed to be conducive to economic growtbnduic growth, the argument proceeds,
benefits the poor directly (although not necesgasioportionally so) and increases at the
same time the fiscal base for redistributive pebci

This view of selectivity has never been commonlgrsd. Two sorts of arguments underpin
this more critical stance.

First, there are technical considerations. Van €t (2002) sums up the most important
dysfunctions of means-testing. First, these inclodgner administrative costs. Establishing
need or other relevant criteria require monitorimpereas universal benefits allow for less
complex eligibility procedures. Furthermore, metasted benefits are subject to higher non-
take up, partly because of stigmatization issueslly, targeted benefits can give rise to so-
called dependency traps, where benefit recipieatg Hittle incentive to take up work or
increase working hours because this would entad tf benefits.

A second line of counter-argument is that propom@itselectivity pursue a ‘mechanical’
economic argument which makes abstraction of thitiqad processes which determine how
much is actually available for redistribution. Tite@soning is that, paradoxically, in countries
with selective welfare systems less resources terize available for redistribution because
there is less widespread and less robust polgigaport for redistribution. As a consequence,
the redistributive impact of such systems tendbdcmaller. To put it another way: some
degree of redistributive “inefficiency” (the Mattheeffect) is said to foster wider and more
robust political support for redistribution, inciag to the most needy. This follows from the
fact that a universal welfare state creates a tstraiccoalition of interests between the least
well-off and the politically more powerful middlelasses (median voter theorem). By
contrast, a selective system entails an inherenflico between the least well-off, by
definition the sole recipients of social transfeasd the better off, who fund the system
without the prospect of getting much out of it.

The juxtaposition outlined above forms the starfoognt for Korpi and Palme. In their 1998
article, they employ a somewhat more complex typwldut their classification of welfare
states is essentially based on the dimension wgaliem versus selectivity. Based on data
relating to institutional characteristics of weHastates on the one hand, and data relating to
observed income distributions and financial povenythe other, they conclude that more
selective systems, paradoxically, have a smalldistr@utive impact than universal systems
offering both minimum income protection as welliasome security and cost compensations
(for children) in a broader sense. Korpi and Pafme that this relationship is mediated by
the relative size of available means for redistidou In essence, selective systems are
generally smaller systems, and for that reasonrkdistributive, despite their design to that
effect. To be fair, Korpi and Palme do not go asalsaying that the more universal system
are the more redistributive they will be. But they say that strong targeting implies weak
redistributive outcomes.



Korpi and Palme’s main conclusion went relativelycontested for a while although some
scholars expressed reservations because of ther natiimentary character of the research
methods (Bergh 2005). The degree of redistributionexample, is measured by comparing
the actually observed income inequality or at-o$lpoverty rate with a rather
unsophisticated ‘counterfactual’ distribution. hreory this counterfactual ought to accurately
reflect the income distribution that would prewvailthe absence of social transfers. However,
the construction of this counterfactual is hampdygdheoretical and practical problems. In
most cases, including in Korpi and Palme’s papexstm@ansfer income is simply calculated by
deducting observed social transfers and re-addbspreed taxes. Full abstraction is thus
made of any behavioural effects which a changeanfér/tax regime would entail. While
patently less than perfect, the reality is thasatisfactory method exists to adequately model
such behavioural effects, except for very speafeasures and marginal deviations.

Another critique was formulated by Moene and Watkin (2001; 2002) who argued that
analyses of redistribution need to be done at aend@aggregated level than ‘the welfare
system’ because the determining redistributive gipies may differ substantially for, say,
unemployment, health care or pensions. Some schamgsrest heavily on the insurance
principle, while others may put more weight to theed-principle. Thus universality and
selectivity can coexist within one system. Yet Meesnd Wallerstein (2001; 2002) also
conclude that universal provisions provoke thedatgolitical support because of the higher
chance of middle class citizens to become a baagficSome opinion based studies also
confirm that universal welfare schemes enjoy broadg@port (Forma, 1997; Kangas, 1995)
and that universal schemes are more politicallyusblin times of austerity (Nelson, 2007;
Ferrarini, Nelson and HO0g, 2013). It is plausiliieywever, that public opinion is influenced
by the institutional set-up of a welfare state andhe causality cannot be seen as running one
way (see Larsen, 2008; McCarthy and Pontusson,)2@0€o, one should not overestimate
the effect of public opinion on social policy (eBrooks and Manza, 2006), as public policy
is also influenced by resource mobilization, pagipehdence, political framing etc. There is
other evidence in support of universalism, for eglamon the basis of studies that look at
particular programmes. Corak, Lietz and Sutherl@@5) - in a study based on incomes at
the end of 1990's or beginning of 2000’s - for exdenfind that universal child related
benefits — not those targeted at the poorest —igedwetter protection against poverty. Their
conclusion that ‘targeting within universalism’, 8kocpol's (1991) words, yields the best
outcomes is echoed by Van Mechelen and BradshaiBj20an Lancker et al. (2012), Figari
et al., 2011. Brady et al. (2012), however, coneludfavour of universalism if it comes to
anti-poverty policies for single mothers.

Returning to focus of this paper, some recent studliave claimed that the cross-country
relationship between overall targeting and obseeseredistributive impact has weakened, or
even reversed over time. Kenworthy (2011) reprosuaed updates Korpi and Palme’s
analyses, which related to the situation in 11 toes as of 1985. Kenworthy's findings
confirm that countries with more universal beneéithieve more redistribution (measured in
the size of redistributive policies in the budgtet) the period 1980 to 1990. By 1995, the
image becomes less clear. Data for 2000 and 2@9%6 geindicate that there is no longer any
association (either positive or negative) betwdwntivo variables. Evidently, the findings are
based on a small number of cases (10 countriesghwhake them particularly sensitive to
outliers. A trend towards more targeting in Denmark conjunction with an evolution
towards more universal benefits in the US, is lgrgesponsible for the shift in conclusions.
Moreover, the new findings may be driven to somemby the growing share of pensions in
social spending. However, analyses on an altematataset, controlling for pensions and



featuring a larger number of countries, suggest #saof the mid 2000s, universalism is
negatively associated with redistribution.

Kenworthy refers here to an earlier study by Whbitdfwhich shows that ranking method
matters, a more than technical measurement isswitth we return in this paper. In the
studies by Korpi and Palme and, as it is said ta beplication, Kenworthy, the calculations
to establish the degree of targeting are based ausdmolds’ position in the income
distribution before taxes and after transfers (geoss income). Whiteford uses post
tax/transfer income, i.e. disposable income, agdhking measure. We return to the issue of
the ranking income concept in the section on “Maagutargeting and redistribution”, and
will test the sensitivity of the results for usidgferent ranking income concepts. Whiteford
finds that universalism correlates negatively wetistribution. Kenworthy writes about this:
“This by no means settles the question, but it daegest additional reason to rethink the
notion that targeting is an impediment to effectiedistribution” (Kenworty, 2011:58). This
paper takes the quest further from there, addmgssieasurement issues in more depth,
expanding the number of countries included in thalysis and checking for robustness
against selected methodological choices, suchtassdarce or income concepts.

3. Wider considerations: the puzzle of egalitarianism

Before we move to the empirical part it may be uk#d recall that the issue of universality
versus targeting makes up only one element in &wiglzzle of egalitarianism’ (Alvarez
2001). After all, at the country level we are comfted with several empirical relationships
that beg for a more thorough understanding. Lin(®904) evokes the ‘Robin Hood Paradox’
“in which redistribution from poor to rich is leaptesent when and where it seems most
needed

The connection between universality, the levelaniia expenditure and redistributive impact
is part of a wider puzzle and it is important toaveare of this. For one, we know there also to
be a strong relationship at the country level betweage (or market income) inequality and
social expenditure. In other words, it is countmeth egalitarian wage structures that tend to
have universal welfare systems, generous benefit as a consequence, high social
expenditures. This connection is again contra-iviel because at first sight, one would
expect the opposite relation, namely that a greatage disparity would require more
redistribution, and, therefore, higher social expemes. Hence, the causal chain may well
start with institutions and policies shaping incodigributions before taxes and transfers. For
example, as argued by Bradley et al. (2003), thisalaelationship between market inequality
and redistribution occurs indirectly and is maidlye to the strong influences of labour unions
and left parties. But it may also run in other ways

Let us briefly discuss these alternative causalatiaes. First, the direction of causality may
go from an extensive welfare state to a condensadew distribution. This is the line
followed by Beramendi Alvarez (2001), who has adytieat second-order effects of social
expenditure are a large part of the explanatiothef‘puzzle of egalitarianism’. First order
effects of redistribution on inequality consistdifect income transfers from high-income to
low-income households, through taxes, social sgcorisocial assistance. But second order
effects are equally important: the higher taxes @madsfers of large welfare states influence
labour supply in such a way that a more condensagewdistribution results. High-wage
earners substitute monetary income for leisureegponse to taxes, while generous benefits



reduce labour supply among those commanding lowewaghrough higher reservation

wages). These second order effects may be hightyingent upon national institutions,

particularly with regard to funding of the welfastate, the level of wage bargaining and fine
details of institutional design.

Second, the causal mechanism between redistribatidnnequality may run in the opposite
direction. A highly unequal distribution of marketcomes may make it politically and
technically more difficult to redistribute incom®cCarty and Pontusson (2009) review a
number of political economy theories with regard woter behaviour under different
conditions of economic inequality. The so-calleddraa voter models assume that changes in
the income distribution lead to a shift in the prehce of the median voter, or the ‘political
middle’. Moene and Wallerstein (2001, 2003) argua tunder conditions of rising income
inequality, the median voter has a preferencedduced expenditure on insurance and social
spending. Earlier Meltzer and Richard (1981) foraedl an opposing hypothesis, predicting
that rising income inequality leads to a shift neferences of the median voter towards more
redistribution.

The evidence is quite mixed. Kenworthy and Pontug2005) find empirical support for the
Meltzer and Richard thesisIin contrast to widespread rhetoric about the declof the
welfare state, redistribution tended to increaseesponse to the rise in household market
inequality. And it did so in proportion to the degrof increase in inequality, producing a
strong positive association between changes in ehaikequality and changes in
redistribution.” Milanovic (2000) finds a consisteassociation between gross household
income inequality and more tax/transfer redistitiuin a set of 24 democracies in the period
of the mid seventies-mid nineties. More recentliv€h (2012), performing an analysis on a
pool of 33 European countries, finds that inequahtreases the demand for redistribution
and that increases in income inequality stimuldte demand for redistribution. Yet the
empirical evidence varies and some studies arrivepposite conclusions (lversen and
Soskice: 2006, 2009; Finseraas 2009; McCarty anduBson 2009; Lupu and Pontusson
2011; Toth, Horn and Medgyesi, 2013).

As McCarty and Pontusson (2009) note, one clearptoation is that the majoritarian
assumption underlying the median voter models is uraversally applicable. In many
contexts, a vast number of parties (including tradiens, employers’ organisations) compete
for political influence. The partisan politics thg@assumes that, rather than moving all parties
either to the left or the right, income inequalign cause polarization of the electorate. As the
political spectrum widens, the outcome dependselgrgn the extent to which low-income
groups are mobilized, in terms of election turnantl union density. In turn, social security
arrangements can strengthen trade unions, parlicuta so-called Ghent countries where
they are involved in the provision of unemploymdrgnefits (Van Rie et al., 2011)
Furthermore, the recent attention in the literatarensider-outsider conflicts and divergent
interests within ‘Labour’ or ‘the Left’ are of kasnportance.

Third, causality between equality and redistribaitimay run in both directions, in a process of
mutual reinforcement. This argument has been dpedidy Barth and Moene (2009) in a
recent NBER paper. They argue that a more equalewdigtribution leads to welfare
generosity through a process of political compmtitiln turn, more income redistribution
produces more equality. The authors hypothesizethigmultiplier operates mainly through
the bottom of the income distribution: the ampétion occurs where wages at the bottom of



the distribution are compressed, not where higheomes are compressed. The hypothesis
finds empirical support in their analyses on 18 @EfOuntries over the years 1976 to 2002.

Finally, an extensive welfare state, as well asn@#eéd degree of wage inequality may both be
the result of variables that determine both. Asild&n (2000) suggests, countries may be
characterised by notions of equity that are widgtgred within any society, but that differ
across societies. A society in which the value ofidarity is widely shared may
simultaneously support pay norms, collective ages@siand adequate minimum wages, as
well as quasi-universal and generous benefits.

Thus, variables like wage dispersion, primary ineomequality, generosity, universality,
level of expenditures and disposable income ingéyuahake up a complex web of
interrelations of which the causalities can ruwliiferent directions. In this paper, the primary
focus lies on the relationship between the factfrainiversality, generosity and income
inequality.

4. Measuring targeting and redistribution

4.1. Concepts and operational definitions

Targeting, redistribution and generosity are keyoepts in this paper. The aim of this section
is to address the conceptual clarity of these temsmisunderstandings related to their
interpretations may easily arise (e.g. van Oorsck@d2, p. 173). For instance, targeting is
often equated with means-testing although it dagésacessarily imply a means test, as other
eligibility criteria (e.g. family composition) cdme established to channel benefits to specific
groups (e.g. lone parents). By contrast, ‘univetsahefits are aimed at broad segments of the
(national) population. Still, it should be noteathiniversal benefits are rarely truly universal,
as they often apply for instance a residency doiberwhich can be more or less strict.
Moreover, whether benefits are flat-rate or earsirgdated, is a question that is closely linked
but distinct from universality or targeting.

Korpi and Palme employ three aspects to classfysfier systems: a) the basis of entitlement;
b) the benefit level principle and c) the form afvgrnance, particularly the extent of
employer-employee corporation. In their classiimat targeted models have two
distinguishing features: the basis of entitlementproven need and benefits are there to
provide a minimum income.

However, the actual operationalization they usetheir 1998 article is much more
straightforward and simple. It is also for thats@a contestable on a number of grounds. In
their 1998 ASR article they do not build on inditmal indicators to gauge the level of
targeting within tax/transfer systems. The extentaogeting is measured on the basis of a
single outcome indicator, the targeting coefficjewhich reflects effective redistributive
outcomesrather than redistributivéntentions as we will argue below. This means that
‘targeting’ here is interpreted as social transfieesng more beneficial for lower incomes,
irrespective whether this comes about because siesy characteristics like means testing
(“income selectivity”) or providing benefits for egific categories (“categorical selectivity”).
Basically, this means that we look at the positbthe beneficiaries in relation to the median
(voter).



In our analysis, targetings measured in two ways: on the one hand we wsedhcentration
coefficient of transfers in the same way as Ko &alme (1998) do. On the other hand, we
also express it as a share of transfers goingetbottom quintile.

The concentration coefficief an income component is calculated in a simiay as the
Gini coefficient (see e.g. Kakwani, 1977; Lamb@®02; OECD, 2008). The value of the
concentration coefficient is derived on the onedch&nom the relative size of the transfer
going to each income unit, and on the other hamah fihe ranking of each income unit, which
determines its relative weight in the contributicm the concentration coefficient. The
difference between the concentration and Gini egefits lies in the variable according to
which income units are ranked. With a concentratioefficient of an income component,
income units are ranked according to income (aridypdhe income component itself), while
for a Gini coefficient the focal variable and tlamking income variable are the same (namely
income).

Figure 1. Pro-poorness and concentration coefficien

Concentration coefficient
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Source: own presentation.

Concentration coefficients can also be considesed summary indicator of the information
provided by quintile distributions. When the contation coefficient has a value that is
lower than the Gini coefficient of the income onighits ranking is based, then lower
incomes benefit relatively more: individuals re@es higher share of the income component
than their share of income. Thus, these conceatraefficients provide insight into the pro-
poorness of the various income components indepenadke their size. A concentration
coefficient will be zero if all income units receithe same absolute amount of transfers
which corresponds to the 45° line in the Lorengdhan. Hence, we can make a distinction
here between weak and strong pro-poorness. Stnanggorness corresponds to a negative
concentration coefficient (area A in Figure 1 belowhereas weak pro-poorness is captured

! Though of course this does not mean that all @otmation coefficients of zero correspond to egisolute
amounts over the income distribution.



by a concentration coefficient between zero andvtdae of the Gini coefficient of income
(area B in Figure 1). When the value of the coneiain coefficient is larger than the Gini,
then the benefit is pro-rich (area C in Figure 1).

As social transfers are composed of various trangfees (i.e. old-age pensions, family
benefits, etc.), we try to identify the distributed properties and contribution of these income
sources to the overall concentration coefficientldwing Kakwani (1977), we apply a factor
decomposition analysis of the concentration coeffic the concentration coefficient of total
transfers Cy) can be decomposed as the sum of the concentratiefficients(C; ) of the
different transfer categoriesveighted by their shaig in total transfers:

Cr=3 26
i=1

Quintile distributionsare based on five equal-sized population groupgtwhare divided

according to their income. Income units are rarfkech low to high income. A comparison of
the share of social transfers going to the bottomtde with the corresponding concentration
coefficient indicates how the concentration co&ft comes about: is it driven by targeting
towards the bottom quintile (the poor), or are eathy patterns higher up the income ladder?

Note that we use the term ‘targeting’, which suggethat outcomes are due to the
characteristics of the system, but this need nothleecase. Moreover, the outcomes of a
system are highly dependent on the characterisfitse underlying population, in terms of
socio-demographic characteristics, income ineguyatbmposition of income, etc. If, for
instance, a benefit is designed in such a wayahahildren are eligible, but all children are
situated in the bottom quintile, then this policeasure may appear as very targeted in its
outcomes, even though its design may not includg m@reans-testing or needs-based
characteristic. This means that strictly speaking emnnot derive from the concentration
coefficient or from the quintile distribution how@poorness of a transfer comes about.

In brief, the following factors may play a role:

* The design of the policy (eligibility; income ortegorical selectivity; conditions for
calculating the size of the transfer);

« Distribution of socio-demographic or other charesties that determine eligibility
and size of the transfer, and hence determine winansfers will be located in the
income distribution;

* The ranking of beneficiaries in the income disttibn. This means that the same
distribution of transfers will only result in diffent concentration coefficients if
recipients have a different ranking in the undedyincome distribution (e.g. market
versus disposable income, see further).

The concept ofedistributionrefers to the impact of taxes and transfers onnmecmequality.
The impact on inequality is driven by the size rahtsfers and taxes, as well as by their pro-
poorness, i.e. whether these transfers are goiagvedy more to lower or higher incomes.
Redistribution is measured by the difference bebnbe Gini coefficients with and without
tax-transfers relative to pre-transfer income; tagresponds in our analysis to the difference
of the Gini coefficients of market and disposalleoime relative to that of market income.

Alternative measures of redistribution can also used. For example, Kenworthy and

Pontusson (2005) rely on the absolute differentedrn disposable and market income Gini
coefficients, as it allows capturing redistributitmat is not affected by (e.g. time variant)

10



level changes of market income inequality. The steitiutive effect of taxes, resp. transfer
alone can be the focus too and is measured agfteesdce of the Gini coefficients of gross
and disposable income relative to that of gros®rme, resp. the difference of the Gini
coefficients of market and gross income relativéhit of market income. In addition, Jesuit
and Mahler (2010) suggest a measure of redistabutiat captures the second-order effects
of public pensions. This measure addresses the issartificially highly unequal market
incomes, as elderly households relying on publiespans appear to be poor, though in the
counterfactual scenario of no state pension prowithhey would have relied on other sources
of income. Finally, the redistribution measures barbased on other than Gini indicators of
income inequality, e.g. percentile ratios as in MalG2008). We test the impact of some of
these alternative redistribution measures.

For indicating the impact of the size of transfeve,use the concept of generosity: how much
is spent on social transfers? Generosity is medsbhere by expressing average social
transfers as a share of average income (eitheranarkome, gross income or disposable
income). An alternative measure is also used ferstmsitivity analysis: cash social spending
as percentage of GDP (for a further discussion han gros and cons related to diverse
measures of welfare state generosity see e.g. AlldnScruggs, 2004).

4.2. Choiceof income

Overall, the building blocks of our analysis cohsissome commonly used income concepts,
namely market income, social transfers, gross ircant disposable incomérhese income
concepts are constructed in such a way that thegroexactly the same components as in
Korpi and Palme, unless specified otherise

In brief, market incomeincludes income from labour and capital, as wsllraandatory
individual and occupational pensions (or furthefemed to as “occupational pensioris”)
Gross incomeas defined as market income plus social transfdus net transfers between
householdsSocial transfersonsist of the total of work-related insurancesfars, universal
benefits and social assistance benefifGinally, disposable incomds arrived at when
deducting taxes from gross income. These taxes tefpersonal income taxes and social
contributions (excluding employer contributions).

For the distributional analyses, all relevant rexenare pooled at the household level and the
individual is the unit of observation. An equivatenscale is used to correct for household

Note that in the distributional analyses negaitm®mes are set to zero.

As we show in Appendix 1, seemingly the same rimeaoncepts, if taken from different data sources,
could have a different composition regarding indiadal components.

LIS has recently reclassified some income corsapitably occupational pensions, which are now @far
social (security) transfers. We explore the imglmas of this income classification (change) in the
sensitivity part of our analysis, when we compaee"bld” and the “new” LIS terminology.

Essentially, social transfers are equivalentdocfal security redistribution” transfers basedto@ most
recent LIS terminology, except of the above memibmandatory individual and occupational pensions.
This implies, that the “old” LIS classification ex6 to higher market income, but lower social tfenssin
comparison to the new terminology. The conceptrokg income is not affected by this methodological
change.
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size. We apply the same equivalence scale as ipil@od Palme (1998), namely the square
root of household size.

We use different income concepts to rank equivdliseomes when calculating quintile
distributions and concentration coefficients. Infigt instance we use the same income
concept to rank income units as the one used byikKamd Palme (1998), as well as by
Kenworthy (2011), namely gross income, or ‘Who gelftetafter social transfers but before
taxes. Of course, there are arguments to use other iacmncepts for ranking individuals.
The most obvious candidates are market income @ubshble income, which are also the
income concepts used to calculate the redistribwgitect in Korpi and Palme (1998) and in
this paper. With market income (or ‘Who gets wbefiore taxes and transférsincome units
are ranked according to the position they takééhypothetical situation that there would be
no social redistribution. This effectively puts lsetolds that rely solely on transfers at the
bottom of the distribution. By definition the impaaf the transfer is very large. This makes
more sense for people who fail to gain accessddabour market whereas they are supposed
to be economically self-reliant. They would prohhabhve no other means of existence. But
this is a stronger assumption for the elderly walg on public pensions. In the counterfactual
scenario they would probably have saved. Thusloulzions based on pre transfer rankings,
retired households count as extremely poor and thayulate the very bottom of the
distribution. This probably overstates the impddarial transfers on the income distribution.
For this reason Whiteford (2010) and OECD (2008 disposable income (i.e. ‘Who gets
whatafter taxes and transfetsas the ranking measure. The drawback here tsthigaimpact

of the welfare state may be underestimated. Sommsiqeers, for example, might have
occupied an entirely different position in the ine® distribution in the absence of a public
pension system. In our empirical application, wa& the sensitivity of the results for using
either market or disposable income as ranking nreasu

If taxes and transfers do not alter the rankinghobme units, then concentration coefficients
will be the same for all three income conceptspiactice, income units do change ranks.
Especially the inclusion of social transfers (hm@ving from market to gross income) causes
income units to change rank, implying that concidn coefficients can substantially differ
when market income compared to gross or disposabbene is used. Reranking due to taxes
(i.e. moving from gross to disposable income) isgeneral much smaller, implying that
concentration coefficients based on the rankingitfer gross or disposable income will
probably not be very different.

4.3. Main and sensitivity analysis

As this article seeks to replicate the findingskmypi and Palme and subsequent studies, we
aim for maximum comparability of concepts in theimanalytical part. Here, we reproduce
the “original” relationship between targeting aretistribution as displayed in Korpi and
Palme (1998) and later on in Kenworthy’'s (2011 gtiOur selection of the countries covers
the “original” set, but also goes beyond it, as th® database has expanded its country
coverage substantially. Furthermore, for a bettatenstanding of the driving forces of the
targeting and redistribution relation, we decompdBe concentration coefficient over
separate transfer types, and we analyse how taggetnd redistribution relate to the
generosity of social transfers.
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We challenge most of the “original” methodologicaloices in the sensitivity analysis part:
country selection, data source, choice of the ramkicome type and classification of social
transfers. A number of other sensitivity checksehalso been made, but are not reported in
the main text of this study. For example, the impafcusing alternative measures (as on
targeting) is noted in the footnotes with the cepanding graphs in Appendix 2. A few other
sensitivity tests, such as checking the influerficestng a different equivalence scale, are not
reported due to their smaller influence on the mémdings in comparison to the
aforementioned methodological choices.

4.4. Data

In the main analytical part, indicators are caltadaon the basis of the micro survey data of
the Luxembourg Income Study (LIS), in line with tapproach of Korpi and Palme (1998)
and Kenworthy (2011). We include the following cties, referring to 2004 (unless
specified otherwise between brackets after the tcggnname): Australia (2003), Austria,
Belgium (2000) Canada, the Czech Republic, DenmBstonia, Finland, France (2005),
Germany, Greece, Hungary (2005), Ireland, Israed0%2, Italy, Luxembourg, the
Netherlands, Norway, Poland, Slovenia, Spain, Swe@2005), Switzerland, United
Kingdom, United States. LIS tries to provide datsgkat are as comparable as posSible
However, some issues remain.

For example, one of the major issues relevant giorstudy is the fact that not all LIS national
datasets include gross income amounts, implying ghass income in fact corresponds to
disposable income and that market income does natide taxes. This is the case for
Belgium, Greece, Hungary, Slovenia and Spain. Taxeslso only partially captured in the
French and ltalian data. This implies that (pajtsuicial transfers are net of taxes in these
countries, whereas in the other countries grosssteas (i.e. before deduction of taxes) are
used. This is particularly relevant for countriebene transfers are subject to substantial
taxation, as is the case in the Nordic countriealsbo means that the value (and distribution)
of available gross income is lower (different) fbe countries having not full tax information
in the dataset. We tackle this “net/gross” issuth@sensitivity part of our analysis.

In the sensitivity analys, we also compare the noaittomes calculated on LIS data with the
outcomes computed on EU-SILC 2005 data, which ®028&rEU countries at the time, plus
Iceland and Norway (incomes refer to 2004). Foruanlper of European countries (i.e.
Austria, Estonia, Greece, Spain, Ireland, etc.) lilf dataset is actually derived from the
national EU-SILC surveys — seemingly, the most camitype of LIS information source for

the European countries as of mid 2000’s.

When using EU-SILC data, we apply income definisidhat are as close as possible to the
ones used by Korpi and Palme with the LIS dateéSeth alignment is needed as original
(EUROSTAT) income definitions of, for example, ggaecome are somewhat different from
those used in the LIS dataset. A more detailedamgtion of differences and similarities
between the LIS and EU-SILC data is provided in épgix 1.

®  More details on methodological aspects concerhlgdata can be found in Appendix 1.
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5. Results
5.1. Main analysis

5.1.1. Targeting and redistribution: the starting point

As our first aim is to replicate the earlier fings(see Appendix 2) for more recent data, we
start our analysis by using the same conceptsabpealisations and data (LIS) as Korpi and
Palme (1998) and Kenworthy (2011). We relate thaceaotration coefficient of social
transfers (with income units ranked according tsgrincome) to the redistributive effect of
taxes and transfers, as measured by the diffefestveeen the pre and post-tax/transfer Gini
coefficient (see Figure 2). We extend the countryecage in comparison to the previous
studies.

Figure 2. Concentration index (ranking by gros®ime) and redistributive impact, mid 2000s
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Note: 1) Due to data availability disposable indte& gross incomes are used for Belgium, Greecaghty,
Slovenia and Spain; part of “gross” incomes areorenl net of taxes for Italy and France. 2) Thentoes
included in Korpi and Palme (1998) are in grey font

Source: own calculations using LIS data

Let us first consider the two key variables in Feg@d separately, starting with our measure of
targeting. All concentration coefficients are smaller thare tGini coefficient of gross
income, which means that all systems are progregs®. pro-poor). There is however wide
variation in the spectrum of targeting-universal®emember, that the smaller/more negative
the concentration coefficient is, the more targetesl transfers are whereas the closer the
concentration coefficient is to the Gini, the mareversal transfers are. Australia, the United
Kingdom and, maybe somewhat surprisingly, Denmankelthe most negative concentration
coefficients and can be characterized as strongly-ppor. Negative concentration

" Note that, as shown in Figure A.5 of AppendixcBncentration coefficients match quite closely to a

alternative measure of targeting: the share okfeas going to the bottom quintile.
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coefficients are found in the majority of the caie, pointing to a substantial degree of
targeting. In nine countries though, such as eogtt&rn Europe, Austria, France, Poland or
Hungary, we find positive concentration coefficerdnd thus weak pro-poorness of transfer
systems.

Turning to our measure of redistribution we alscseslie a considerable cross-country
variation. The Nordic countries, such as Finlan&weden, but also Belgium, Germany, the
Netherlands, Hungary or the Czech Republic takeitipns as leading redistributing
countries. The Southern European countries, théednstates, Canada, Switzerland and
Israel are at the other side of the spectrum.

Let us now consider the relationship between tlygeseof targeting and redistributive impact
— from the perspective of the x and y axes.

Especially noteworthy at the very left hand sidetloé x axis are Australia, the United
Kingdom and Denmark: they are all characterizedhaystrongest pro-poor benefit systems
of all countrie&. Yet the redistributive impact in Denmark appearsch stronger. Similarly,
looking at the countries with still strong pro-pogpending (concentration indices between
about -0.3 and 0), the corresponding redistribuimpact differs a great deal. Some of the
countries with the strongest redistributive taxisfer systems are to be found here (Sweden
and Finland), together with some countries withwleakest redistribution (the USA, Canada,
Israel and Switzerland). In summary, no clear retethip is found between targeting and
redistribution among the countries with a negativecentration coefficient. A more clear and
negative relationship, however, appears when faguen the right hand side of the graph.
This concerns the countries with positive targetngfficients and thus countries with weak
pro-poor spending: France, Italy, Spain, AustraaRd and Greece.

Looking at this graph from the perspective of thaxis (the extent of redistribution achieved
by the tax/transfer system) essentially yieldsnailar picture of wide cross-country variation.
We also observe an extremely scattered range ofesalor the targeting measure in the
countries with moderately high levels of redisttibo (from about 30 to 40 per cent reduction
of the post-tax/transfer Gini as compared to thetpr/transfer level). It ranges from the
strongest pro-poorness of almost -0.4 observedustrAlia to weak pro-poorness in countries
like Italy or France.

In summary, our major finding — against the backgrbof the earlier discussed literature - is
that actually there is no clear relationship betwésrgeting and redistributive impact for

more recent years. This may partly be due to thetfat more countries are included in our
analysis. But also other factors may play, whicli e put to the test in the sensitivity

analysis part of this paper.

5.1.2. A more refined redistribution coefficient

Korpi and Palme (1998) have used a broad indexedfstribution, as they look at the
difference between the Gini coefficients of mar&etl disposable income, i.e. the combined
effect of taxes and transfers. However, for the@asure of targeting, they only look at the
way transfers are distributed. Hence, we think thatould actually be more coherent to

8 Here and further on, the discussed country groums specific value ranges of the

concentration/redistribution indices are estimatsithg a cluster analysis.
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measure redistribution as the difference betweenGhi coefficients of market and gross
income (i.e. capturing the effect of transfers pnas is presented in Figure 3. By doing this
the initial relationship found by Korpi and Palmeems to re-emerge, though this association
is still a very weak one. Hence, we assert thaithen conclusion from Figure 2 still holds:
the relationship between targeting and redistrdyutias become very weak. Throughout this
paper, we will continue to use the redistributindicator that Korpi and Palme have used, as
they are our point of reference), and look at teesgivity of outcomes of changing one
parameter at the time. But in subsequent studiesh@ntopic we recommend to apply
coherence between the targeting and the redistsibabncepts. Moreover, a comparison of
Figures 2 and 3 also indicates that the role oftar the redistribution process merits further
investigation, not only because the redistribue¥iect of taxes differs across countries, but
also because transfers are taxed in very diffenexyts, with typically high burdens in the
Nordic countries and low or no taxes in other cadast

Figure 3. Measuring redistribution as the effedrafnsfers only
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Targeting (Concentration index, ranking on gross income)

Notes: due to data availability disposable insteddjross incomes are used for Belgium, Greece, Hiyng
Slovenia and Spain; part of “gross” incomes areriga net of taxes for Italy and France.
Source: own calculations using LIS data

5.1.3. Decomposition of concentration coefficient

As noted earlier, the high degree of targeting khaot necessarily imply an extensive usage
of means-tested benefits (i.e. minimum income ptaie schemes) but rather reflect the
socio-demographic profile of beneficiaries. Forrapée, a universal old-age pension system
may be characterised as highly targeted if therlgldksproportionately cluster at the lower
end of the income distribution. To better underdtéime main drivers of the concentration
coefficients’ values, we employ a factor decompositanalysis. Unfortunately, the
decomposition cannot be done for all countriespféen LIS data information is missing to
distinguish individual transfer categories.

First, we evaluate the individual input of sociasigtance benefits as opposed to other
transfers. This already gives a flavour of how dlesign of systems operates, as these social
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assistance benefits are by default designed tettdng most income vulnerable people. The
social assistance income category pools diversistaisse benefits, such as general social
assistance, but also assistance benefits in casaldedge, disability and various other
circumstances (e.g. family, education).

Second, we evaluate the individual input of thregamcategories of social transfers by need
function: old-age pensions, family benefits andeaidual category of other active age
benefits. Old-age benefits consist of the followin& variables: old-age insurance public
pensions, old-age universal pensions and old-asjstasce pensiofisFamily benefits cover
maternity/parental wage  replacement, family/child nivarsal  benefits and
family/maternity/child assistance income variabl€ee other active age benefits refer to a
range of diverse social security benefits, suclsiekness wage replacement, disability or
survivor pensions, unemployment or education b&s)edtc.

Figure 4. Concentration indices of social assistaand other transfers
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Notes: due to data availability disposable insteddjross incomes are used for Belgium, Greece, Hiyng
Slovenia and Spain; part of “gross” incomes areomgm net of taxes for Italy and France; Sourcenow
calculations using LIS data

The targeting degree of social assistance bensfitas expected, much higher than that of
other social transfers: for all countries the caiaion indices are lower (and always
negative) than of those of other social transfeee (Figure 4). The variation of targeting is
highly diverse, ranging from about -0.7 in Swederabout -0.2 in Italy. This very strong
targeting in comparison to other social transferan important driver of overall targeting,
though much depends on the size of these transferss shown in Figure 5. Even though
social assistance benefits are relatively smadilicountries (from about 2% in Belgium and
Slovenia to about 38% in the UK), their contributitm the overall concentration index is not
negligible. In Ireland, for instance, social assise benefits make up around 33% of total
social transfers, but they contribute for almos¥8@® the concentration coefficient of total
transfers. Social assistance also contributes teetfvan half of the total concentration
coefficient in the United Kingdom and Slovenia. @ilk this signals that despite the

®  Occupational pensions are excluded here.
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relatively small size (as for instance in the cai8lovenia), social assistance benefits play a
significant role in determining the level of theeoall concentration index, and thus the
relationship between targeting and redistributismpartrayed in Figure 2.

Figure 5. Social assistance: relative size andritaniton to the concentration index
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contribution are of minus sign in France, Hungdialy, Poland, Slovenia, and have been rescaledpmesent
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Source: own calculations using LIS data

Figure 6. Social assistance and the rest of streiasfers: targeting and redistribution
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Notes: due to data availability disposable insteddjross incomes are used for Belgium, Greece, Hiyng
Slovenia and Spain; part of “gross” incomes arerigl net of taxes for Italy and France;
Source: own calculations using LIS data

10 As social assistance benefits and other trankfire concentration coefficients with opposite signthese

countries, the negative contribution of e.g. soagdistance (i.e. -1.0639 in Hungary) is counterhbl the
positive contribution of other transfers (i.e. Z06n Hungary) so that the total sum still addstafd. In
rescaling to the share without the directional fféhe contribution of social assistance in e.gngry is
transformed to 0.34 relative contribution to théuesof total concentration index.
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Furthermore, we find a clear association betweenténgeting degree of social assistance
benefits and redistribution: the higher targetirigheese benefits, the more redistribution is
achieved (Figure 6). Conversely, no associatiofoisid between targeting of other social
transfers and redistribution.

A decomposition of social transfers by their neadction is given in Figure 7 for those
countries where we can distinguish between old-&gajly and other active age transfers.
The overall concentration index of social transfessusually of the same sign as the
concentration index of old-age pensions, no maifenow targeted the other two types of
social transfers appear. The exception is the dritiates, where the concentration index of
social transfers is slightly negative, but the @nmration index of old-age pensions is
positive, pointing to the stronger influence of thteer active age transfer types. The degree
of targeting of old-age pensions is highly varidebr example, in Australia, Belgium,
Switzerland, and particularly Denmark, the old-ggmsions are (much) more pro-poor in
comparison to the other categories. In the CzeghuBRe, Finland, the Great Britain and
Israel, at least one type of social transfers isemi@rgeted at the poor than old-age pensions.

Figure 7. Concentration indices of social transfedecomposition by type
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Finally, in the countries with positive targetingetficients, namely France, Hungary, ltaly
and Poland, old-age pensions are driving the we@katl pro-poorness of social transfers,
against the strong pro-poorness of family and oHwive age benefits. In other countries
weak pro-poorness of the transfers is rare, wittepions in the United States for old-age
benefits and in Belgium for family benefits.

In Figure 8 we report the contribution of each $fan category to the total concentration
index of social transfers. This confirms that otgfbgensions are the primary source for the
level and sign of the total concentration indexArance, Hungary, Italy and Poland, all
countries with positive concentration index valulesthe other countries, family and other
benefits together have a larger influence thanagid-pensions, though with high variation.
For example, all three social transfer types aredafal importance in Austria, whereas the
contribution of the old-age pensions is by far sheallest one among the three types of social
transfers in Ireland and the United States.
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Figure 8. Factor decomposition of Cl of social sfans - contributions
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Figure 8 also highlights that often the distribnfb properties of family benefits are rather
different from old-age pensions, with Belgium beitige prime example. Besides, family
benefits also have the widest spectrum of the tagelegrees, as shown in Figure 7. But
despite this wide range of targeting degrees oflfabenefits, we find a positive relationship
between targeting of family benefits and redistiitou (see Figure 9, Panel A). No such
relationship could be traced for either old-age spmms or other active age benefits. This
implies that the relationship (or rather absenc#)ah our Figure 2 is actually driven by the
distributional features of these two types of tfarss (i.e. unemployment, disability, social
assistance, etc.) rather than benefits aimed aliésnwith children.

Figure 9. Concentration index of social transfeasking on gross incomes) and redistribution index
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Source: own calculations using LIS data

5.1.4. Alink to generosity
Recall that there are two causal steps in Korpi Rabine’s thesis. First, universal systems

tend to be larger systems, spending more on the @od non-poor alike. Second, larger
systems tend to be more redistributive.
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Figure 10 shows the first part of this causal chsdtting the concentration coefficient against
the measure of generosity we use here (sharerddféns in gross income). The graph shows
that weaker targeting is associated with higheregesity*. Although in line with Korpi and
Palme, the relationship is a relatively weak onth\wagain a lot of cross-country variation. A
strongly pro-poor system like Denmark’s, for exaeps not smaller than weakly pro-poor
systems like Spain, Italy or Greece.

Figure 11 shows the second step in the causal @radnlinks generosity to redistributive

impact. Here the relationship is positive and itlso relatively consistent. There is not a
single system achieving a strong redistributive antpwith a low level of spending and,

conversely, higher levels of spending tend to bso@ated with stronger redistributive

impacts. This is consistent with the findings franmost of studies (Nolan and Marx, 2009;
OECD, 2008 and 2011). Note here that the strongehstributive impact is achieved by

countries that combine moderate (Sweden and Fiplemdtrong targeting (Denmark) with

comparatively high levels of spending. This marke difference from a country like

Hungary, which achieves very high redistributiorthvan extremely high level of spending
but weak pro-poor targeting.

Figure 10. Concentration index (ranking by grog®me) and generosity, mid 2000s
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Note: due to data availability disposable insteddyrmss incomes are used for Belgium, Greece, Hynga
Slovenia and Spain; part of “gross” incomes areriga net of taxes for Italy and France.
Source: Luxembourg Income Study

1 Similar pattern emerges when cash social speratirgshare of GDP is used as an alternative iodifar

generosity, see Figure A.4 in Appendix 3.
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Figure 11. Reduction in inequality due to taxes @adsfers compared with size of social transfers
(expressed as a share of gross income), mid 2000s
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Note: due to data availability disposable insteddyrmss incomes are used for Belgium, Greece, Hynga
Slovenia and Spain; part of “gross” incomes areriga net of taxes for Italy and France.
Source: Luxembourg Income Study

5.2. Sensitivity

How robust are these results? They depend on a empnfbchoices in our approach and
changing one of the parameters may considerabégtatie outcomes and hence conclusions.
We test the sensitivity of the results for change®) the choice of the ranking income
concept, b) the role of taxes, c) the role of mémgaindividual and occupational pensions
and d) the choice of the data source.

5.2.1. The choice of the ranking income concept

In this section, we look at the effect of changthg variable used to rank incomes when
calculating the concentration coefficients. Thekrag determines the weight of the income
unit in its contribution to the concentration cagéint. Changing ranks thus affects the
weights, and consequently the value of the conaBair coefficient.

So far results have been calculated using grossriaas the pivotal income concept (notably
for ranking income units and determining genergsityhen this is shifted towards disposable
income (as is done in e.g. Whiteford, 2010 and OEZIM8), roughly the same pattern as in
our main analysis emerges (see Figure 12): no ioekitip between targeting and
redistribution.

The picture is similar to the one based on grosernres mainly due to two reasons. On the
one hand, for some countries there is no informatin taxes implying that gross income
corresponds to disposable income in this analgmsthe other hand, taxes in general cause
only little reranking of income units (in line withther results in literature), meaning that the
relative contribution of an income unit’'s transfeéosthe concentration coefficient is hardly
affected.
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Figure 12. Concentration index (ranking on dispésairome) and redistributive impact
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Note: for Belgium, France, Greece, Hungary, Sloaamd Spain calculations are based on disposatienizs
instead of gross incomes due to data availability.

Source: Luxembourg Income Study

When ranking incomes on the basis of market incqfigure 13), all concentration
coefficients turn to be negative, indicating thatll countries transfers are strongly pro-poor.
Strongest pro-poorness is found in Australia, thethdrlands, the United Kingdom,
Switzerland, and Denmark. According to this meadtséonia turns out to have the most
universal system.

Figure 13. Concentration index (ranking by markebime) and redistributive impact
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Note: due to data availability incomes are reporteti of taxes for Belgium, Greece, Hungary, Slogesnd
Spain; part of “gross” incomes are reported nearés for Italy and France.
Source: Luxembourg Income Study
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As already mentioned, these differences betweekingrbased on market income and gross
income point to different degrees of reranking aumtries. Reranking is very important in
countries where many social transfer-recipientseh@mwnarket income of zero. Take the case
of the Netherlands. In the market income basedaggprthis country has just about the most
targeted transfer system; in the gross income bealedlation, social transfers appear to be
far more distributionally neutral. An important tac here is the relatively generous pension
system in the Netherlands. In the market incomedaslculation it is effectively assumed
that pensioners would have zero income in absehtieeatransfer. While this is clearly an
unrealistic counterfactual, the market income bagguloach does say something about the
extent to which transfers go to households sokdigmt on them.

5.2.2. The role of taxes

Not all LIS datasets include gross income amoumiglying that gross income in fact
corresponds to disposable income and that marketria does not include taxes. This is the
case for seven countries in our analysis, namelgide, France, Greece, Hungary, Italy,
Slovenia and Spain. This also implies that socaldfers are net of taxes in these countries,
whereas in the other countries gross transferstietore deduction of taxes) are used. The
gap from the “net” countries is thus particularlig lfor the countries where transfers are
subject to substantial taxation, as is the casieeimNordic countries.

Figure 14. Concentration index (ranking by grossoime) and redistributive impact, restricting the
analysis to countries with full information on ted@rs and taxes
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Source: own analysis using LIS data

Therefore we restrict the analysis to countriehwitsimilar gross income concept. Figure 14
shows that the relationship between the exterdrgfeting and redistributive impact becomes
a positive one, with countries on both ends of thegeting-universalism dimension
essentially achieving similar levels of redistribat This also highlights that the omitted
countries (with the exception of Belgium), haveipes concentration index values; focusing
on these countries yields a negative relationslefvéen targeting and redistribution. The
question, though, remains if the nature of thisatieg relationship is related to certain system
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characteristics of the countries with positive amication index values or is it due to the
incomplete information on taxes. Overall, theselltessuggest that the difference between net
and gross transfers may play an important role he butcomes and merit further

investigation.

5.2.3. The effect of mandatory individual and occupatigpehsions

In this section we trace the influence of mandaiadividual and occupational pensions in
more detail. The LIS data offers such informationrhost of our countries, except of Austria,
the Czech Republic, Estonia, Spain, Greece, Hundtly, Luxembourg, the Netherlands,
Poland, and Slovenia.

Why care about the impact of occupational pensidng@ primary reasons prevail. First, the
LIS database has recently underwent a major regting of its income variables. In the
“old” LIS terminology, which is used in Korpi andakne, as well as Kenworthy studies,
social transfers do not include occupational perssicas the latter income category is
considered a part of market (“factor”) income. Thas changed in the new terminology,
where occupational pensions are considered as téng-insurance transfers, and thus
included in the list of social security transfe&econd, occupational pensions become an
increasingly important income source, especiallxegithat progressively more people reach
the retirement age enabling the claim of the béndflence, if less relevant in the past (when
such schemes were introduced), it becomes a stilastaource of the old-age income
nowadays. For example, based on our calculatiorts WiS data, occupational pensions
constitute on average from 2% to 6% of gross incifee up to one third of household
received social transfers) in such non-EU countréssAustralia, Canada, Switzerland, the
United States or Israel, and such EU-countriefesmark, France, Norway, Sweden or the
United Kingdom. Occupational pension schemes ae aller more offered in countries,
which previously did not use them. Based on Eickhet al. (2011), many EU pension
system reforms are actually related to the intridacof the occupational pension schemes.
This is seen as a potential response to countdragirojected decreases in the average gross
public pension benefit and the average gross wageth{e benefit ratio). As such,
methodological consequences related to classibicaif occupational pensions are more than
a matter of pure taxonomy.

In the Kenworthy graph, the “old” typology is usatfe replicate the graph in panel A of
Figure 15 (see Appendix 2 for the original figuré&pplication of the “new” terminology
implies a directional change, as shown in panef Bigure 11. The main cause of this change
is related to two factors. First, the distributiohthe occupational pensions is either weakly
pro-poor or even pro-rich. This contrasts with @teong or weak pro-poorness usually
observed for the rest of the social transfers amgcé has important implications on the
overall distributional properties of social transfe Second, the reclassification of
occupational pensions affects the value and thelalitonal properties of market income too.
For all countries of our analysis, the Gini coeffids of market income (which is used for
calculation of the redistribution index) have irased following this re-classification —
pointing to the equalizing nature of occupationahgions if considered as market income.
Consequently, the value of the redistribution inti@s increased. As such, the shift from the
upward to the downward sloping relationship is ueficed both by effects on the
concentration and redistribution indices.
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Figure 15. Social transfers inclusive of occupalqgrensions: concentration index (ranking by gross
income) and redistributive impact, mid 2000s — “ienthy” selection of countries
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Source: own calculations using LIS data

Figure 16 repeats the message of Figure 15, bulifgountries: if occupational pensions are
treated as part of social security transfers, ¢egtionship between targeting and redistribution
becomes a negative one. A note of cautiousnesseidedl, though, here: this finding cannot
be verified for all our countries due to the ladkrdormation in the LIS data. The question,
however, shows the importance of classificationsotial transfers and the role of the
occupational pensions per se.

Figure 16. Social transfers inclusive of occupalqgrensions: concentration index (ranking by gross
income) and redistributive impact, mid 2000s —callntries
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Source: own calculations using LIS data

5.2.4. Robustness for data source: LIS versus EU-SILC data

Another important robustness check involves thefonéata source. Figure 17 replicates the
main analysis on the basis of EU-SILC 2005 data {talue of indices using LIS and EU
SILC data can be found in Table A.1 of AppendixA3.EU-SILC covers a different range of
countries than the LIS data, we focus only on thentries that are available in both datasets.
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This implies that non EU-countries are excluded. BU-SILC income types (e.g. gross
income, social transfers) are aligned as closenasilple to the methodological choices of the
main part of our study on the basis of LIS dataugh some differences are unavoidable due
to the dataset specificitifs We discuss the latter issue below.

Figure 17. Concentration index (ranking by grosmime) and redistributive impact in countries with
information available both in LIS and EU SILC data

Panel (A) — LIS data Panel (B) — EU-SILC data
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Note: due to LIS data availability disposable iast®f gross incomes are used for Belgium, Greecegkiry,
Slovenia and Spain; part of “gross” incomes areortgl net of taxes for Italy and France; in EU-Sltdé&ta,
disposable instead of gross incomes are reporte@rieece, Italy and Spain.

Source: own calculations using LIS and EU-SILC data

As shown by Figure 17, the relationship betweegeting and redistribution using LIS data
would remain rather unclear, though slightly dowrndsloping. The picture based on the EU-
SILC data is somewhat different: a clearer patggypears indicating that the more targeted
systems tend to be the most redistributive.

Furthermore, we also observe a denser positioririgeocountries with respect to the x axis
values. Especially, at the outer ends of the targetimensions we find relative consistency:
the most targeted systems (Denmark, the Czech Repamd Belgium) achieve

comparatively strong redistribution while the leg@sb-poor systems (Greece, Italy) have
comparatively weak redistributive impacts. Convirsea somewhat more widespread
redistribution portrait is obtained with EU-SILCati with LIS data. For example, there are
more countries with redistribution index at or kegthan 45% in EU-SILC than in LIS data.

There are also some other striking differencespefcsic country outcomes based on EU-
SILC in comparison to LIS data:

» [taly takes a somewhat different position (moreda¥s the “universalist” side of the

spectrum although this is a clear misnomer in thkah case, or for that matter the

12 To ensure the highest degree of comparabilityween the two datasets, we derive own EU-SILC income

lists in accordance to methodological choices ef ittain analysis. First, this implies, that our ENE
based gross incomes are somewhat different fronf'dtiginal” (EUROSTAT derived) EU-SILC gross
incomes. For example, we include private individahsions, while this is not the case in the EURGBT
list of gross incomes. Second, some income comysraea not traceable in EU-SILC and therefore canno
be correctly allocated to the LIS analogous incdists. For example, we can neither exclude occopati
pensions from the old-age pensions’ category inFELE nor we are sure this is the actual incomegmate

of their allocation. Some other income types arepoaagsible to identify in EU-SILC too.
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other south European countries). The southern Earopcountries still remain
important drivers of the negative relationship.

» The Czech Republic takes a striking position inilhga strongly targeted and highly
redistributive system. A similar, though less promced, move is observed for
Belgium. Altogether, Denmark, the Czech Republid &=lgium appear as the most
redistributive and the most targeted systems.

« The UK features as having a far less targeted sy#tan in the LIS based analysis.
Other countries show up as less targeted systeqpsfenmark, Sweden, Ireland), but
to a lesser extent than the UK.

* Hungary and Slovenia appear as having the mositrdmlitive systems, together with
Sweden, whereas the redistributive power of Padiskcorded as much lower.

What are the major factors driving differing coynpositions when the EU-SILC data is
used? Differences in classification of income aadymg information sources are of primary
importance, with the latter one being the majortebator. We depict this in Table 1, where
values of concentration and redistribution indiaes compared.

Table 1. Concentration (ranked on gross incomed)radistribution indices in EU-SILC and “old”
LIS data

SILC survey Ratio
used in LIS EU-SILC LIS EU-SILC
/“old” LIS

Cl | RE Cl | RE cl | RE
Countries with SILC as the underlying information issauin LIS data:
AUT Yes 0.11 42.304 0.11 42.255 1.00 1.00
CZE Yes -0.22 44,185 -0.22 44.002 0.99 1.00
EST Yes -0.11 32.441 -0.10 32.807 1.10 0.99
ESP Yes 0.09 28.503 0.08 29.686 1.13 0.96
FIN Yes -0.12 48.263 -0.13 47.804 0.95 1.01
GRC Yes 0.14 30.883 0.13 29.987 1.04 1.03
IRL Yes -0.12 38.591 -0.21 38.472 0.60 1.00
LUX Yes 0.04 42.973 0.03 41.516 1.09 1.04
NLD Yes -0.04 44.358 -0.04 44.466 1.01 1.00
Other countries:
BEL No -0.18 46.871 -0.16 45.485 1.09 1.02
DEU No -0.08 48.839 -0.11 44.630 0.73 1.09
DNK No -0.2 48.946 -0.31 46.612 0.65 1.05
FRA No 0.06 43.406 0.08 37.730 0.76 1.15
GBR No -0.12 39.118 -0.32 32.385 0.36 1.21
HUN No -0.03 50.326 0.02 46.217 -1.64 1.09
ITA No 0.19 31.865 0.08 34.456 2.51 0.92
NOR No -0.10 47.739 -0.16 43.490 0.67 1.10
POL No 0.10 35.315 0.15 42.829 0.70 0.82
SWE No -0.05 49.088 -0.13 47.568 0.41 1.03
SVN No -0.06 46.310 0.02 39.259 -4.18 1.18

Note: ratios in bolded font point to larger tha®d @ifferences between the indices.
Source: own calculations using EU-SILC and LIS data

As noted before, LIS dataset information for somentries actually stems from national
SILC surveys (see Appendix 1 for more informatidiWe list these countries in the first half
of Table 1. The comparison of concentration andstadution indices for these countries
proves that essentially the same results are d@fiinfrom both datasets. In particular, the
redistribution indices are close in their valuese Burprising exceptions though concern the
concentration indices for Spain and especiallyaldl— they refer to large(r) data mismatches
between the two datasets. Given that redistributidices, which are based on distributional
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properties of market and disposable incomes, havaioh biases for these two countries, our
conclusion is that the list of social transfersssnewhat different for these two countries

between the datasets — and thus affects the véltlee alerived concentration indices. This

may concern, for example, the classification ofupational pensions.

For the countries with different data sources in&UC and LIS, biases between the indices
are much larger, in particular, for the concentraindices. Hence, this shows the importance
of the choice of data source in explaining the tretship between targeting and
redistribution. Not only differing data sources andome classifications play a role here, but,
also differences in terms of the availability of moonly partial tax information. This applies
to French, Hungarian, Italian and Slovenian daténtpmg to the need of cautiousness when
interpreting the results.

6. Discussion: making sense of the disappearing paraxio

The disappearance of the negative relationshipdmwargeting and redistributive impact as
established by Korpi and Palme is driven by twade First, as Kenworthy (2011) has
already demonstrated, the observed relationshiphfooriginal set of countries in the Korpi
and Palme study has weakened over time. This rthseguestion: what has changed in those
countries? Second, and arguably more cruciallys ithe inclusion of new countries that
causes the relationship to become a very weakTdng raises a second major question: what
is different about the countries which did not teatin the original analysis ?

6.1. Hasthenature of targeting changed?

The Korpi and Palme argument essentially is abbet relative size of the electorates
benefiting from and paying for redistributive measu The studies by Moene and Wallerstein
and by others explicitly test theoretical modelattseek to explain varying attitudes to
universal versus selective systems in terms ofr tpere redistributive impacts across
electorates, particularly the middle class (for arerview see McCarthy and Pontusson,
2009).

From this perspective it is not easy to understahg, for example, the United States has
shifted towards a more universalist position. Pgshan explanation is to be found in the fact
that the debates that triggered and shaped sodiigly changes over the 1990s and 2000s
were less about such distributional issues thantahe perceived effects of strongly targeted
redistributive policies.

One of the factors that arguably made some targstetg@ms less politically robust and prone
to spending cuts in the 1980s was the fact thangly targeted, particularly means-tested
benefits entailed strong work disincentives anceptiehavioural incentives. The issue was
not so much that these systems catered to a saralbpthe electorate, far removed from the
median voter and that for this reason they suffém@a relative neglect by politicians.

Quite to the contrary, means-tested systems thatezhto the poor were at the heart of
political debates. In the United States, the masams-tested system (AFDC) became the
focus of quite heated political debates during 1880s. Charles Murray’s Losing Ground
(1984) launched a virulent attack on this finakspahet provision as it was then in place. That
system was identified as the main culprit in crgatan underclass of chronically welfare
dependent single mothers. While the book and disnd became the object of equally virulent
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criticism from the left, welfare reform took censtage in the political debate. Clinton ran his
first campaign in a slogan to ‘end welfare as wevkiit’.

What ensued was a major shift in social policy.titay time limits on social assistance
benefit duration were introduced. This move waagzanied by the expansion of a targeted
benefit of an altogether different nature: the Edrincome Tax Credit. The Earned Income
Tax Credit (EITC) had been introduced in the US 975 as an exemption from employees’
social security payments for poor working houseboWith children. The system was
subsequently expanded and the 1993 reform in péatiturned the scheme into the country’s
pre-eminent anti-poverty program for families ofiae working age. The expansion of EITC
was accompanied by the introduction of new traimng employment schemes and several
increases in the minimum wage. This combinationre®gnted a paradigmatic shift in
American social policy. Empirical studies show tha expansion of EITC, in combination
with other policy reforms and several increaseh@minimum wage, produced some striking
initial results, including marked increases in labonarket participation and declines in
poverty among some segments of the population,ceslyesingle-parent households (Hotz
and Scholz, 2003; Eissa and Hoynes, 2004).

The EITC has become America’s pre-eminent welfaogm@amme. Spending has increased
and appears to enjoy relatively broad and robustiqed support. This raises the question
why this it. The system is less strongly targetemhtbefore, which probably in part accounts
for the shift of the US in the graphs. The systeaw rcaters to larger sections of the
electorate, including the (lower) middle class, #md may account for that expansion. But an
equally if not more important factor may be thet filbat the system is perceived to encourage
and reward work; it enjoys greater overall legitoyjand that may explain why spending on
EITC has risen dramatically (Kenworthy, 2011).

Activation and the prevention of long-term deperadeamong able-bodied people at active
age has also became a major issue in Europe amtraased policy emphasis on activation
has become evident, certainly at the level of galieetoric, and gauging by some indicators
also in terms of actual policy (Barbier and Ludwigyerhofer 2004; Kenworthy, 2008;
Dingeldey, 2007; Eichhorst and Konle-Seidl, 2008yigh, 2009; Immervoll, 2010; Marchal
and Van Mechelen, 2013). That said, the truth as we still lack reliable indicators of actual
activation intensity, mainly because implementatspects are so difficult to measure (e.g.
effective sanctioning or effective availability ateke-up of training places, subsidized jobs
etc.). To reduce work disincentives, earnings dardgs have been introduced for people
dependent on social assistance or unemploymenfitsewbo make a (partial) transition from
complete benefit dependency to part-time work. Reop targeted benefits have also become
the focus of intensified monitoring, activation asmimetimes sanctioning efforts (Marx and
Nelson, 2012).

Most importantly, perhaps, means-tested benefésnarlonger exclusively aimed at people
not in work, but also at those in work in low-paadbs. The French RsA scheme is a good
example of a new style means-tested benefit schiem®ffers integrated support for the non-
employed and (part-time) low paid workers alikee®theme also has entirely different work
incentives. The RSA (Revenu de Solidarité Actiwes introduced in France in 2008 the
specific aim of remodelling the incentive structusé people on social assistance, and
particularly to make work or returning to educatemore lucrative financial prospect. The
previous minimum income system (Minimum Integratlonome - RMI) was based on a one
for one trade-off of benefit for earned income tisat EUR 100 earned led to a deduction of
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EUR 100 from benefit paid. Under RSA a “62% slope’applied so that earning EUR 100
leads to a EUR 38 deduction in benefit paid. Effdnave also been made to encourage
beneficiaries of RSA into employment, for examplighvassisted employment contracts and
(improved) insertion mechanisms. In addition, tf®&ARhas simplified the provision of social
protection by combining several previously sepasateemes into a single sum. A household
with no earned income is eligible for the “basicAR3vhile the “in-work RSA” acts as a top-
up for people with low earnings.

The point here is that targeted, means-tested ragsteok totally different today from the
systems in place in the 1980s. Whereas the olcemgstvere the focus of harsh welfare
critiques, especially from the right, the new taegesystems are lauded as the essential
gateways of welfare to work.

6.2. What makesthe newly included countries different?

The original Korpi and Palme analysis included Aalsd, Canada, Finland, France, Germany,
the Netherlands, Norway, Sweden, Switzerland, th#ged Kingdom and the United States.

The additional countries included in our LIS basedlysis roughly fall into three categories:

a) three Southern European countries (Greece, Balgin); b) post-communist countries now
part of the EU (Czech Republic, Estonia, Hungany 8tovenia) and c) advanced economies
not included in the original analysis: Austria,lémed, Israel and Luxembourg.

The southern European countries included in oulyaisa— Greece, Spain and Italy — drive

much of the observed weak positive relationshipvbeh targeting and redistributive impact.

In terms of the targeting measure used in thisysthd southern European countries rank as
having the least amount of targeting. Looking & #hare of transfers going to the bottom

quintile of the income distribution (ranked by ggaacome), the targeting coefficient even

underestimates the pro-richness of the transfere t(Figure A5). In the LIS based analysis,

the share going to the bottom quintile in ltalye€ee and Spain is just over 10 per cent. This
is three times less than the 35 per cent of trasm$i@ving to the poorest in the countries with

the highest concentration coefficients: the UK, Dark and Australia.

A distinct feature of the southern European welisystems is a high degree of categorical
differentiation, mostly by occupational categoryhid is referred to as “dualistic social
insurance” (Ferrera, 2010). While some segmentshefpopulation, and particularly the
workforce, are relatively well catered for, othegments essentially receive little or nothing.
Having co-evolved with a highly segmented, breadwimbiased labour markets, the southern
European welfare states exhibit a strong degreatefnal segmentation: generous benefits
for core/regular workers, modest benefits for gegnal/irregular workers (what Jessoula et al.
(2003) call the ‘mid-siders’) and meagre entitletseif any at all, for those with no formal
labour market attachment. There is a sizeableatilee showing that welfare systems there
tend to reinforce or at least replicate socio-eamoand occupational inequalities (Ferrera,
2010; Matsaganis et al., 2003). The southern E@mpeuntries also remain relatively unique
among the “old” European countries in not havingamally organized social safety nets,
except in Portugal where it was introduced in 1987ltaly and Spain social assistance
remains a regional matter and benefit levels vargegconsiderably (Van Mechelen and
Marchal, 2012).

It must be noted, however, that the continuing glevwvce of multi-generational households
and family solidarity transfers in the South raigesticular methodological issues for the
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present analysis. Pensions, for example, play goitant role in the household income
packages of the working aged, including childrear{ifenbroucke et al, 2013). However, to
what extent the assumption of full and fair shaimguch households holds is unclear.

The four post-communist economies take strikinghrying positions on the two main
dimensions under focus here. In the LIS based aisalthe Czech Republic appears to have a
relatively targeted system while Poland is to benfb on the other end of the spectrum;
redistributive impacts, however, are very similatoth countries. (Note that market income
inequality remains comparatively low in the CzedapRblic, but high in Hungary or Poland.)

We observe these countries at one point in timgtucag their current position in ongoing
trajectories of change. After the collapse of tlwwi& Union these countries experienced a
major transition shock, marked by massive laboedding and declining wages. (The Czech
Republic, a country that takes a marked positionthese analyses, but also in other
comparative studies on inequality and poverty Iatien to welfare state spending, was less
affected.) A number of CEE governments implemerntedeted safety nets and expanded
pensions, unemployment and family benefits, beriam ad hoc way, and driven to some
extent by organised interests (Cook, 2010). As1®®80s progressed many CEE started to
restructure their welfare states, taking a turnatas liberalization. The extent and intensity of
liberalization differed, however, with countriekdithe Czech Republic maintaining the most
solidaristic welfare provision. Hungary and Polatid embark on the path of liberalisation
while the Baltic states, initially strongly affedtdy the transition, first lagged and then took
the most radical turn towards market-conformingomefs. Universal subsidies and family
benefits, for example, were partially replaced bgams-tested benefits targeted at the poor.
Concurrently, there has been a partial return sgemmunist Bismarckian traditions. For
example, financing of pensions and social insuravee moved from state budgets to payroll
taxes. Mandatory capitalized pillars were addeplayp-as-you-go pension systems.

At present, there is a considerable degree of sityeamong the post-socialist countries and it
is important to underscore the point that thesendbbelong to a singular ‘regime’. This
diversity is also evident from measures of socmdnsling, taxation and benefit generosity
(Cerami and Vanthuysse, 2010; Cook; 2010). Instia indicators of minimum income
protection also point to very significant differexsc (Van Mechelen & Marchal, 2012;
Goedemé, 2012). It is also clear that parts of avelsystems there remain in a state of flux
(Marx and Nelson, 2013).

7. Conclusion

This paper has re-examined Korpi and Palme’s intiaé claim that “the more we target
benefits at the poor, the less likely we are taucedpoverty and inequality”. We find that this
tenet no longer holds as a robust empirical geisetadn. This paper has replicated their
original analysis for a broad set of rich countgesl finds that by and large the relationship
between targeting and redistributive impact is ey weeak one across countries, suggesting
that the extent of targeting per se may not matsemuch as we have assumed since Korpi
and Palme. For what it matters, targeting tend$doassociated with higher levels of
redistributive impact, especially when overall effim terms of spending is high. A key point
of this paper, however, is that empirical specif@a data source and country selection
matter in very significant ways — and this perhapkls a lesson for comparative welfare state
research in a wider sense.
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The point of departure for this paper has been Kamd Palme’s original empirical
specification so as to achieve maximum initial canapility. When applying this
methodology, i.e. exactly replicating the origisaldy for more recent years, we find that the
relationship looks totally different today, withwtries taking very diverse positions on both
the targeting and the redistribution dimensions.char relationship appears across countries.
Some countries, notably Denmark, have transfertesys that are strongly targeted at the
poor and yet yield strong redistributive impactsnttary to the original Korpi and Palme
thesis. At the other end the picture looks equaiNerse, if not more so. Weak targeting is in
some cases clearly associated with relatively weadtistributive impacts. The best
performing countries in terms of redistributive &g employ ‘targeting within
universalism”. But this in itself is no guarantew &trong redistribution: quite a number of
countries that target in equal measure, but noésszgily with the same level of spending
effort, have poorly performing systems in termseafistributive impact.

As indicated, outcomes are to some extent sendibiv@perationalisation, data source and,
especially, country selection. These matter to ngrgegrees.

The choice of the ranking variable does matter amnes extent, as others have also

demonstrated, but not in a way that substantidtignges the picture. Ranking by market

income instead of gross income vyields strongerstedutive effects, because households, like
pensioners, solely reliant on transfers are assumbdve zero market incomes in the absence
of transfers. This produces stronger redistributiwpacts almost by definition.

Rather more substantially relevant is the fact that categorisation of income components
matters. It is striking that the picture shiftsaisignificant way once occupational pensions are
treated as transfers rather than as part of manketme. In view of the extent of state
regulation and in some cases support of occupdtperesions a good case can be made that
these are more properly seen as transfers thanaasetmincome. If we do so, stronger
targeting tends to be associated with a largestelliitive impact.

It also matters whether we consider transfers @ tr whether instead we do the analysis at
a more disaggregated level. A decomposition aralgsbws that the relationship between
targeting and redistribution is different for faynitansfers as compared to old-age benefits, or
other benefits for the working aged. Only for fayrblenefits do we still find a weak negative
relationship between targeting and redistributingact. The spread of countries is quite
considerable however.

Another striking sensitivity result is the compansbetween LIS and SILC. Analysis on the
SILC data clearly yields a picture strongly sugiyestof a positive relationship between
targeting and redistributive impact. This is intda@cause countries covered in both datasets
take different positions in some cases. Differemirntry positionings are due to three major
factors: differences between the data sets in @éneimcomes are classified, differences in the
the underlying data sources, and the inclusiornxolusion of tax information.

Finally, there is the key issue of country selattidbhe fact that the relationship originally
established by Korpi and Palme breaks down is @uéwb factors. First, the countries
originally included in the study have shifted theasition. Second, and more important, there
is now data available for a far larger set of caest It is the addition of these new data points
which causes the relationship to break down coralylet
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We have tried to make substantive sense of thekidieevn by focusing on two questions: a)
what may have changed in the countries originaltyuded in the analysis; b) in what respect
are welfare states now additionally included ddf@? The key issue underlying both
questions is this: what does this mean for whatthwek to know about the dynamics of

political support for welfare programmes. Can pamgmes that cater in a targeted way to
relatively small segments of the electorate mamsaifficient political support so that they do

not become “poor”, i.e. underfunded programmes?

Recall that the Korpi and Palme argument esseptiallabout the relative size of the
electorates benefiting from and paying for redisttive measures. We have argued here that
the debates that triggered and shaped social pohenges over the last decades were less
about such distributional issues than about thentiee effects of redistributive policies. The
issue was not so much that strongly targeted systatered to a small part of the electorate,
far removed from the median voter. The politicabweess rather derived from the perceived
work and family formation incentives. Nowadays sly targeted (means-tested) benefits
are no longer exclusively aimed at people not imkwbut also at those in work in low-paid
jobs. Whereas the old systems were the focus shhaitiques, especially from the right, the
“new” targeted systems (for example EITC in the BSA in France or WTC in the UK) are
lauded as the essential gateways of welfare to vildr&se systems enjoy relatively broad and
robust political support.

Another part of the answer lies in the fact thatneg have data for a larger set of countries.
The Southern European countries drive much of theeiwved positive relationship between
targeting and redistributive impact. The post-d@sti@ountries take quite varying positions
on both the targeting and the redistribution dinms Interestingly, all countries with
positive concentration indices were missing indhginal Korpi and Palme study, effectively
limiting the range of observations from countrigghwgtrong targeting to countries with weak
targeting.

This paper raises further questions. Why does dasighegree of strong targeting, as captured
by the concentration index, produce stronger redigive outcomes in Denmark as
compared to the United Kingdom and Australia? Mbreadly the question is: why are
similar levels of targeting associated with diffetreedistributive outcomes across countries?
Our analysis also points to the potentially disamimpact of targeting across different types
of transfer provisions, for example child benefisscompared to pensions. To what extent all
this is a result of our modelling choices, of comifional factors (e.g. the distribution of
beneficiaries across the income spectrum) or actesign features of systems is still to be
established. We have also brought to light that ithpact of taxes, both in general and
specifically those on transfers, requires furthgeration.

As we already indicated, the redistributive outcernéa particular system are dependent on
the characteristics of the underlying populationtarms of socio-demographic compaosition,
the extent of market income inequality and othexhsiactors. A system may appear as very
targeted in its outcomes, even if its design doasimclude means-testing or needs-based
features. This means that strictly speaking we caderive from the concentration coefficient
how the pro-poorness of a transfer comes aboue Werneed to take further steps. Using a
tax-benefit model like EUROMOD, we could go furthier analyzing how system design
features matter relative to (or in interaction Withontextual features in producing
redistributive impacts.
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Appendix 1- Comparing LIS and EU-SILC datasets

The EU-SILC data is collected using a common frapr&vacross the participating European
countries and therefore encompasses a high defjeegvey (design) comparability. The LIS
data (i.e. the Luxembourg Income Study Databaseg larmonised microdata with the
underlying information sources variable across pleticipating countries. As shown in a
table below, LIS data for a number of our countiies. Austria, Estonia, Greece, Spain,
Ireland, etc.) is derived from the national EU-SIk@rveys — seemingly, the most common
type of LIS information source for the European ridoes as of mid 2000’s. The other
frequent source of information is household budgeteys (e.g. France, Poland, Slovenia), as
well as diverse income and expenditure surveys.ddf for Denmark is derived from the
income tax register data.

Table 1. Sources of information for LIS data

EU-SILC HBS Register data Other surveys
(2005) (2004-2005) (2004) (200-2005)
AUT, EST, GRE, ESP, BEL, DEU, HUN,
Countries | CZE, IRL, LUX, NLD, FRA, POL, SVN DNK ITA, SWE, GBR,
FIN* NOR

* Finnish SILC is included in the collection of thational survey "Income distribution survey (IDS)"
Source http://www.lisdatacenter.org/

Given that LIS and EU-SILC have the same infornragources for some of their countries,
any analysis based on one or the other dataseldsessentially yield the same results for the
latter countries. Some differences are, howev&gllito occur. For example, imputation
policy is different across the two databases. Li®sdnot implement own imputations,
whereas there is a requirement to “impute misselges in the income variables where that
can be reasonably done” for the EU-SILC data (EUR®K 2007). Furthermore,
classification of incomes is somewhat differentoasr the two datasets. The table below
presents the structure of gross and disposableniesan the LIS and EU-SILC data in more
detail and highlights differences in individual @ame components.

In general, the broadest income categories arentbe the same in both datasets and
concern employment, capital incomes or privatesfiens. Larger differences, though, lie in

the classification of smaller income componentskinga comparisons of certain income

types, as social transfers, between the two datasmhbersome. We give an example using
the old-age pension classification.

The EU-SILC refers to “old-age benefits” as all égpof benefits (i.e. disability, survivor,
retirement pensions) if paid to a person afteroaiftry specific) standard retirement age. The
original identification of the benefit payment (igue to disability) is not kept when pooling
information under old-age benefits. A differentonte typology is applied in LIS data. Here,
transfers are classified by type (i.e. universs$igtance, insurance based) and need (i.e. old-
age, disability, unemployment, education, etc.}, Without a reference to a person’s age.
Hence, “old-age pensions”, an EU-SILC term of sowensfers, is not directly obtainable in
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the LIS dat&. Similar classification divergences to the onesotd-age pensions” are noted
for the other types of social transfers, such aaiiity pensions, family allowances, or
unemployment benefits.

Table 2. Composition of gross and disposable inscom&U-SILC and LIS databases

EU-SILC LIS
+ | Gross employee cash or near cash income + Regular and casual (monetary and non-monetary)grajloyment
+ | Company car (not in 2005) income
+ Gross cash benefits or losses from self-employm ent, Self-employment income (farm and non-farm: prafitnfi business
including royalties & household production activities)

Interests, dividends, profit from capital investrigen
+ | in unincorporated business (minus associated
expenses); +
Income from rental of a property or land (minus
associated expenses);

+ | Old-age benefits

+ | Housing allowances

Capital income: interest and dividends, voluntaividual
pensions, rental income, royalties (minus intepesd).

Assistance benefits: general social assistanceagad
/disability/survivors assistance pensions; unemplent assistance
family/maternity/child assistance; education, hogsheating, food
and medical assistance.

+ | Social exclusion not elsewhere classified

Gl=...

Unemployment benefits Work—re_lated insurance transfers: mandatory |ndl_alq
- _ + | occupational, employment-related public and wojkiin
+_| Disability benefits pensions; sickness wage, maternity/parental wagek-imjury
+ | Sickness benefits wage and unemployment wage replacement.
+ | Family/children related allowances
Universal benefits: old-age/disability/survivorsversal pensions;
i i + | unemployment universal benefits; disability uniedisenefits;
+ | Survivor' benefits family/child universal benefits; education-relatedversal benefits
+ | Education-related allowances
Private transfers: merit-based education & regedash and non-
+ | Regular inter-household cash transfers received gash inter-household transfers; transfers from proffit
institutions
+ | Income received by people under age 16
_ ) ;a;agnmg]rft?rgséi;tt Zzuif:omzsgfasﬁgguiitsrnre:r:ie Income taxes and social security contributionswékholdings &
Y contributions adjustments; social security contributions
g - | Regular taxes on wealth

- | Regular inter-household cash transfers paid

Source: LIS and EU-SILC datasets

The two datasets also have a different treatméetéece of/to certain income components.
For example, in EU-SILC gross incomes include manyeteceipts by people under the age of
16. This income type does not exist in LIS. In kager dataset, on the other hand, income
from household production activities is viewed af-employment income and included in
household gross incomes. EU-SILC excludes thisnmectype in the derivation of gross and
disposable income types. The same applies to \aymrivate pensions, which is not (yet)
included in the calculation of total household grasd disposable incomes in EU-SILC. The
LIS data refers to voluntary individual pensionsaaype of capital income and includes it in
the concepts of both gross and disposable incoffeslly, disposable income in both
datasets is calculated by subtracting withholdmgpme taxes and tax adjustments, as well as
social contributions. In the EU-SILC, however, hat subtractions are also made: regular
taxes on wealth and regular inter-household casisters paid. Though observed in the LIS

3 The EU-SILC equivalent category of old-age pemsibas been created in the LIS data for some of the

countries that derive their LIS information fronetBU-SILC survey.
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data (e.g. such income types as property/munitypdbixes, other direct taxes, inter-
household transfers paid), these expenditure tgpeaot used in deriving disposable income.

To what extent these differences in gross and dedgle income structures influence their
monetary values? Below, we provide a quick compar average household incomes (non-
equivalised and unweighted) across the countriasdérive their information from the EU-
SILC survey and across the countries with divergiatp information sources. For the first
group of countries, any observed differences shdudd mainly due to differences in
terminology and data provider's imputations. Foe teecond group of countries, an
information source can add an additional explaiygborwver in the observed differences.

Obs., # Gl (mean),EUR DPI (mean), EUR

SILC LIS sic | us | sicus siLc | us | SICLS
Countries with the EU-SILC as a common informatiouarse:
AUT 5148 5147 45186 45220 1.00 33606 33946 0.99
EST 4169 4155 7315 7465 0.98 6060 6284 0.96
GRE* 5568 5568 n.a. 19519 n.a. 18329 19026 0.96
ESP 12937 12996 n.a. 21720 n.a. 21406 21977 0.97
CZE 4351 4351 9200 9204 1.00 7643 7686 0.99
FIN 11229 11229 49442 49258 1.00 35501 36127 0.98
IRL 6085 6085 42239 41957 1.01 35234 352983 1.00
LUX 3622 3622 69332 70619 0.98 54861 56750 0.97
NLD 9356 9356 48513 48199 1.01 32378 3254 1.00
Other countries:
DEU 13106 11294 41853 47927 0.87 31433 35229 0.89
DNK 5957 83349 66793 54521 1.23 43035 370156 1.16
FRA** 9754 10240 n.a. 32394 n.a. 30273 30674 0.99
ITA** 22032 8012 n.a. 32271 n.a. 28520 2450( 1.16
HUN* 6927 2035 8407 7335 1.15 6666 7335 0.91
SWE 6133 16268 46740 57355 0.81 31853 40809 0.78
SVN* 8287 3725 27269 16554 1.65 20543 16554 1.24
GBR 10826 27753 48583 43061 1.13 3626y 34441 1.05
NOR 5991 13131 70310 68609 1.02 52385 51914 1.01

Notes: * = “net” datasets in LIS; **= “mixed” datesin LIS; Gl = gross income; DPI = disposable imep
mean = mean income; SILC/LIS = ratio of EU-SILC mestimate over a LIS mean estimate. obs., # = pumb
of households; n.a. = data is not available, asrinétion on gross incomes is missing.

We, actually, find no major differences in the twmeome estimates - average gross and
disposable household incomes — between the LIE&RSILC datasets for the countries that
rely on the SILC survey to draw their data. Thiglies that methodological differences
between the datasets do not cause any signifi@uatibns in income estimates. One should
note, though, that this observation is made fomtlagor aggregate income types as gross and
disposable incomes, while larger deviations carpt&sible for the other income types or
estimates.

The picture is very different for the remaining ntnies: a divergent data information source
implies that highly varying income levels are obser between the EU-SILC and LIS
datasets. Actually, only two countries, namely Eeand Norway, have income estimates,
which are very close in their values. In Germang &weden, EU-SILC records both higher
gross and disposable incomes than LIS, with aremdrgap (more than 20 percentage points)
for Swedish disposable incomes. For Denmark, Skevand UK, EU-SILC provides higher
mean values both for gross and disposable incontes.difference is extremely large in the
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Slovenian case. This is partially explained by fioet that LIS collects only net incomes for
Slovenia, whereas EU-SILC provides with the “trggbss information. Nonetheless, aside
the issue of taxation, the difference in Sloveniisposable income is very high across the
two datasets. Hungarian data is also reported “metl’ IS dataset, making it difficult to
compare to gross incomes of the EU-SILC. Hungagiaposable incomes are higher in LIS
dataset.

Overall, this comparison of gross and disposablrme shows that divergent income
estimates when obtained from the two datasets ai@lyndue the diverging underlying

information sources rather than to somewhat diffeatassification of gross and disposable
incomes.
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Appendix 2 — “Original” studies

Figure A.1l: Index of Targeting of Transfer Incomedadncome Redistribution: 11 OECD countries,
mid 1980s
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Figure A.2: Redistribution by targeting-universaiisacross countries at common points in time
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Appendix 3 — Other sensitivity checks

Figure A.3. Reduction in inequality due to taxes &mansfers compared with size of social transfers
(cash social spending expressed as a share of GidP2000s.
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Figure A.4. Targeting and generosity (cash sogahding as % of GDP), mid 2000s.
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Figure A.5. Concentration coefficients versus bottuintile transfers share
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Figure A.6. Concentration indices when ranked lmsgrand market income
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Table A.1: Gini coefficients and indices of redistition, generosity and targeting, LIS and EU-SILC
data, mid 2000s

GINI of income RE Generosity Targeting GINI of income RE Generosity  Targeting
Country MI Gl DI (MI-DI)/MI STas % of GI CC(Gl) Country MI Gl DI (MI-DI)/MI  STas%of GI  CC(Gl)
AUS (2003) 0.4723 0.3598 0.3126 33.8 11.4% -0.3963
AUT 0.4648 0.3029 0.2684 42.3 26.7% 0.1081 AUT 0.4652  0.3028 0.2684 42.3 26.7% 0.1081
BEL (2000) 0.5149 0.2807 0.2807 45.5 25.6% -0.1622 BEL 0.5082  0.3187 0.2700 46.9 22.1% -0.1760
CAN 0.4416 0.3554 0.3173 28.1 10.9% -0.1937
CHE 0.3545 0.2624 0.2629 25.8 11.8% -0.2179
CZE 0.4768 0.3053 0.267 44.0 20.8% -0.2177 CZE 0.4789  0.3056 0.2673 44.2 20.9% -0.2162
DEU 0.5028 0.3309 0.2784 44.6 21.4% -0.1077 DEU 0.5084  0.3019 0.2601 48.8 25.7% -0.0790
DNK 0.4265 0.2697 0.2277 46.6 18.9% -0.3068 DNK 0.4552  0.2741 0.2324 48.9 22.7% -0.2002
EST 0.5069 0.3746 0.3406 32.8 17.9% -0.0975 EST 0.5083  0.3786 0.3434 32.4 17.9% -0.1069
ESP 0.4551 0.3214 0.32 29.7 20.7% 0.0753 ESP 0.461 0.3302 0.3296 28.5 21.0% 0.0850
FIN 0.4828 0.2975 0.252 47.8 23.2% -0.1279 FIN 0.4865  0.2998 0.2517 483 23.7% -0.1213
FRA (2005) 0.4511 0.2966 0.2809 37.7 26.2% 0.0768 FRA 0.5027  0.3135 0.2845 43.4 26.5% 0.0580
GRC 0.4702 0.3359 0.3292 30.0 21.5% 0.1342 GRC 0.4747  0.3344 0.3281 30.9 21.7% 0.1389
GBR 0.5061 0.3658 0.3422 324 14.3% -0.3183 GBR 0.5445  0.3842 0.3315 39.1 18.9% -0.1157
HUN (2005) 0.5379 0.2893 0.2893 46.2 35.7% 0.0166 HUN 0.5522  0.3378 0.2743 50.3 28.1% -0.0273
IRL 0.5066 0.3583 0.3117 38.5 17.5% -0.2052 IRL 0.5123  0.3601 0.3146 38.6 19.5% -0.1221
ISR(2005) 0.5102 0.414 0.3683 27.8 11.4% -0.1052
ITA 0.5166 0.3897 0.3386 34.5 19.5% 0.0766 ITA 0.4767  0.3249 0.3248 31.9 27.7% 0.1924
LUX 0.4579 0.3051 0.2678 41.5 23.4% 0.0347 LUX 0.4554  0.2992 0.2597 43.0 23.9% 0.0378
NLD 0.4671 0.3019 0.25% 44.5 21.3% -0.044 NDL 0.4653  0.3014 0.2589 44.4 21.3% -0.0443
NOR 0.4516 0.2923 0.2552 43.5 20.2% -0.1549 NOR 0.4711  0.2853 0.2462 47.7 23.1% -0.1038
POL 0.5515 0.3208 0.3153 42.8 33.3% 0.1462 POL 0.5737  0.3786 0.3711 35.3 27.5% 0.1019
SWE (2005) 0.4503 0.273 0.2361 47.6 24.6% -0.1285 SWE 0.4549  0.2696 0.2316 49.1 27.1% -0.0521
SVN 0.3994 0.2426 0.2426 39.3 28.1% 0.0154 SVN 0.458 0.3005 0.2459 46.3 24.2% -0.0643
USA 0.494 0.4197 0.3766 23.8 9.8% -0.0647

Note: MI=Market Income; GI=Gross Income; DI=Dispbka Income; RE=Redistributive Effect; ST=Social
Transfers; CC=Concentration Coefficient
Source: LIS & EU-SILC.
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