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Outline
• Introduction and motivation:

– Do we need reforms in the tax and benefit systems?

• Ex-ante evaluations
– Advantages and disadvantages 
– Methodology: intuition/econometric framework

• 5 years of reforms in the EU countries
– Recent reforms implemented in the EU 
– Proposals to further reform tax and benefit systems in the EU

• Evaluating the reforms
– Assessing the impact on the labour market
– Expected change in participation / hours worked

• Conclusions



Introduction and motivation
• Recent cross-country empirical studies on the potential negative effects of 

the tax burden on employment have been surveyed by De Haan et al. 
(2003).  Although the overall effect of the tax wedge is probably smaller 
than earlier estimates, its effects are greater in continental European 
countries, due to an intermediate level of labor market centralization and 
grater wage dispersion. 

• Particularly  harmful are the effects of heavy taxation on the employment 
level of low skilled workers (Layard and Nickell, 1999)

• In most EU countries low skilled workers face very small financial gains 
when moving from unemployment to inactivity due to high out of work 
benefits (social assistance + unemployment benefit) and high level of 
taxations (especially SSCs)

• Recent Labour Force Study statistics shows that while the employment rate 
for the population 15 to 60 is almost 75%, the employment rates drop to 
55% for the low skilled workers, and just above 40% for low skilled females.
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Austria 55 58 80 74 76 86 55 57 76 70 71 82 55 56 72 65 67 77
Belgium 83 71 83 79 75 85 63 54 71 64 59 74 46 41 59 49 46 63
Denmark 84 85 91 90 89 94 61 63 74 76 73 77 47 48 62 65 60 66
Finland 73 80 81 88 85 86 60 67 75 80 79 79 48 52 66 65 62 70
France 77 79 90 90 89 89 73 69 84 77 77 84 67 67 78 67 67 78
Germany 62 65 89 82 82 93 61 60 86 75 77 91 62 61 83 69 71 88
Italy 50 50 78 54 55 84 54 56 75 60 62 79 46 50 65 56 58 69
Netherlands 81 87 84 85 87 85 71 76 82 80 80 83 59 60 72 64 62 73
Poland 75 78 76 76 70 84 52 54 62 81 54 68 35 37 48 56 41 53
Portugal 81 79 92 93 93 91 78 77 89 87 86 88 84 79 89 82 78 88
Slovak Republic 61 58 83 59 57 85 64 58 81 62 57 83 49 46 67 49 46 70
Spain 76 73 88 77 77 89 69 69 82 75 75 87 48 48 65 60 60 74
Sweden 82 82 91 92 90 92 77 77 87 88 81 88 55 55 70 67 59 71

67% of APW 100% of APW

2004, different earnings levels (1)

150% of APW
No children 2 children No children 2 children No children 2 children

Source: OECD, Tax-Benefit Models.
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Estimating preferences

• Budget constraints can be easily 
computed through microsimulation

• The preference structure may be 
estimated using available information, i.e.:

• Which working time alternatives were available
• Which choice was actually made
• Individual and household characteristics



The conservative revolution

• Overall reduction of the tax burden in the UK and 
in the US (late ‘70s early ’80s)

– In the UK the highest marginal tax rates dropped from 80% to 40%
– In the US the highest marginal tax rate dropped from 50% to 28%.

• New pioneering measures targeting low earnings 
households (with children)

– The Earned Income Tax Credit (EITC)
– The Family Credit (FC)

• Tax reforms and Making Work Pay (MWP) 
policies implemented in the EU (1999-2005) 
inspired by the conservative revolution



Germany
• Tax reform phased in between 2000-2005

– Lowest marginal tax rate decreased from 
22.9 to 15%

– Highest marginal tax rate decreased from 
51 to 42%

– Tax free allowance moved from 6,902 to 
7,664 EUR

• Minijob reform (2003)
– Earnings up to 400 EUR are exmpted from 

taxes and SSC
– Earnings over 400 EUR are taxed 

according to the standard scheme (not on 
the margin)

– Standard SSC are phased in progressively 
between 400 and 800 EUR/months

– Minijob can be cumulated with other 
normal part-time or full-time job or with 
another minijob 

Source: Steiner and Wrohlich (2004)



The Netherlands

– Top marginal tax rate was 
decreased from 60 to 51%

– Arbeidskorting: tax credit 
on earned income of 1000 
EUR/year (phased in with 
increasing earnings)

– Tax credit no longer 
transferable between 
spouse (as soon as partner 
start working)

Source: van Soest and Das (2001) 



UK
– Same eligibility rules as the 

FC (households with 
children with one parent 
working more than 16 
hours)

– Basic amount increased
– Bonus when working more 

than 30 hours increased
– Taper rate reduced to 55%
– Child care component

Source: Blundell et al. (2000)



France
• The Prime pour l’Emploi was 

introduced in 2000 
– In-work benefit corresponding to 

2.2% of net earnings (300 EUR/year 
for minimum wage)

– Joint taxable income must be lower 
than 30,000 EUR, individual full time 
equivalent earnings must be 
between 3,265 and 23,207 EUR/year

– Plan to increase to 4.4 and then 
6.6% (see graph), but after the 2003 
reform a full-time minimum wage 
empoyees recieves 443 EUR, 
whereas a part-time worker has the 
right to a transfer of 322 EUR

– The benfit is (imperfectly) scaled with 
working time Source: Hagneré et al. (2002)



Belgium
• Tax reform phased in between 2001 and 

2005
– Marginal tax rates decreased from 55 

to 50%
– Increase of tax exempted quota for 

married couples (from 3,250 EUR to 
4,095 EUR)

– Redefined central tax bracket
– Tax credit on low earnings

• In 2004 the tax credit is replaced by an 
additional subsidy on SSC’s for low skilled 
(+60 EUR/month)

– Base amount from 80 to 140 
EUR/month

– Lower taper rate (from 37 to 18%)
– Eligibility is based on full time 

equivalent earnings, and the amount of 
the benefit is scaled on working time.
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Source: Orsini (2006a)



Source: Orsini (2006b)



What can we learn?
• Behavioural microsimulation is a powerful tool for evaluation

– There is (limited) evidence that ex-ante evaluations provide trustful estimates:
• Ex-ante and ex-post comparison WFTC & PROGRESA
• Budget constraints, demand side rationing, target group (Bargain, Caliendo, Haan and 

Orsini, 2006) 

• Reforms in the tax and benefit system may be used to stimulate labour 
supply

– Consider the effects on the employed population
– Cut in marginal tax rates may have ambiguous effects (income effects dominate 

substitution effects) and they do not target the less skilled
– Rebates on SSCs tend to be more effective than tax cuts for the low skilled 

(especially in highly progressive tax environment)
– Joint assessment of income for taxation and/or benefit eligibility has 

unambiguous negative effects on the labour supply of secondary earners (i.e. 
mostly women)

– MWP policies tend to be extremely costly (targeting issue): e.g. the cost per 
employment under the WFTC 250,000 eur/year 



What can we learn?
• It is crucial to clarify the view behind MWP policies:

– Participation / labour supply 
• WFTC and household targeted measure may successfully fight 

joblessness in household (at least one parent should work)
• Other instruments, like the Belgian tax credit or the Minijob, may 

maximize participation, but favour marginal employment
• Other instrument yet, like the PPE or the employment bonus, 

distinguish between low effort and low productivity and may 
successfully counter the potential negative impact on the hours 
worked of the population already in employment, however stricter
targeting and biased towards full-time 

Evaluation of an instrument crucially depends on the desired 
outcome
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