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ABSTRACT

This paper investigates how different welfare regimes affect income redistribution both within
generations and between generations in the face of population ageing. We compare countries
representing different welfare state regimes (Spain, Austria, Finland and the United Kingdom). We
apply the dynamic microsimulation model microWELT incorporating new disaggregated National
Transfer Account (NTA) data. This bottom-up modelling strategy makes it possible to project the net
present value of expected transfers for each generation and sociodemographic group. Our results
contribute to the existing welfare regimes' literature by measuring age-specific public and private
transfers disaggregated by gender, educational level and family type. We find differences in the role
of private and public transfers in the intra and intergenerational redistribution across countries, which
can be linked to the various welfare state regimes.

In Finland, the present value of public transfers received by the 2010 birth cohort is higher than private
transfers, while in Austria both are almost the same. In contrast, in Spain and the UK, private transfers
play the primary role. There are significant differences in the interplay between private and public
transfers related to parenthood. While parents privately transfer substantially more than childless
people in all studied countries, the Austrian welfare state fully compensates for these differences
through public transfers to parents; such compensation is much weaker and more targeted towards the
lower educated in the other countries.
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1. Introduction

Generational Accounting proposed by Auerbach, Gokhale, and Kotlikoff (1991) is a stylised projection
technigue to evaluate the public budget's sustainability by projecting the age profiles of tax payments
and fransfer receipts observed in the base year. In such a way, the net lifetime tax payments (net of
transfer receipts) of living and future generations are estimated, which at the same time shows the
infertemporal budget constraint of the public sector. While providing an interesting picture, it ignores
private fransfers, an essential dimension of the welfare systems. The National Transfer Accounts (NTA)
project addresses this omission. The National Transfer Accounts (NTA) project addresses this omission.
It develops a method to estimate the age profiles of income, public and family transfers, saving and
consumption patterns consistent with National Accounts aggregates. Hence, both the size and
aggregate pattern of welfare state transfers, together with private reallocations of resources, are
reflected. In the WELTRANSIM project, NTA variables by educational level and family type were further
disaggregated (Abio et al. 2020). Disaggregated NTA are incorporated as inputs in the microwELT
simulation model.

In the past, authors have already combined Generational Accounting and NTA (see Patxot et al.,
2011, 2012; Romero et al., 2019; Lee et al., 2017). IsteniC et al. (2019) linked NTA with welfare state
regimes. Our paper follows the strategy of Lee et al. (2017) constructing Full Generational Accounts
(FGA, which include private transfers) but also incorporates the link to welfare regimes in Istenic et al.,
(2019). By employing disaggregated NTA variables in the analysis, the authors add to existing research
by capturing sociodemographic changes beyond age, such as gender, educational level, and family

type.

This paper complements the analysis in Spielauver et al. (2020d), which infroduces the used
microsimulation modelling approach and accounting concepts of lifetime transfer payments and
receipts of successive cohorts distinguishing between educational level and parenthood status. In
contrast to Spielauer et al. (2020d), this paper includes representatives of all the welfare regime types,
i.e. Mediterranean (Spain), conservative (Austria), social-democratic (Finland) and liberal (the UK).
Furthermore, the results are connected to the welfare regimes' literature that clearly shows the extent
to which transfer regimes are connected with the characteristics of each welfare regime.

This paper starts by reviewing the literature combining transfer systems with the welfare regimes and
the main characteristics of different welfare regimes. The following sections are devoted to the
presentation of our results and their link fo the welfare regimes literature. Finally, section 5 presents the

conclusions.

2. Welfare regimes' theoretical framework

2.1 The connection between welfare regimes and transfer systems

The most well-known typology of welfares states (Esping-Andersen, 1990) identfifies three welfare
regimes: conservative (Continental European), liberal (Anglo-Saxon), and social-democratic (Nordic).
This typology is based on the concepts of de-commodification and social strafification scores. The
de-commodification score shows the degree to which a welfare state permits' people to make their
living standards independent of pure market forces' (Esping-Andersen, 1990, p. 3). Thus, the de-
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commodification score shows the degree to which people can maintain a socially acceptable
standard of living independently of their market participation. On the other hand, social stratification
shows how welfare states' instfitutions arficulate ‘'social solidarity, division of class, and status
differentials’ (Esping-Andersen, 1990, p. 55). Both characteristics are deeply connected to the NTA
approach as NTA helps us evaluate the redistributive potential of the welfare states and the extent of
the immunisation from the market dependency, which depends on the availability of alternative
resource-allocation devices, i.e. government and family.

A large body of literature added additional key elements to the initial typology followed the Esping-
Andersen's (1990) work. One of the main criticisms in the European contexts was a need to separate
Mediterranean and conservative countries, pointed out by Leibfried (1993) and Ferrera (1996).
Another issue is Esping-Andersen's limitation to the work-welfare nexus, which was also admitted by
Esping-Andersen (1999) himself. Authors have since started to add other welfare domains, such as the
care-welfare nexus (Lewis, 1992; Esping-Andersen, 1999), education (Busemeyer, 2010; West & Nikoldai,
2013), or health (Bambra, 2005). Additionally, Hernes (1987) pointed out the need to consider that
‘women-friendly welfare states' promote women's independence and encourage a minimum tension
between their paid and unpaid work. The connection of the role of women and the care-welfare
nexus leads to the inclusion of an additional dimension already identified by Saraceno (1996): The
degree of de-familiarisation - the extent to which the state and/or the market relaxes the household's
welfare and caring responsibilities (Esping-Andersen, 1999).

The NTA estimations permit, for the first fime, a thorough measurement of the contribution of the family
to the welfare of economic dependents along the life cycle, taking intfo account at the same time
the conftribution of public transfers and the possibility that individuals accumulate resources along the
life cycle through the asset market. IsteniC et al. (2019) is the first direct attempt to employ these
estimates to contribute to the literature on welfare regimes. Previous works looked only at private
fransfers (e.g., Albertini & Kohli, 2013; Albertini et al., 2007; Attias-Donfut et al., 2005; Mudrazija, 2014),
while others also included public transfers for some specific age groups (Brandt & Deindl, 2013;
Mudrazija, 2016). The limitafion to particular age groups stems from the fact that these studies use
SHARE data, which only covers populations aged 50 and more, meaning that the most important part
of private fransfers (i.e. fransfers from parents to their young children) are neglected.

On the other hand, Saraceno and Keck's (2010) measure private and public transfers covering all age
groups. However, in contrast to IsteniC et al. (2019), Saraceno and Keck's (2010) analysis measures
private transfers only indirectly, using indicators such as the amount of child allowances, the duration
of maternity leaves, the minimum amount of non-conftributory pensions, and the coverage offered by
residential and home-care services. By doing so, they assume that in the countries where the state's
provision of welfare is small, families need to take care of the individuals. They conclude that country-
specific policy profiles do not always coincide for young and old generations. Their results identify
three groups of countries: those where public transfers do substitute private ones (high degree of de-
familiarisation and high level of public support) towards both the young and old generations (e.g.,
Sweden and France); countries in the opposite extreme (a high degree of familiarisation also for both
the young and old generations (e.g., ltaly and Spain); and the largest group of countries, which show
significant differences in the support provided to both age groups (e.g., Germany, the United
Kingdom, Austria, and Hungary).

Istenic et al. (2019) is thus the first attempt to measure private and public fransfers directly and
comprehensively for all age groups. This was made possible by NTA data, allowing the authors to
estimate the value of private intfra-household transfers, which is one of the main contributions of the
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NTA. The authors exploit the National (Time) Transfer Accounts (NTTA) estimates to build five indicators
that contribute to the understanding of the welfare state typology. The first two indicators start from
the NTA profiles to measure the size of the protection towards the elderly and the children. The third
indicator adds NTTA to measure the relative size of the monetary value of time fransfers. The final two
indicators measure the gender gap and the size of women's independence, first by using only gender-
specific NTA and secondly by combining gender-specific NTA and NTTA estimates. Istenic et al. (2019)
's main contribution is, therefore, providing a comprehensive measure of the degree of de-
familiarisation. By measuring monetary and time family transfers along the life-cycle, they infroduce
what could be called a state-market—family nexus. Based on the analysis of 10 EU countries, the
authors conclude that a clear connection between welfare regimes and transfer systems exists.

This paper extends the work presented by IstenicC et al. (2019) by including additional disaggregation
info the NTA results. On the one hand, this paper employs NTA results disaggregated by educational
level. On the other hand, it provides additional information to the de-familiarisation score by including
NTA estimates also disaggregated by family type.

2.2 Characteristics of the different welfare regimes

In a liberal welfare regime, the state encourages the market. It does so either actively by subsidising
private welfare institutions (family and the markets) or passively by guaranteeing only a social
minimum mainly to the low-income working class (Esping-Andersen, 1990, 1999). Even though liberal
welfare states are characterised by little public support to the social care system, they have a high
provision of health care (Stoy, 2014, p. 397) For care provision the risk is individualised (Esping-Andersen,
1990, 1999). meaning that wealthier individuals acquire care on the market, whereas the poor mainly
rely on the family (Stoy, 2014). Concern about gender equality is low, and the family's role is marginal
(Esping-Andersen, 1990, 1999).

A social-democratic welfare regime promotes equality at the highest standards, including for
members of the middle-class and is highly independent of individuals' past contributions. To cover the
enormous costs of maintaining universal social rights, full employment is promoted. The state crowds
out the private sector more intensively than in other countries and takes a substantial part of the
responsibility of caring for children from the family. In social-democratic welfare states, gender
equality is highly promoted (Esping-Andersen, 1990, 1999).

Conservative or Continental welfare regime institutions follow the traditional norms of the Church. The
state guarantees social rights conditional upon past employment contributions. The traditional family
is emphasised, and family benefits extensively support motherhood (Esping-Andersen, 1990, 1999).

Additionally, in European settings, Mediterranean countries can be distinguished from the
conservative welfare regime. In the Mediterranean countries, smaller institutional development leads
to a lack of an arficulated social minimum, with large gaps in protection. The peak of generosity
comes in old age. One of the Mediterranean welfare regime's main features is the extended role of
the family (Ferrera, 1996; Esping-Andersen, 1999).

3. Disaggregated NTA data

The analysis presented here uses new NTA estimates by educational level and family type developed
in the WELTRANSIM project. Three levels of education are distinguished: Low (ISCED 0-2), Medium
(ISCED 3-4), and High (ISCED 5+). Family types are constructed according to partnership status and



the presence of dependent children in the family (up to age 59) and childlessness (for ages 60+).
Dependent children are children up to age 16 and students up to 25 if living with parents.

Figure 1: NTA age profiles of labour income and consumption. Simulation output based on NTA data
by education and family type developed in the WELTRANSIM project

e fyerage == Education Low Education Medium Education High
Spain (2010) Austria (2010)
70000 1 70000 -
60000 60000
50000 50000
40000 A 40000 A

|
30000 A 30000 A _J‘/J-AM'\
|
< J M N oA
20000 4 20000 4 iy e

10000 A = 10000 A u =]

ol ¢ - 0 =
10 20 30 40 50 60 70 8 10 20 30 40 50 60 70 8 10 20 30 40 50 60 70 8 10 20 30 40 50 60 70 8
Labor Income (YL) Total Consumption (C) Labor Income (YL) Total Consumption (C)
Age Age
Finland (2010) UK (2010)
70000 70000
60000 60000
50000 50000
40000 40000

30000 30000
-.M_ F ‘ ——
20000 | 20000 ‘ e’
4 " 1 W

10000 I ‘ :f’ 10000 / =

/ N EJ
! n ﬁ
0 0 =

10 20 30 40 50 60 70 8 10 20 30 40 50 60 70 8’) 10 20 30 40 50 60 70 ST 10 20 30 40 50 60 70 Sr

3

Labor Income (YL) Total Consumption (C) Labor Income (YL) Total Consumption (C)

Age Age
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Figure 1 illustrates the NTA age profiles of labour income and total consumption by education (for
children and students up to 25, education refers to parents' education). Labour income has a typical
inverted U-shaped distribution, with labour income being concentrated during working ages. In all the
countries, the higher educated earn much more than medium-educated, followed by earnings of
low-educated. High-educated people reach higherincomes, especially later in their work career, and
they remain in the labour market until a higher age. In contrast to labour income, total (public and
private) consumption is relatively constant at all ages.

Figure 1 reveals that the welfare state enables that consumption differences are much smaller among
individuals with different levels of education than the differences in the labour income. This is parfially
due fo tax progressivity and to the fact that public consumption "crowds in" the private consumption
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along the individuals' life-cycle. At the age of 40, when individuals are in the middle of their most active
working period, high-educated people in Spain earn 2.25 more than low-educated. The
corresponding value is 2.85 in Austria, 1.53 in Finland and 3.82 in the UK. In contrast, the high-educated
consume 1.43 more than the low educated in Spain—-1.53, 1.18, and 1.51 more in Austria, Finland, and
the UK. It follows, that the ratio between consumption and labour income for the high-educated with
respect to the low-educated accounts for 1.58, 1.85, 1.85, and 2.50 in Spain, Austria, Finland, and the
UK, respectively. These values generally follow the welfare state typology with Austria - and especially
Finland - being the countries with a more redistributive welfare system than Spain. The only exception
is the UK, where the value is smaller than expected. Furthermore, the figure reveals that the difference
in labour income between low and medium-educated is the smallest in Finland, which appears to be
in line with a generous welfare state in the social-democratic country.

The difference between labour income and consumption results from transfers — both private and
public — and asset reallocations (asset income minus dissaving). Figure 2 depicts the age profiles of
private and public net tfransfers by education.

In all the analysed countries, the young are on average net receivers of both public and private
transfers, whereas individuals are net payers of transfers during prime working ages. While the elderly
are at high extent net receivers of public transfers, their net private transfers are negligible. A
comparison between the transfers in the four countries reveals similar patterns and absolute
magnitudes (in €) for family transfers in Spain, Austria and Finland. On the other hand, the UK shows
lower values, especially for the high-educated: the youth aged 15-25 in high-educated families
receive considerably less family transfers in the UK than in the other countries and, in parallel, high-
educated workers between 25-50 also give less private transfers. Regarding public fransfers, similar
patterns are observed again, although Austria and Finland show higher absolute values, especially for
the high-educated. In the UK, the low-educated group present an almost zero profile of net public
transfers for ages 20-50 (they are not net payers nor recipients). In contrast, in the remaining countries,
the profile is negative at least during a period inside that age range.



Figure 2: NTA age profiles of public and private net transfers. Simulation output based on NTA data
by education and family type developed in the WELTRANSIM project
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Furthermore, looking at the average value of private transfers reveals that private transfers stay high

until relatively higher ages in Spain as compared to other countries. This resembles an extended role

of the family in the Mediterranean countries.

While in Spain positive net private fransfers start to

decrease sharply only at the age of 22, this decrease happens much earlier in Austria (at age 17),

Finland and the UK (both at age 18). The differences in redistribution through public fransfers are even

higher than through private transfers. The public welfare provision for the elderly is most visible in Austria

and Finland, and smaller in Spain and the UK. This is in line with the previous literature connecting

welfare regimes and fransfer systems (see, for example, Istenic et al., 2019).



4. Results on intra and intergenerational income redistribution

In the following, the approach developed in Lee et al. (2017) for studying the intergenerational
dimension of both family and public transfers is used. Besides the NTA profiles and demographic
projections, this approach requires an assumption on economic growth, to project future transfer
receipts and tax payments, and an appropriate discount factor to value future flows in the present.
Like in the original study, we use a discount factor of 3% and set the annual economic growth rate to
1.5%. Before applying adjustments to balance the budget, allincomes and transfers are assumed to
grow at the same rate. (By using a constant adjustment to growth, we might be overstating future
pension rights, as pensions are not fully adjusted to wage growth.)

Figure 3 depicts the net present value (NPV) of net public fransfers at birth, which is equivalent, with
the opposite sign, to the Generational Account (net taxes) of the representative individual of future
generations — born right after the base year. Without adjustments of taxes and benefits for balancing
budgets, the NPV of public fransfers is positive in the four countries, meaning that, on average,
individuals are net receivers of public transfers. The average value amounts to 16% of the present
value (PV) of the labour income of a cohort in Spain, 14% in Austria and Finland, and reduces to 11%
in the UK. For the 2011 birth cohort, disaggregation of NTAs has different effects in the four countries.
In Finland, the PV of public fransfers slightly increases, while it declines in the rest, which different
infensity: low change in Austria, a one-third reduction in Spain, while becoming zero in the UK.
Calculating the NPV by education group, interesting differences among countries can be found. As
expected, low-educated present the biggest PV of net public transfers in all cases, although the
amount is notably lower in Spain. In the case of medium educated, Spain and Austria show the same
value, clearly below Finland, but higher than in the UK. Finally, for highly educated, Austria and Finland
show a positive PV of public transfers, while it is negative for Spain and the UK. These results are in line
with the welfare literature, stating that in the liberal countries (as the UK) the government takes
responsibility primarily to those with lower income, whereas in social-democratic countries (as Finland)
rights are universal. Furthermore, results indicate that in continental countries (as Austria), social rights
are condifional upon past contributions, resulting in positive net public transfers for the higher
educated.

In the next step, all transfers are adjusted in a way that balances the budget each year. As in Lee et
al. (2017), the assumption is a symmetric adjustment; i.e., to prevent a deficit, taxes are increased to
the same extent as benefits are reduced. After this adjustment, both based on aggregated or
disaggregated NTA data, the NPV of lifetime public transfers received by the 2011 birth cohort is close
to zero in Austria, Spain, and the UK and it furns negative for the 2040 birth cohort in the first two, while
remains near zero in the UK. In Finland, however, the PV of lifetime public transfers received is negative
with both aggregated and disaggregated NTA data, and the negative amount increases significantly
for the 2040 birth cohort. Again, there is a strong education gradient.



Figure 3: Net Present Value (NPV) of public transfers
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Note: Net present value (NPV) at birth of lifetime public transfers as proportion of the present value of lifetime labour income —
W/O balancing budgets.

As explained above, Lee et al. (2017) extend the analysis of the Generational Accounts (or NPV of
public transfers) also to private fransfers (TF). Consistent with their findings (for the US and Taiwan), the
NPV of private transfers in Austria and Spain is — and stays — positive for future cohorts; thus, each cohort
privately receives more than it gives. This is frue even in the case when TF are adjusted in the future to
close the gap between future needs and transfers.
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Figure 4: Net present value of public, private and total transfers by birth cohort
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Figure 4 depicts, by birth cohorts, the NPVs of the (adjusted) public and private fransfers, as well as
total transfers. Based on aggregated NTA data, the NPVs of total transfers — while decreasing over
time - stay positive, indicating that, when accounting for private transfers, also future cohorts receive
more than they give over life. Recall that the age shape of private transfers (see Figure 2) implies that
transfers mainly go from parents in working-age to young children. On the contrary, the adjusted value
of average public transfers starts being negative in Austria and Finland, while positive in the other two
countries. Nevertheless, in all cases, it decreases steadily, although with partficular intensity in Finland
and Austria. In the UK, it remains no far from zero for the last cohort, born in 2040. The decrease is even
more pronounced in case of disaggregated NTA.



Figure 5: Net present value of public, private and total transfers by birth cohort and education
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Figure 5 shows the same measures distinguishing by education level. As already seen in Figure 3, the
initial values for cohorts born in 2011 differ substantially by education level. For public fransfers, the
higher educated received a maximum of over 60% in the UK, 40% in Austria, 30% in Spain and a bit less
in Finland. For the lower educated, public transfers for the same cohort are always negative, and
much more similar (-15% in Finland and Spain, while -10% in Austria and UK). These differences persist
over fime, except in the UK, where they tend to remain at a similar level. In Austria, public fransfers for
the medium education level become almost negative for the last cohort, while in the rest of the
counftries remains clearly positive. Interestingly, the adjustment of private transfers is more limited: first,
because of their shape, being strongly positive for the old, which is the age group growing most; and
secondly, because families necessarily need to balance their budgets.



Figure 6: The effect of mortality differences by education on the net present value of public transfers
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In the presence of mortality differentials by the level of education (Figure é), an increase in average
pensions is expected, since those with higher pensions, on average, live longer. Consequently, a
higher adjustment of public transfers is required to balance budgets, which negatively affects all
education groups. For the less educated, both their shorter life and the required additional
adjustments have a negative impact on their NPV of public transfers. For the high education group,
longer lives and additional adjustments have opposite effects. Running a scenario without mortality
differences shows that effects cancel out in the high education group. In contrast, the low educated
group loses, especially in Finland and the UK more than 2% of the PV of their lifetime labour income.

The next Figures (Figure 7 and Figure 8) show the present value of public (TG) and private (TF) tfransfers
by gender, level of education and family type, in parficular differentiating between parents and non-
parents. Figure 7 presents absolute values, and it also displays labour income (YL), which will be used
in Figure 8 to present TG and TF in relative terms. As expected, labour income increases with
education, and it is higher for males. The four countries present a gender gap whatever the
educational level or the parenthood status. Interestingly, the gender gap is always larger for parents,
especially in Austria and the UK. This results from the traditional family norms emphasised in Austria and
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the low concern about gender equality in liberal welfare states. On the opposite, the lowest gender
gaps can be seen in Finland and Spain for non-parents.

Moreover, in all four countries, fathers have a higher labour income than childless men at each level
of education. The opposite occurs to women, probably due to their lower labour force participation:
mothers at any level of education have less labour income than childless female. UK and Finland
present the highest differences by parenthood status for males. For females, Austria presents the most
considerable difference, while Finland the lowest. This can be again explained by the traditional role
of families in conservative countries, whereas in social-democratic countries, the state takes
responsibility for children at a greater extent, promoting full employment.

Regarding transfers, both Figures 7 (absolute terms) and 8 (in relation to labour income) show that the
importance of TG and TF varies across countries. In Austria, both are practically the same, representing
around 13% of the present value of the labour income. In Finland, however, public transfers are
considerably higher than private (15% vs 9 %, respectively). Finally, in the other two countries, the
situation is just the opposite: in Spain, the present value of public fransfers results less than half the
private's (6% vs 16%) while in the UK private transfers represent 8% of the YL, and the public are near
zero. Our results clearly show the North-South gradient of the welfare states. In Mediterranean
counftries, the dependent relies more on private transfers than public transfers, whereas in social-
democratic countries, just the opposite is the case.

As far as for public fransfers, it is worth mentioning that low and medium educated are net recipients.
However, for highly educated, there is a gender difference: females are net recipients while males
are net payers. Looking at the absolute values shown in Figure 7, it is observed that, overall, mothers
receive more TG than childless women, the amount being especially high in Austria and Finland. In
Spain, however, childless women receive slightly more than mothers, although the amounts are low in
any case. Almost the same picture appears when looking at the results relative to the labour income
for the same group (Figure 8): in Spain, there is a very slight difference between the TG received by
mothers and childless women. This is a particularly interesting feature, revealing the weakness of family
policies in this country.



Figure 7: Present value of labour income (YL) and net present value of private (TF) and public

transfers (TG)
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Figure 8: Net present value of transfers (TF, TG) as a share of the present value of labour income YL

mTF/YL TF-adjusted / YL BTG /YL W TG-adjusted / YL

Spain Austria

1.0
0.8

0.6

0.4
I|I.“|| I|L.|.||.|_| : Il.ll.u_.1|. J_HI.“..._._L“. , ||“. W
| | | | _I I

0.0 1 - 1
-0.2 ‘ ' 1
-0.4
P S T S S~ H SR Y U I S !
g & @ € g © @ © @ © @ © @ t 3 ¢ @ @ & 4 € @8 © @ T 4 © 8 € @ €
9 v 9 v o v 9 v 9 v 9 v 9 o 9 o 2L v 9 o < v 9 v 9 v 9 v 9 g o o
T 7 8 § 8 § 8 5§ 38 5 3 5 8 5 B8 & T 5 8 § 8 § 8 5 8 5 8 & 8 § B &
T & T a T a T a T a T a T a T o T & T a4 T a T a T a T a T a T o
o o o o s} o (s} o (s} o o o o [} o o
Female Male Female Male Female Male Female Male Female Male Female Male Female Male Female Male
Low Medium High All Total Low Medium High All Total
Finland UK

12
1.0
0.8

0.6

il |l|.|“l|l Ll ".llll_.lll_ ‘Il‘llhll-.ll' |"|I "

0.0 -
1 'l
-0.2

-0.4

Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent
Childless
Parent

Female Male Female Male Female Male Female Male Female Male Female Male Female Male Female Male
Total

Total Low Medium High Al

Low Medium High A

Note: Net present value of private and public transfers as proportion of labour income W/O balancing bugets — 2010 birth
cohorts.

In the case of males, Figure 8 shows that childless receive more public transfers than parents in Spain
and, especially in Finland. However, in the UK males have a negative present value of their TG, being
almost double for parents. Austria and Spain show the lowest values for both childless (slightly positive
in Spain and negative in Austria) and fathers (almost zero in both countries). In order to demonstrate
these differences, Table 1 shows the PV illustrated in Figures 7 and 8 together with the disaggregated
value of inflows (TGI) and outflows (TGO) for the average male. In absolute values, fathers receive
more public transfers (TGI) than childless men except in Finland, but they also pay more (TGO). In
relative terms, results reverse in most cases: fathers receive less TGl as a share or the present value of
their labourincome in all cases except in Austria, where childless and fathers receive exactly the same.
To understand the differences between countries, the last rows in Table 1 are particularly helpful. For
example, in Spain, fathers pay TGO by 8.2% more than childless men, while they receive (TGI) only
4.5% more. The extreme case is Finland, where parents pay 13.5% more, while they receive 2.5% less.
Austria, on the contrary, seems to be more father-friendly, as they receive 8.7% more than childless

men, paying only 5.4% more.

Finally, regarding private transfers (TF) in absolute terms (Figure 7), they are higher for childless
individuals than for parents. They receive transfers from their parents while young, but do not transfer
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resources to their kids during their working age. For Austrian females, the difference is small and
reverses in relative terms. Additionally, it is worth mentioning that according to the results, men give
more private fransfers (or become net givers) because, by assumption, in the standard NTA method
only household heads (mostly men) transfer resources to other household members.

Table 1: Detailed public transfers for males born in 2010 by parenthood status

ES AT Fl UK
€ %YL € %YL € %YL € %YL

Childless males

Present Value YL at birth 588 240 954 952 898 185 809 615

Present Value TGl at birth 481 700 81.9% 726 571 76.1% 1054368 117.4% 555314 68.6%

Present Value TGO at birth 471 166 80.1% 746 174 78.1% 886 292 98.7% 605967 74.8%

Net Present value TG 10 534 1.8% -19 602 -2.1% 168 077 18.7% -50 653 -6.3%
Fathers

Present Value YL at birth 675 353 1037 876 1075799 963 041

Present Value TGl at bith 503 188 74.5% 789 645 76.1% 1027 961 95.6% 571290 59.3%

Present Value TGO aft birth 509 889 75.5% 786 676 75.8% 1005 686 93.5% 679 629 70.6%

Net Present value TG -6 701 -1.0% 2970 0.3% 22275 2.1% -108 339 -11.2%
Ratio Fathers/Childless males

PV YL 114.8% 108.7% 119.8% 119.0%

PV TGI 104.5% 108.7% 97.5% 102.9%

PV TGO 108.2% 105.4% 113.5% 112.2%

Figure 9 summarises the results in Figure 8, by showing the net present value of private and public
fransfers by education and parenthood status for the 2010 birth cohort. As noted above, net public
transfers are highly redistributive among different educational groups — low and medium educated
being net receivers of public fransfers, whereas the higher educated are net payers. The differences
between low and high-educated individuals are more pronounced in Austria and the UK. In the UK
net public fransfers for the lower educated are substantially higher, especially for parents, which
follows the literature explaining that in liberal countries, the state mainly takes care of low-income
individuals. Moreover, the figure reveals that private transfers are the highest in Spain, which results
from the extended role of the family emphasised in the Mediterranean countries. The exception are
high educated childless individuals in the UK, who are the ones receiving the highest amount of private
transfers, which is explained by the lower coverage of public education and hence, the higher private
cost of education in this country.

Presenting results by parenthood status and education, but not distinguishing by gender (as done in
Figure 9), individuals of all groups are net receivers of private transfers over their whole life cycle. This
holds for all the countries, whatever the level of education and parenthood status. This result is partly
aftributable to the discount effect in computing the present value: individuals are net receivers of
private fransfers in young ages and net givers during older ages, later transfers being discounted at a
greater extent. On the other hand, Figure 9 also reveals that net private transfers are higher for non-
parents in all the countries, independently of their level of education. This is mainly explained by the
higher amount of private transfers that parents give when raising their kids.
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The question arises as to whether, as a result of the welfare state policies, lower net private transfers
for parents are at least partially compensated by higher public transfers received by parents. The
difference between parents and non-parents could result from family fax deductions, higher family
transfers, lower labour market participation rates, among other factors. However, this only holds for
low and medium educated. In Spain, Finland and the UK, highly educated parents are net payers of
public transfers at a greater extent than non-parents. The difference between high-educated parents
and non-parents is particularly high in Spain, emphasising the lack of redistributive family policies for
the higher educated. Figure 9 shows that, in the majority of cases, parents' higher public net transfers
are not enough to compensate for the lower net private transfers. The exceptions are the low-
educated in the UK (they receive much higher total tfransfers) and the low and medium-educated in
Austria (where parents and non-parents receive practically the same, public policy compensating
fully for differences in private transfers.

Figure 9: Net present value of private (TF), public (TG) and total transfers

B PRIVAT EPUBLIC ®TOTAL

Note: Net present value of private, public and total transfers as proportion of labour income W/O balancing bugets — 2010
birth cohort.

Figure 10 shows for cohorts alive in 2010 (born in the base year or before), the NPV of public transfers
(Generational Accounts) together with the equivalent figure for private transfers and total transfers
(Full Generational Accounts, FGA) in 2010. While again representing net present values (NPV), only the
values for age O include the full life-cycle payments of the cohort; for all other cohorts, the values refer
to the remaining lifetime tfransfers (which explains the age shape). Net private fransfers are in general
positive for children and negative for cohorts currently in working age, tending to zero afterwards.
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Public transfers are also positive for children and negative at working ages. Nevertheless, they
become strongly positive for the elderly. Regarding the discounting effect, the positive discount rate
reduces the present value of net fransfers, the more, the farther they are from the initial year.

Figure 10: Full Generational Accounts for living generations by the level of education

—T6 —TF ===T
Spain Austria

0.8 - 08 -
0.6
0.4 o
0.2 o
0.0 +

\
-0.2 4

0.6 1 0.6 4

-0.8 -0.8

9839230329 253923232925322323292232923232922332232338

SRRASRZRI]FRIIRBRIGTANRIRBRER $2R3938R88% $2R3938R88% g g
i i | |

Aggregated NTA | Disaggregated NTA |  Low Education  § Medium Education §  High Education | Aggregated NTA | Disaggregated NTA | Low Education } Medium Education }  High Education |

Finland UK
038 4 08 -

-0.8 v ' v v ' -0.8 4 . . . .
00990309080 00903090B000020009800900009208009093090
ANATHORIS #2R8328R8% 22R83RBR1Y $ORRIRBRRR EEREEIESEH] SRR RBRBRESRReRBRE’E SRR3R IRAIRBRRILARRIRBRE]S
i T i i T T T T T T
N d E

Aggregated NTA | Disaggregated NTA |  Low Education  } Medium Education j  High Education | Aggregated NTA ! Disaggregated NTA i Low Education :i Medium Education i High Education !

Note: Full Generational Accounts = net present value in 2010 of future lifetime transfers by age as proportion of the present
value of lifetime labour income of a new-born in 2010, no adjustments to balance budgets.

The initial value of the Full Generational Accounts in Figure 10 is the same as the (not adjusted) NPV
shown in the preceding figures. For the average individual, it is positive both for public and private
transfers. When children start growing up, two forces are interacting. On the one hand, the transfers
left to be received are lower, and this reduces the NPV. On the other hand, the payments to be made
during working age become closer, reducing the NPV as well. Both effects explain the decreasing
trend at the beginning. When young adults enter the labour market, the payments to the public sector
start, as well as transfers to own children, so that remaining payments start decreasing. This explains
the increasing path of NPV for both TF and TG. The private NPV tends to zero, while an additional
effect occurs for public transfers. As adults age, the future pension receipts become closer, and the
NPV confinues increasing until they retire and start receiving pensions so that the fransfers left
decrease again fending to zero. The age path of total fransfers (Full Generational Accounts, FGA)
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follows this evolution, being at the end mainly driven by public transfers, as private fransfers become
close to zero. This age pattern is reproduced at all educational levels. The shape of NPV of private
fransfers is quite similar by education level, while substantially different for public tfransfers. In the four
counftries the low educated receive net public fransfers. Likewise in Finlond and Spain, the medium
educated are net recipients too. However, the higher educated are always net donors in all countries
up to cohort aged 42 in the base year in Austria and Finland (4% in UK and 52 in Spain).

Figure 11: Full Generational Accounts for living generations by family type and education level
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Figure 11 shows the same results further disaggregated by education level and by parenthood status.
The pattern of private fransfers differs clearly between childless and parents — the latter giving
substantial more during their working lives. In the case of public tfransfers, there are visible differences
among countries. In Austria, parents of any level of education always receive more net TG less than
childless of the same cohort. However, in the rest of the countries, high-educated parents show lower

net TG than childless for almost every cohort.

20



5. Summary and Discussion

In this paper, National Transfer Accounts (NTA) data are combined with Generational Accounting
concepts to study the inter and intragenerational income distribution produced by the different
welfare state regimes, from a longitudinal perspective. To that end, the dynamic microsimulation
model microWELT is used. The study is based on disaggregated NTA data, accounting for age, gender,
education, and family type. This allows to compute Full Generational Accounts (including both public
and private transfers) for current and future generations by gender, highest education ever reached,
and by ever having had children. Our study follows a comparative welfare state approach, covering
four countries: Spain, Austria, Finland and the UK.

The aggregate Generational Account for public net transfers for generations born in 2011 is positive
and amounts from 11% of the present value of labourincome in the UK to the 16% of the present value
of the labour income in Spain. The adjustment required to balance budgets in the context of
population ageing reduces this value to zero. Disaggregating NTA infroduces substantial differences.
The net payments by education levels differ substantially between higher and lower education groups
(i.e.from 55% to 5% of the PV of labour income in Austria and from 40 to -1% in Spain). In all the analysed
countries, the higher educated remain the only net taxpayers when the budget is balanced.

Before adjusting the budgets, the average NPV of private fransfers for the cohort born in 2010 is
substantially higher than for public transfers in Spain and the UK (where the NPV of public transfers is
almost zero). On the other hand, Finland shows just the opposite situation, where the NPV of public
transfers is almost double than private transfers. Austria shows similar numbers. Numbers in Finland and
Austria also reflect the growing substitution of private transfers by public transfers as the size of the
welfare state increases.

When looking at disaggregated results by family type, private transfers are in absolute terms observed
to be higher for childless individuals than for parents. Childless individuals receive transfers from their
parents while young, but do not transfer resources to children during their working age. However,
different outcomes in terms of public fransfers can be observed. In general, mothers receive more
public transfers than childless women do. However, this does not hold in Spain, where childless women
earn slightly more than mothers.

Among countries, there exist differences in the importance of public and private transfers in the
intergenerational redistribution. In Austria, the magnitude of public and private transfers is almost the
same. In the UK, private fransfers' net present value is significant, whereas the net present value of
public tfransfers is negligible. In contrast, in Finland, public transfers' present value is much higher than
the NPV of private transfers, whereas just the opposite is tfrue in Spain. Therefore, results show a clear
north-south division of countries as well as the need for distinguishing between Continental and
Mediterranean countries, which becomes particularly clear when private transfers are included in the
analysis.

We found significant differences in the interplay between private and public transfers related to
parenthood. While in all the countries parents privately give substantially more fransfers to others, the
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Austrian welfare state fully compensates for these differences through higher public transfers to
parents; such compensation is much weaker and more targeted towards the lower educated in the
other countries
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