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Abstract

This paper examines the impact of the economic crisis and the policy reaction
on inequality and relative poverty in four European countries, namely France, Ger-
many, the UK and Ireland. The period examined, 2008 to 2013, was one of great
economic turmoil, yet it is unclear whether changes in inequality and poverty rates
over this time period were mainly driven by changes in market income distributions
or by tax-benefit policy reforms. We disentangle these effects by producing counter-
factual ("no reform") scenarios using tax-benefit microsimulation and representative
household surveys for each country. For the first stage of the Great Recession, we
find that the policy reaction contributed to stabilizing or even decreasing inequality
and relative poverty in the UK, France and especially in Ireland. Market income
changes nonetheless pushed up inequality and relative poverty in France. Relative
poverty increased in Germany due to policy responses combined with market income
changes. Subsequent policy reforms, in the later stage of the crisis, had markedly
different cross-country effects, decreasing overall poverty in France, increasing it in

Ireland and giving mixed effects for different sub-groups in Germany and the UK.
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1 Introduction

The Great Recession intensified pressure on tax-benefit systems to become more cost
effective, to minimise welfare losses and to limit the spread of deep poverty at a time
of cuts in public spending. There are lessons to be learned from the ways in which
countries responded over this period. As yet, little is known about the capacity of existing
redistribution systems to soften the negative impacts of job and earnings losses, as well as
the effectiveness of the policy initiatives that quickly followed the onset of the economic
slump. This is not only due to the fact that microdata come with an inevitable delay
but also because the different factors affecting the distribution of disposable income are
intertwined.! In particular, analysts should attempt to disentangle the effect of changes
in market income inequality (due to wage cuts, job losses or working time reduction
in the private sector, changes to the minimum wage etc.) and the effect of tax-benefit
reforms. The latter may indeed have cushioned or exacerbated the effects of the crisis on
the income distribution through income tax and social insurance reforms, changes in the
generosity of family benefits or welfare programs, etc. Comparing European experiences
in this context also seems highly relevant. The effects of each of these factors may have
been different across countries depending on how deeply they were affected by the crisis
and on the specific nature of the policy responses.

A small body of literature has begun to address these questions. The study of Jenkins et
al. (2013) examines the short-term impact of the Great Recession in twenty-one OECD
countries, finding that the household sector was largely protected from the downturn
through the tax and benefit system. Another related study by Brewer et al (2013) looks
at the past and projected policy response of the UK to the crisis. Findings suggest that
most of the pain of the recession was felt by households during and after 2010. Matsaganis
and Leventi (2014) addressed the cushioning effect of tax-benefit systems in southern and
eastern european countries during the crisis. Lastly, De Agostini et al (2014) study the
effect of policy changes between 2008 and 2013 on income distributions in a number of
EU countries, finding broadly progressive effects.

In this paper, we provide further answers to these questions by studying the joint con-
tribution of tax-benefit policies and market income shocks to changes in inequality and
poverty in a selection of European countries between 2008 and 2013. We proceed by pro-

!For instance, an approach that consists of measuring the contribution of taxes and transfers to overall
inequality /poverty at different points in time, e.g. before and after the onset of the Great Recession, does
not allow us to extract the pure effect of policy changes from their interaction with the underlying
population. That is, this method cannot tell whether social assistance schemes, for example, may appear
more redistributive because of their increased generosity or because of automatic increases in welfare

spending as unemployment rises.
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viding two decompositions of the disposable income distribution: (i) a full decomposition
of the income distribution between 2008 and 2010 into a policy and market income effect
and (ii) a partial decomposition of the income distribution between 2010 and 2013, iden-
tifying a policy effect alone.? In this way, we are able to quantify the relative importance
of market income and policy changes in overall changes to the income distribution. We
use tax-benefit microsimulation to construct counterfactual situations that show what
the post-tax and transfer income distribution would have looked like in 2013 (and 2010)
if either tax-benefit policies or the distribution of pre-tax and transfer incomes had re-
mained unchanged from 2010 (2008). In this way, we are able to disentangle the pure
effect of tax-benefit policy changes occurring over the period 2008-2010 from changes in
the environment in which these policies operate, particularly changes in market income
inequality which may have occurred due to job losses or wage cuts.> We also present
the policy effect of changes occurring between 2010 and 2013. This analysis is carried
out for four European countries which were affected differently by the economic crisis,
namely France, Germany, Ireland and the UK. For each country, we isolate and quantify
the effect of tax-benefit policy changes between 2008 and 2013 on a range of poverty and
inequality measures. We use representative microdata for each country from the begin-
ning of the economic crisis (2007/2008) and from the latest period available (2009/2010),
coupled with microsimulation models (SWITCH for Ireland and EUROMOD for France,
Germany and the UK), i.e. models that transform gross income into disposable income
for each household, taking into account taxes, transfers and contributions in each period
and country. Using these simulations, we can draw conclusions about the effect of the
gconomic crisis on poverty and inequality across countries as well as the effectiveness of

tax-benefit policies in responding to the economic crisis in each country.

We find that Ireland, despite being the country hardest hit by the recession, experi-
enced no real change in inequality and a decline in relative poverty rates between 2008
and 2010 due to the strongly progressive policy response. The policy response offset the
rise in inequality and child poverty which would have otherwise arisen from changes in
unemployment and market income in the early part of the recession. The policy impact
of changes made between 2010 and 2013 in Ireland have, however, worked in the oppo-

2Due to data constraints, discussed later in the paper, we are unable to provide the full decomposition
up to 2013.

3This approach is applied in the study of Clark and Leicester (2004) who investigate the distributional
effect of policy changes over the 1980s and 1990s in the UK. It is then embedded in a more formal
decomposition framework in Bargain and Callan (2010) for France and Ireland and Bargain (2012) for
the UK for the period 1999-2001. A related concept for the comparison of tax regimes with respect
to progressivity, the transplant-and-compare procedure (Dardanoni and Lambert 2002), is applied by
Lambert and Thoresen (2009) for Norway. They isolate the tax policy effect by comparing pre-tax
income distributions which have been adjusted to a common base.
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site direction and have caused a small increase in inequality and a substantial increase
in poverty rates. Germany the country least affected by the recession, saw a rise in the
poverty rate and depth between 2008 and 2010, driven largely by policy effects. The
policy changes implemented between 2010 and 2013 have continued to push up poverty
rates of certain groups, including those in employment. Overall the increase in poverty
rates in Germany between 2008-2013 is due to a combination of regressive tax policy and
slow uprating of social benefits for the poorest. Between 2008 and 2010, France saw a rise
in inequality and the poverty rate, due mainly to non-policy effects such as job losses and
wage cuts. The same period in the UK saw reductions in inequality and poverty which
are attributable to policies such as tax cuts and benefit increases. Policy changes during
the 2010-2013 period resulted in mixed results for different groups in the UK while, in
France, policy changes during this time period reduced poverty and inequality.

The paper is laid out as folows. Section 2 examines the macroeconomic and policy
background of the four countries, detailing the main policy changes made since the onset
of the resession. Section 3 describes the methodology, data and tax-benefit models used.
Section 4 presents the results, while section 5 concludes.

2 Macroeconomic and Policy Background

2.1 Welfare Regimes before the Crisis and the Macroeconomic
Context

Our study presents an original perspective by comparing trends in income distributions
and policy developments in four European countries which have been impacted differently
by the crisis. In the year preceding the crisis, all four countries were relatively close in
terms of GDP per capita.* France and Germany used to be classified under the conserva-
tive/corporatist welfare regime (Esping-Andersen 1990) while the UK represented a more
liberal model, although some nuance is required. Despite low income tax rates, the UK
offers a safety net in the form of income support schemes and a relatively generous family
tax credit for working poor families and for families with children, regardless of their
employment status. In parallel, France and Germany have experienced a significant cut
in tax levels since the early 2000s while introducing or increasing transfers to the working

poor. In Germany, wage moderation and reforms of the social system in the early 2000s

4In 2007, France, Germany and the UK were 8%, 16% and 17% above the EU-27 average GDP per
capita respectively while Ireland was 46% above the average. Repatriation of multinational profits from
Ireland, however, means that GNP was about 80% of the level of GDP, providing a better measure of
the national income available to Irish residents — more comparable to that of our three other countries.
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may also have had some regressive impact on the distribution of income but there is no
substantial evidence of this. Ireland was traditionally placed at a somewhat intermediary
position, with a social protection system described sometimes as "catholic corporatist"
(McLaughlin, 1993), due to the role of the Church and the central role of the family, or
as competitive corporatist since transfers, taxation and labour market institutions were

broadly adapted to competitiveness objectives (Hardiman 2000).

The economic evolution observed in these countries during the crisis is particularly con-
trasted, ranging from the German employment "miracle" (still accompanied by wage
moderation) to a strong negative adjustment in the Irish economy, with the UK and
France performing somewhere in between. We describe the macroeconomic context in
detail below. The importance of automatic stabilizers and discretionary fiscal policy in
each country will also, ultimately, determine the extent to which the Great Recession
affected overall poverty and inequality measures during this timespan. Policy options in
each country are described in the next sub-section.

Germany experienced a strong macro shock in 2008-09 (—4.9% in real GDP) but a return
to positive growth of over 4% in 2010 as shown in Figure 1, largely due to strong global
demand for German exports (Jenkins et al, 2013). The use of short-time work in partic-
ular has prevented an increase in unemployment and, according to Bargain et al. (2012),
has partly (fully) limited the increase in relative (absolute) poverty. Unemployment rates
in Germany and France prior to 2008 were generally higher than those in Ireland and
the UK, as shown in Figure 2. German unemployment rates resumed falling after 2009,
reaching their lowest level in recent decades (5.5% in 2012).° France was less interna-
tionally exposed than other countries like Germany due to a traditionally strong reliance
on its internal market. The macro shock was therefore slightly smaller (—3.7% of GDP
in 2009) but so was the return to growth in 2010 (+1.1%). This was accompanied by a
long-lasting deterioration of labour market conditions (Figure 2), showing an increase in
unemployment from a low of 7.8% in 2008 to 10.3% in 2013. The period 2008 to 2010
saw a recession of unprecedented severity in the Irish economy. GDP had grown strongly
over the preceding 15 years, with employment almost doubling and unemployment rates
falling sharply (Figure 2). During this ‘Celtic Tiger’ period, unemployment fell to just
over 4% in 2000 and remained around this level until 2008. Over the years 2008 to 2010,
real national income fell by close to 10% — more than double the size of the fall in the
UK, Germany and France. The economic deterioration was driven by a collapse in the

’Burda and Hunt (2011) attribute this ‘unemployment miracle’ to a variety of factors such as employers
reticence to hire in the preceding expansion, wage moderation and an increased adoption of ‘working time
accounts’. Brenke et al. (2011) also give credit to the expansion of the short-term compensation scheme,
which provides financial aid for firms experiencing difficulties if they agree to reduce working hours and
pay, describing it as the ‘German answer’ to the great recession.

4
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property sector and an accompanying sharp fall in employment in the construction sec-
tor, upon which the Irish economy had become heavily reliant, a banking crisis and the
worldwide financial crisis.® Unemployment more than doubled between 2008 and 2011,
increasing from 6.4% in 2008 to 14.7% in 2010. The UK, fuelled by the global financial
crisis, also entered its deepest recession since the Second World War in 2008. Significant
falls in real GDP were experienced between 2008 and 2010 with a decline of 1.6% in 2008
and 4.6% in 2009, followed by a return to positive growth in 2010 of 1%. A weak recovery
was followed by the first double-dip recession in the UK since the 1970s as a return to
negative growth occurred in 2012. Unemployment rose from 5.6% in 2008 to 8.1% in 2011,

after which it began to fall.

Figure 1: GDP per capita Growth Rate, 1996-2012
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2.2 Policy Reactions to the Great Recession:

Our decomposition analysis identifies "policy effects" between 2008 and 2013 and "other
effects" between 2008 and 2010. By "policy effect", we mean the effect of changes in tax-

6The banking crisis resulted in the government guaranteeing both investors and bondholders and
led to unsustainable yields on Irish bonds as government debt grew. These unsustainable yields led to
the Irish government seeking a financial ‘bailout’ from the ECB and IMF in 2010. Firm commitments
to fiscal austerity formed part of the terms of the economic adjustment package, with further negative
consequences for household disposable incomes (see Doorley et al, 2013).
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Figure 2: Unemployment Rates, 2005-2012
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benefit policies ” related to direct taxation, social security contributions, non-contributory
Q) benefits (child and family benefits as well as social assistance) and contributory benefits
which are treated as redistribution (essentially Jobseeker’s allowances and public pen-

hich constitute the scope of our "policy effect" is presented in Table A.1 in the Appen-
dix. By "other effects", identified only for the period 2008-2010, we mean all the other
factors that can affect the distribution of disposable income: these are primarily changes

mons). The set of tax-benefit policies which are actually simulated in our analysis and

O in gross incomes due to market forces but they also account for other policies (changes
O in the minimum wage, changes in unemployment benefit or pension rules in France and
Germany, etc.). We present the main policy changes characterizing the period for which
a full decomposition is possible, 2008-2010 (Phase 1). We also describe the main policy
changes occurring in the time period for which only a "policy effect" can be obtained due
to data restrictions, 2010-2013 (Phase 2) ® Tax-benefit policy changes in all four countries
are summarized in Table 1. This table also shows changes in minimum and average wages
between 2008-10 and 2010-13 as well as changes in inflation to allow us to determine if

increases in tax and social insurance thresholds along with benefit rates kept pace with

"For Ireland, changes to public sector wages are also counted in our ‘policy effect’.
8For more information on policy reforms during the period under study, see Doorley (2013) for France,

Ochmann and Fossen (2013) for Germany, Doorley et al. (2013) and Callan et al (2012) for Ireland and
Sutherland (2013) for the UK.
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wage and price inflation. The mean wage changes (o' and o?)reported in Table 1 will be
used to uprate tax-benefit systems and income distributions, as described in Section 3.

The main policy changes enacted over the period 2008-2013 in the four countries
studied are as follows.” France saw the addition of an in-work benefit scheme (RSA) to
its minimum income policy (RMI) in 2009. Family benefits, social assistance and the
earned income tax credit progressed at a slower rate than income or price growth between
2008-10. Social assistance and the earned income tax credit continued to progress slower
than income between 2011-13 while family benefits had caught up with income growth by
2013. Progressive tax reforms dominated the period with increases in the level of capital
and income tax rates, particularly for the highest earners. In Germany, tax allowances for
the elderly were steadily reduced between 2008 and 2013. Social assistance payments grew
slower than income between 2008 and 2010 but had caught up by 2013. In a structural
reform, the lowest income tax rate was reduced in 2009. From 2011 onwards in Germany,
tax and social security bands grew slower than income while child benefits grew faster
than income. Ireland implemented a strong set of austerity measures between 2008-10
including income tax increases, reductions in child benefit and social assistance and public
sector pay cuts. 2011 onwards saw further austerity measures in the form of reductions of
income tax bands and tax credits, increases in social security payments, further decreases
in social assistance and child benefit and the introduction of a property tax. The UK
policy changes between 2008-10 included increases in income tax rates, especially for
high earners as well as redistribution towards the working poor through an increase in
the working tax credit. Increases in the child tax credit also occurred during this period.
From 2011 onwards, child benefit was withdrawn from high earners and the working hours
required to claim the working tax credit increased. The highest rate of income tax was
reduced in 2013.

It is useful to look at the extent of policy changes that were implemented between 2008
and 2010, the years of our full decomposition, compared to the extent of policy changes
implemented over the whole period. This exercise gives us an idea of the degree to which
our Phase 1 decomposition captures policy reactions to the recession. Looking at Table
1, we note that while many structural reforms were implemented in France between 2008
and 2010, such as the extension of the minimum income to the working poor, more were
implemented in the following three years, such as the introduction of new income tax
bands for high earners. For Germany, there were no major structural reforms after 2010
although tax allowances for the elderly continued to decrease. Rather we see higher
uprating of transfers and a stagnation of tax and social security thresholds in Germany
after 2010. In the UK, one of the major austerity measures was relaxed in Phase 2 with

9A full description of these changes is available in Appendix A.2.
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Table 1: Description of Tax-Benefit Policy Changes between 2008-2010 and 2011-2013

France

Germany

Ireland

UK

Changes 20082010

Tax/onl ¢apital income

Progressive income! tax

Sociallsecurity contributions

Social (and unemployment)

assistance

Child benefits, tax ¢redits &
social transfer ¢hild'increments

Capitall taxlincreased by 2 ppt'in'09;
+1.1%taxlonl capital to finance RSATin
"10.

67% teliefl of the taxbill forTowest
earners in'09; toplmarginal tax[tate
increased by 1 pptlin"10.

Extension of social dssistance fo the
working poor (RSA)[in'09;

UnemploymentBenefit duration ¢hanged

Introduction of tax'on ¢apitallincome 6f
25%/in"09; tax allowance for capital
incomeincreased;[fax[allowancesfor the
elderly andl¢ivil servants'decreased

Lowestlincome! tax fate decreased by 1
pptin0

Basiclsocial asssistance(ALGII) tate
uprated

Reforms of nniversal ¢hild benefit,

IncomeLevy of 206%( on'all gross incomes
introduced in/"09; Tax/bands increased
slightly

Ceiling at'whichsocial security
contributions were ¢apped increased;
Health Levy doubledin09
Reduction/inbenefits for those of
working age; Jobseekers' Allowance! for
youths teducedin"1 0;
ChildBenefit feduced in"10

education'benefit and child allowancesin ~ (compensatedby increase insocial benefit

'09

child’increments for the poor)

Incomeltax| thresholds/increased; 50%/ top
tax( ratelintroducedin"1 0y Personal tax
allowances increased but subject to'a
£100,000 threshold from"0.

Upper ¢arnings limit/increased;

Benefitsincreased by inflation (standard
uprating); Working tax| credit/increased
Child Benefits fates increased; Child
increment! 6f thel Child Tax/ Credit
increased

Changes 20112013

Fixed deduction for dividendsabolished ~ Taxbandsincreased; Tax allowances for

Tax[onl ¢apital i
aoncaptatincome 12 thelelderelydecreased
I ¢ Levy ¢ombined with Health Levy
Incomé taxband 6f45%[ forf incomes over n,c omeLevy-com 1.n edwit 'eat vy
. o in"l 1Lto form Universal Social Charge
- EUR150,0000in " 2; Contribution of 3[]
Progressivelincome tax (USC);Incomel tax bands teduced; 3%

4% onlincomes over EUR250,0000n " 3;

Social security contributions

Social (and inemployment)

Overtime tax|tebate abolished in 12

Family benefits increased; Social assistance

Sociallsecurity bands increased

Parental benefits testricted tolincome
unded EUR250,000; Increase/in Social

USJ surchargel onl self émployed income
>EUR100,000

Working dge social welfarel payments

[Personal dllowances increased; 50%/ tate
reduced tol45%[in"13

Standard tate increased from 1112%,
upper fatelincreased from 11 2%/ in"1 0
Majority of Social welfarel payments
increased (automatic indexation); Local

Accepted Article

i yments in d. duced.

assistance paymentsincrease assistancel fates reduce Housing Allowancelteformed.
Childcare!eligible for teimbursement

Child benefits, tax éredits & Educatiorﬂllowances@ncreasedﬂnd ) . ireduced]rﬂl1;|]]hol.1r§frequired].fo@0’TC

. . extended to thosel marginally over'the Increaselin' Child Benefit! rates ChildBenefit/ teduced increased in"1 2; Child benefit withdrawn
social transfer{ ¢hild increments . L . .

incomellimit; from'high ¢arners/in"12; Familyl ¢lement
of CTC withdraw n after child ¢lement.

Yoléhangelinltax benefitmonetary parametersi2008 2010
Social Assistancel payments 2.7% 1.2% 10.9% 8.2%
Child benefit payments [, 3.0% 6.5% 9.6% 8.0%
SSOthresholds 6.2% 2.9% 0.0% 7.2%
Incomeltax/ thresholds 1.9% 3.0% 2.6% 6.3%
InWworkl transfer} 0.0% n/a 2.0%z% 6.7%
Yléhangelinltaxbenefifimonetarylparametersi20112013
Social Assistancel payments 3.7% 8.8% [4.4% 9.5%
Childbenefit payments f, 6.8% 12.2% [13.3% 0.0%
SSC thresholds 4.8% 6.3% n.a[ceiling abolished 14.9%
Income tax(thresholds'} 0.0% 0.4% [9.2% 0.0%
Inwork transfer( 0.0% n/a 0.0% 0.0%
Yolehangelinlmeanwage andincome 20082010
Minimum wage 2.7% n/a n/a 5.1%
MeanWwage (Uprating factor &' 4.5% 2.1% 2.6% 4.2%
Harmonised CPI (Eurostat) 5.1% 4.1% [0.2% 9.4%
Yolehangelinlimeanivagelandincome 20112013
Minimum wage 6.4% n/a n/a 6.7%
l\IeanBvagﬂUpratingEﬂ'acmﬁzj 5.7% 9.1% £0.9% 5.3%
Harmonised CPI (Eurostat) 5.6% 6.4% 3.6% 10.1%

Ll the-Child Tax Credit in the UK bas_been_frozen nominally

F-Social security contribution (SSC) and Incomé taxi thresholds averaged overt all Hhresholds. In Ireland, o change id the SSC ceiling but it increase of 8% in thé_imaximuni amonnt payable between 2008 2010, ceiling dbové whichi no

mord SSCLis payable was_abolished by 2013.
T ork benefif or axiredif o laborincome.

K Factof & s thd distributionally heutral igprating factorused inl the 'nd keform" Scenarios (it is the Y éhange i ineani wages ver thé period)a ' for 20082010 and & fort 20100201 3, land is smaller thani agé progression inl lime of

Jjollosses | work sharind (Enrostat).
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the top tax rate of 50%, introduced in 2010, reduced to 45% in 2013. Structural tax
changes implemented in Ireland during Phase 1 tended to be extended in Phase 2 while
decreases in monetary tax and transfer parameters began or continued to decrease beyond
2010. This illustrates the importance of policy reforms after 2010 to overall recovery and
highlights the need to examine the ‘policy effect” from 2010 to 2013.

2.3 Aggregate Changes in Incomes, Taxes and Benefits

Table 2 shows mean household gross income, taxes, transfers, social security contributions
(SSC) and disposable income for the four countries investigated. These statistics give
some preliminary insight into potential tax-benefit policy effects on household disposable
income. We present the percentage change between 2008 and 2010, the years of our
full decomposition. We also show the percentage change that occurred between 2010
and 2013. As we do not yet have data for 2013, the disposable income distribution for
this year is obtained by applying the 2013 tax-benefit rules to 2010 data with incomes
uprated by 2010-13 wage growth (a? from Table 1). Therefore, the latter figures should
be interpreted with caution as they take no account of demographic or market income
changes between 2010 and 2013.

Gross income between 2008 and 2010 increases slightly in France and Germany, decreases
slightly in the UK and decreases significantly in Ireland. Disposable income increases in
France, Germany and the UK while in Ireland, it decreases less rapidly than gross income.
The main reason for these phenomena is the stabilizing effect of tax-benefit systems over
he 2008-2010 period, i.e a decrease in market income for some households is partly
compensated by an automatic decrease (increase) in taxes paid (benefits received). On
top of this stabilization provided by the initial policy set, there may be also the specific
effect of policy changes over the period, the role of which is investigated in the rest of
this paper. We can already comment on this using trends in tax and benefit aggregates
in Table 2. Yet we must keep in mind that these trends between 2008-2010 combine the
stabilization effect (how taxes paid and benefits received vary due to changes in market
incomes) and the effect of policy reforms during the period. Tax changes in Germany
and France in the first period seem regressive. In particular, in Germany, the tax bill
falls substantially (—9%), likely to be partly due to the decrease in the lowest tax rate
previously described. Conversely, tax payments increase in Ireland between 2008-2010,
following the exceptional measures described above and, in particular, the introduction
of an "Income Levy" on all gross incomes. Social security contributions in Ireland also
increase substantially between 2008-2010 as the ceiling above which contributions were
capped rose. In France (and the UK), the transfer system contributes most to the increase
in disposable income with households receiving an average of 12% (11%) more in transfers

9
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in 2010 compared to 2008, probably influenced by the uprating of social transfers and tax
credits and the introduction of an in-work transfer, the RSA, in France as described above.
A similar and even stronger redistributive effect can be observed for Ireland, with a 15%
increase in transfers between 2008 and 2010, partly cushioning the dramatic decrease in
mean gross income. Policy changes on the benefit side are more modest in Germany,
with transfer payments increasing by less than 1% over the period. Again, these trends
combine the interaction of existing policies with changes in market income, together with
genuine tax-benefit policy reforms over the period. The decomposition approach suggested

hereafter allows us to disentangle these two factors.

Table 2: Mean Household Income, Taxes and Transfers

France Germany
YA %ol Y%A %A
2008 2010 0810 2013 7013 2008 2010 0810 2013 7013

Grosslincome 2,886 2,889 0.1% 3,055 5.7% 2,679 2,710  1.2% 2,958 9.1%
Taxes 515 497 [B.6% 621  25.1% 584 534 [8.6% 621 16.3%
Transfers 1,093 1,225 12.1% 1,287 5.1% 1,024 1,031 0.7% 1,107 7.4%

Employeestcontr. 294 253 [13.7% 315 24.3% 467 486 4.0% 530 9.1%
Self employedicontr 64 62 [26% 70  11.7% 35 29 [18.1% 31 8.8%
Disposabléincmme 3,105 3,302 6.3% 3336 1.0% 2,617 2693 29% 2882 7.0%

No.ofhouscholds 10,418 11,042 11,042 13,312 13,079 13,079

Ireland UK i
Y%L Y% D2 YA
2008 2010 08110 2013 70713 2008 2010 0810 2013 71013

Grosslincome 3,383 3,008 [771.1% 2,978 [1.0% 2,637 2,631 [0.2% 2,767 5.2%
Taxes 466 499  7.0% 602  20.8% 564 567  0.6% 563 [0.8%
Transfers 1,022 1,179 15.3% 1,108 [6.0% 707 783 10.8% 791  0.9%

Employeesdontt. 93 158 69.2% 66 [58.4% 186 188  0.9% 195 4.1%
Self employedicontr. 21 29 41.0% 11 [63.3% 13 12 5B4% 14 11.4%
Disposableincome 3,823 3,537 [7.5% 3,437 [2.8% 2,581 2,647 25% 27785 5.2%

No.ofThouseholds 5,247 4,642 4,642 25,088 25,200 25,200

Monetary valnes aré in” Euros_ (transformed dising thd 2010 dxchangd tatd for $hd UK). German_and French tesults
froni 2008 2010 and 201 3 Eunromod. systems used with 2008 and 2010 EUS ILC data UK gesults from Euromod
2008,/ 2010.and 2013 3y stems_ising 2008/ I_tnd 2009/ 10 FRS data  Trish tesults frond SWITCHI 20082010
and 2013 using 2008 and 2010 EU S ILC data

Recall that the percentage change between 2010-2013 in household gross income, taxes,
transfers, SSC and disposable income is the change that is attributable to policy only as
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we are working with 2010 data. The full impact on incomes over the 2010-2013 period will,
of course, be a combination of policy effects and other changes (market incomes etc) which
will only be detected once 2013 data is available. Gross income changes between 2010-
2013 reflect the uprating factor used to convert 2010 monetary values to 2013 levels for
use with 2013 policies (a? from Table 1). Gross income rises in all countries but Ireland
which continues to see a (small) decline of 1%. Transfers rise in Germany and France
(5 —8%) but fall in Ireland (—6%) and are stable in the UK. Taxes increase significantly
in all countries but the UK. Disposable income rises slightly in France (+1%) and more
so in Germany (+7%) and the UK (+5%) but continues to decline (—3%) in Ireland as
can be expected with a decline in gross income and transfers. As described in Table 1 and
Appendix A.3, a component of social insurance, the Health Levy, was removed from the
social insurance scheme and combined with the Income Levy in 2011 to form the USC.
The USC can be viewed as an additional income tax. This change gives the appearance of
a sharp reduction in social insurance charges accompanied by a rise in taxation - the net
effect, however, is that total deductions from gross income (taxes plus social insurance)
remained roughly unchanged between 2010 and 2013 in Ireland.

3 Methodology

We use tax-benefit microsimulators linked to household surveys to simulate disposable
income distributions and, subsequently, inequality and poverty indices for one year at
the onset of the crisis (2008), for an intermediate year based on the availability of the
thicrosimulation models linked to survey data (2010) , for an end year for which microsim-
ulation models (without the relevant data) are available (2013) and for counterfactual
scenarios as described hereafter.

3.1 Microsimulation and Data

Simulations are performed using the tax-benefit calculator EUROMOD for France, Ger-
many and the UK and SWITCH for Ireland. Both of these microsimulation models
numerically simulate tax-benefit rules, allowing the computation of all social contribu-
tions, direct taxes and transfers to yield household disposable income. Microsimulators
are linked to the Family Resources Survey (FRS) for years 2008/09 and 2009/10 for the
UK (collected over the twelve months between April and March), to the EU-SILC data for
years 2008 (2007 incomes) and 2010 (2009 incomes) for France and Germany (EU-SILC
data is collected over the calendar year), and to national SILC data from 2008 (2008
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incomes) and 2010 (2010 incomes) for Ireland.!” The income reference period for the Ger-
man and French EU-SILC data is the previous year so that the 2008 data collects 2007
income and the 2010 data collects 2009 income. We account for this delay by uprating all
income sources by income-specific indices in EUROMOD in order to be able to use the
2008 and 2010 policy parameters with the corresponding data for each year.

The major advantage of a microsimulation model is that it allows us to examine possible
counterfactual scenarios (e.g. what if tax-benefit policies had simply been indexed by
inflation?) and allows us to attribute changes in inequality and poverty to government
policy or to market and demographic forces. It is worth noting, however, the standard
limitations that accompany the use of microsimulation models. Firstly, the models are
static and assume no behavioural response to policy changes. Any behavioural responses
occurring between 2008 and 2010 will therefore be picked up in the ‘other effects’ cate-
gory. Survey data tends to have issues accurately capturing the higher end of the income
distribution. Therefore, we should be wary of measures affected by this such as the Gini
coefficient. Take-up of means-tested benefits is generally not 100% although basic mi-
crosimulation of benefits attributes them to all eligible households. We deal with this by
introducing random non-take-up to the main means-tested benefits in the four countries
studied. In addition to this there may be some policy changes that are not captured by
a tax-benefit model due to a lack of information in the underlying data that prevents
simulation of a tax or benefit. Indirect taxes are generally not captured in microsimula-
tion models as expenditure information is often not present in the income surveys used to
build a database for the tax-benefit model. In France and Germany there were no changes
in indirect taxation between 2008 and 2013. In Ireland, changes in VAT were minimal
and had little additional impact across the income distribution. In the UK VAT changes
were relatively large. The inclusion of VAT in the analysis of UK income distributions
in De Agostini et al (2014) alters the magnitude of the changes in income across all in-
come groups with a sharper effect being seen at the poorest income decile. The overall
pattern of gains for the bottom eight deciles and losses for the top decile was unchanged,
however. Therefore, if we were able to include indirect tax reforms in our analysis, our

inequality /poverty measures might be higher than presented here.!! A more detailed dis-

10The FRS is a well-known source for statistical studies in the UK, notably used in national microsim-
ulation (see Sutherland, 2013). EU-SILC (statistics on income and life conditions) constitute the most
recent and important source of microdata for comparative studies on income distribution in Europe.
Started in 2003 for 6 member states (Belgium, Denmark, Greece, Ireland, Luxemburg and Austria), as
well as Norway, EU-SILC has been extended to other EU countries in 2004-2005, followed by Bulgaria,
Rumania, Turkey and Swizerland from 2007. It gathers annual cross-sectional information on European
individuals and households (incomes, socio-demographics, social exclusion, life condition). It was origi-
nally created to provide the material for structural indices of social cohesion in Europe (Laeken indices).

De Agostini et al (2014) also point to the impact of different uprating or indexation factors (e.g.
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cussion of these issues can be found in Appendix A.4 in which we compare simulated
disposable income distributions with actual distributions (i.e. those from external statis-
tics or directly observed in the data) and discuss the potential discrepancies caused by
delayed incomes for these two countries. We also explain in detail how and why simulated
inequality and poverty measures differ in levels from observed ones at any point in time.
We show nonetheless that they are relatively close in terms of time variation, which is

the key aspect for the validity of our analysis.

3.2 Definitions and the Decomposition Method

First, it is important to define our terminology and the scope of the policy changes
that we intend to characterize in what follows. Our analysis focuses on changes in the
distribution of household, equivalized'?, disposable income. ‘Disposable income’, as widely
used to measure poverty and inequality, is defined as all household incomes net of taxes
and social contributions and after receipt of all types of benefits. By household ‘gross
income’ or ‘market income’, we mean the total amount of labour income, capital income

and private pensions before taxes and benefits.?

Our decomposition analysis will isolate a "policy effect" from "other effects", for the pe-
riod 2008-2010 and a "policy effect" alone for the period 2010-2013. For this purpose, we
define seven simulated distributions of disposable income in our analysis and these are
summarized in Table 3. We introduce some notation to describe the construction of these
counterfactuals. Denote y a matrix describing the population contained in the data, i.e.,
gach row contains all the information about a given household, including various market
income sources and socio-demographic characteristics. Denote d the ‘tax-benefit function’
which transforms, for each household, gross incomes and household characteristics into
a certain level of disposable income. Tax-benefit calculations also depend on a set of
monetary parameters p (e.g., maximum benefit amounts, threshold level of tax brackets,

etc.). Thus, the distribution of disposable income is represented hereafter by d;(p’, 3),

price inflation, wage inflation, total market income inflation, zero indexation) can have on the estimated
distributional effects of policy changes. A robustness analysis (result available from authors) in which
we use CPI instead of wage growth to uprate parameters and income distributions does not change our

conclusions in this paper.
12Using the modified OECD equivalent scale.
3Replacement incomes (public pensions and unemployment benefits) are considered as transfers in

the UK and Ireland because public pensions and unemployment insurance can be viewed as part of the
redistributive system (maximum benefit levels are not tied to the amount of past contributions). For
France and Germany, pensions and unemployment benefits are insurance mechanisms, with payments
closely related to contributions levels. To ease comparison, we treat them as transfers in this analysis
but alternative simulations which treat them as replacement incomes do not affect our results.
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for a hypothetical scenario including the population of year [, the tax-benefit parameters
of year j and the tax-benefit structure of year i. We are interested in relative inequal-
ity /poverty indices calculated based on the final disposable income for each scenario. Sub-
and super-script 0 in table 3 indicates the year 2008, 1 indicates 2010 and 2 indicates 2013.

Table 3: Summary of Scenarios

Data TaxBenefit Policies Notation
Scenario Year Uprated Uprated ol Year Year Uprated Uprated ol Year

©) 2008 No 0 2008 No 0 do’S")
) 2008  Yes 2010 2008  Yes 2010 doe'pya'y"
©) 2010 No 0 2008 Yes 2010 do(e'p’ 3
©) 2008 Yes 2010 2010 No 0 di(p're'y")
) 2010 No 0 2010 No 0 dip'¥)
G) 2010 Yes 2013 2010 Yes 2013 dy@’p'ja’yh)
©) 2010 Yes 2013 2013 No 0 dy(p’re’y)

Uprating performed iising inean wagd thanges| al"and a2 keported bi T abli 1

We begin our analysis by calculating the ’actual’ 2008, 2010 and 2013 disposable in-
come distributions. To arrive at the 2008 disposable income distribution (scenario 0 or
do(p°,4°)) the tax benefit model is used to compute taxes paid and benefits received based
on the 2008 population with its corresponding gross income distribution and the 2008 tax-
benefit rules. The 2010 disposable income distribution (scenario 4 or d;(p',y')) is arrived
at in the same way, this time using the 2010 gross income data and 2010 tax-benefit rules.
As we do not have 2013 data we estimate the 2013 ‘actual’” disposable income distribution
by uprating the 2010 nominal gross income to 2013 values, using the uprating factor o
(see Table 1), i.e., the wage growth rate between 2010 and 2013. We then apply the 2013

tax-benefit policies to these incomes (scenario 6 or dy(p?, a?y')).

To perform our first decomposition, we construct two counterfactual income distributions,
do(a'p®, a'y®) and do(a'p®,y') (scenarios 1 and 2 in table 3). These scenarios use the
uprating factor a!(see Table 1) to uprate 2008 policy parameters to 2010. We then apply
these tax benefit rules to the uprated 2008 gross income distribution for scenario 1 and
the 2010 gross income distribution for scenario 2.

This allows us to perform our first decomposition in which the policy effect is evaluated
while holding the population constant at the intermediate year (2010).

A = {T[di(p"y")] = I [do(a'p® y")]} (policy effect) (@)
+{I [do(a'p’, y")] — I [do(a'p", a'y")] } (other effects)
+{I [do(a'p’, a'y*))] = I [do(®°,4°)] } (income growth).
14
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We next simulate a further counterfactual income distribution, scenario 3 or d;(p*, a'yP).
This scenario holds the market income distribution constant by uprating 2008 gross in-
comes to 2010 using a!. This is used in a second decomposition in which the policy effect
is evaluated while holding the population constant at the base year.

A = {I[di("y")] —I[di(p", a'y")]} (other effects) (II)
+{I [di(p*, a'y’)] = I [do(a'p", 0'y")] } (policy effect)
+{I [do(a'p’, a'y*))] — I [do(¥°,4°)] } (income growth).

Since there is no compelling reason for preferring the first decomposition over the second,
we also compute the Shorrocks-Shapley decomposition by averaging the contributions for
the two decompositions above, which gives the average policy effect, P, and the average
other effect, O between the base and intermediate periods.'*

P o= 1/2x [I[di(p",y")] — I[do(a'p®, y")]] + 1/2 % [I[dy (p", 'y®)] — I[do(p°, 3 JIT)
O = 1/2x[I[do(a'p°,y")] — Ido(p®, y°)]] + 1/2 % [I[dr (p", y")] — I[da(p", o'y?)]].

Recall that we cannot perform the full decomposition for the 2010 to 2013 period due
to data constraints. We can, however, calculate a "policy effect" for 2010-13 by defining
a final counterfactual disposable income distribution, dy(a?pt, a®y!) or scenario 5, which
uprates 2010 gross incomes and policy parameters by wage growth during the period, o.
The policy effect between 2010 and 2013 can then be estimated:

A = {I [dg(pQ,ale)] —1 [dl(azpl,azyl)” (policy effect) (IV)
+{I [di(e?p", 0®y")] — I [di(P",9")]} (income growth).

3.2.1 Homogenity Check

Notice that tax-benefit functions d(p, y) are usually linearly homogeneous in p and y, i.e.
a simultaneous change in nominal levels (e.g. switching from Pounds Sterling to Euro)
of both gross incomes and monetary tax-benefit parameters should not affect the relative
position of households in the distribution of disposable income. The direct consequence

14The general Shorrocks-Shapley decomposition method has been applied in several contexts, including
the decomposition of changes in inequality trends (see Mookherjee and Shorrocks, 1982, for the UK and
Cowell and Jenkins, 1995, for the US), in poverty trends (Kolenikov and Shorrocks, 2005) and in income
mobility indices (van Kerm, 2004). Jenkins and van Kerm (2005) also analyse inequality changes in the
UK in the 1980s and discuss the choice of weights used in the decomposition, either base-period values,
end-period values or the Shapley value.

15

This article is protected by copyright. All rights reserved.



of this is that inequality and poverty measures calculated using the disposable income
distribution of scenario (0) i.e. applying the 2008 tax-benefit rules to the 2008 data,
should be equal to scenario (1) in which the uprated 2008 tax-benefit parameters are
applied to the uprated 2008 data. That is, the ‘income growth’ component, the third
term in decompositions I and II above, should be zero.!® A second homogenity check
is also possible by comparing the inequality and poverty statistics calculated using the
disposable income distributions from scenario 4 (2010 tax-benefit rules applied to 2010
data) and scenario 5 (i.e. 2010 tax-benefit rules uprated to 2013 and applied to 2010 data
uprated to 2013). We check this empirically in the next section.

4 Results

Tables A.2 to A.5 in Appendix A.3 present complete decomposition results for France,
Germany, Ireland and the UK respectively as well as the homogenity checks. The main
results, however, are summarised in Figure 3. In each panel in this figure, inequality and
poverty indices are reported with reference to the base period value (2008 in the first
three panels and 2010 in the last panel) which is normalised to 100 and represented by
the dashed black line for comparison. Inequality is measured by the Gini index and a
range of poverty measures are also shown. The poverty headcount index (FGTO0) shows
the proportion of the population who have equivalised disposable income at or below
60% of the median. Poverty depth, estimated using the FGT1 index, measures how far
individuals are from the poverty line. Poverty rates for subgroups of the population
(households containing children, households headed by individuals over 60 years of age,
working households, non-working households, etc) are also reported. The top panel in
Figure 3 shows the total change in the inequality and poverty indices between 2008 and
2010. The second and third panels of Figure 3 show the Shorrocks-Shapley decomposition
(equation IIT) of the total change 2008-10 into a "policy" effect and an "other" effect. The
second panel shows the hypothetical change in inequality and poverty measures between
2008-10 in the absence of policy changes, i.e. this graph isolates changes that are due
to effects other than tax-benefit policy such as changes in incomes, job losses etc. The
third panel shows what inequality and poverty measures would have looked like if the
only changes to occur were policy changes and the underlying gross income distribution
had remained unchanged between 2008 and 2010. The final panel of Figure 3 shows the
effect of policy between 2010 and 2013 on poverty and inequality using the decomposition

15While this should be the case in France, Ireland and the UK, part of the German system may not
fulfill this condition. Germany is characterized by a concave income tax function, in contrast to the
piecewise linear income tax schedule of other countries and, therefore, a non-homogenous tax-benefit

function.
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elaborated in equation IV.

In interpreting each panel of the graph, if the relevant bar is above the dashed line then
the inequality /poverty meaure rose due to the relevant change (policy/other) over the
period concerned. If it is below the dashed line then the inequality /poverty meaure fell.
If the bar is at the dashed line then the measure remained unchanged.

4.1 France

Inequality slightly increased between 2008 and 2010 in France due to market income
shocks while policy effects left inequality measures unchanged. Subsequent policy changes
after 2010, however, decreased inequality. A similar pattern emerges on examining relative
poverty measures. Between 2008 and 2010, relative positions of the poorest deteriorate due
entirely to a strong shock to their market income, reflecting how increasing unemployment
has affected the lower part of the income distribution. This trend is reversed by policy
reforms after 2010.

Turning to "absolute" poverty changes, i.e. when fixing the poverty line at a constant level
in real (income inflation adjusted) terms, we find that, despite negative market income
shocks, the standard of living of the poor has remained relatively stable between 2008-
13 thanks to policy effects in the period 2008-10 such as the introduction of an in-work
benefit component to the French minimum income scheme. However, subsequent policy
reforms between 2010-13, namely, the failure of income tax or or social security thresholds

to keep pace with rising wages, have slighty increased absolute poverty once again.

Among the sub-groups studied, patterns for children, the working poor and the working

poor with children are similar over the time period studied. Although market shocks
between 2008 and 2010 increased child poverty, policy reforms over the entire period
2008-13 have worked to counteract this increase. The same can be said for working
poverty and working poverty with children. Elderly poverty was pushed up slightly by
policy reforms between 2008-10 but decreased again from 2010 onwards thanks to further
policy reforms. Non-working families with children have higher poverty levels in 2010 due
to the failure of social assistance to keep pace with wage increases. This trend is reversed
after 2010 with incerases in child benefit payments and reforms to education benefits.

4.2 Germany

Inequality was little affected by either policy or market effects between 2008-13 in Ger-
many. However, a decline in the relative position of those at the bottom of the distribution

is illustrated by the poverty measures. Headcount ratio poverty, with a relative poverty
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Figure 3: Decomposing Inequality /Poverty Change: International Comparison
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line set at 60% of the median, increased between 2008 and 2010 due both to policy and
to other effects. While relative poverty remained stable from 2010 onwards, absolute
poverty continued to increase after 2010. The overall poverty increases until 2010 can be
attributed to the slow uprating of social assistance, the decrease in tax allowances and
the change in capital income taxation. After 2010, the failure of income tax and social
security bands to keep up with market income increases makes those on low incomes
relatively poorer, increasing the depth of poverty and absolute poverty rate.

Turning to subgroups of the population, we find an increase in child poverty, work-
ing poverty, working poverty with children and, in particular, non-working poverty with
children between 2008-10. These increases can be attributed to market income changes.
With the exception of working poverty, there are small opposing policy effects for the
period 2008-10 which are likely to be attributable to increases in child benefits and edu-
cation allowances. However, from 2010 onwards many of these policy trends are reversed
with increases in the poverty rate of households with children, working and non-working
households notable between 2010 and 2013. Poverty rates of the elderly decrease in both
periods examined but while the decrease between 2008-10 can be attributed to market
shocks, the decrease after 2010 is due to policy changes.

4.3 Ireland

Overall inequality was relatively unchanged in Ireland between 2008 and 2010. This was
due to the fact that policy reforms worked to decrease inequality compared to what could
liave been expected in the context of massive job losses. (see also O’Donoghue et al.,
2013). Policy reforms after 2010 have had little effect on inequality. Our simulations
show a consistent decrease in all poverty measures excluding child poverty between 2008-
10. These early poverty decreases can be attributed both to policy and other effects.
Patricularly for the elderly, poverty rates fell due to policy changes such as increases in
social welfare rates in 2009, a policy which was counteracted by reductions in 2010 for all
but the elderly. The overall rise in child poverty between 2008-10 was small due to the
cushioning effect of policy. However, subsequent policy reforms increased child poverty
rates, along with all other reported measures of poverty after 2010. This increase in
poverty after 2010 is the result of continuing and heavy austerity measures. As mentioned
in Section 2.2 and described in Appendix A.2, the universally paid Child Benefit rates
were cut sharply between 2010-13, particularly for larger households, with no increase in
payments for child dependants of social welfare recipients. Unemployment benefits and
welfare payments to one-parent families were also reduced.

Looking lastly at absolute poverty rates, we find that they increase in both periods

19

This article is protected by copyright. All rights reserved.



examined. Between 2008-10, this increase can be attributed to market shocks. However,
between 2010-13, austerity begins to bite and the policy reforms described above lead to
a large increase in the absolute poverty rate.

4.4 UK

Inequality decreased in the UK between 2008-10 and was stable thereafter. This was
driven by a combination of tax-benefit policy reforms and market income changes between
2008-10. The headcount index also decreased while the depth of poverty actually increased
slightly between 2008-10. Both of these changes were the result of a combination of
poverty-reducing policies, such as the uprating of benefits and the working tax credit and
the lower standard tax rate, and poverty-increasing other effects. Similar policy and other
trends are also reflected in the small decrease in absolute poverty before 2010.

Within subgroups, we note large decreases in the poverty rates of children, the elderly and
those working and not working with children. These decreases are, in large part, fuelled
by policy changes between 2008-10; increases in child benefit rates (+8% between 2008
and 2010) and increases in child tax credits.!® Market income changes up to 2010 also
contributed to the decrease in elderly poverty and non-working with children poverty.
We can expect no large changes to poverty due to more recent policy changes. The
headcount ratio is slightly increased by policy changes between 2010 and 2013 although
there is heterogeneity across groups. Child poverty and working and non-working poverty
with children increase due to the abolishment of the child benefit for those earning over
£50,000, the decrease in the proportion of childcare costs eligible for reimbursement and
new housing allowance restrictions. Meanwhile, working poverty decreases due to the
large increase in social security thresholds; in the child tax credit and in personal tax
allowances, coupled with the increase in the starting threshold for the 20% income tax

rate.

5 Concluding Discussion

This paper examined the impact on inequality and poverty of the Great Recession in
France, Germany, Ireland and the UK. Using microsimulated counterfactuals, we de-
compose changes in inequality and poverty measures between 2008 and 2010 into the
contribution of tax-benefit policy changes and all other factors, notably those impact-
ing on gross income distributions because of the crisis (job losses, reduced work hours,
wage cuts) or because of other, non-simulated policies (e.g. minimum wage changes etc.).

6These decreases in child related poverty rates are in line with findings in Brewer et al (2013).
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In a further, partial decomposition, we then isolate the change inequality and poverty
measures between 2010 and 2013 which is due to tax-benefit policy changes.

Comparing policy and other effects for all countries, unveils very contrasted trends. Maybe
counter to intuition, the country most affected by the economic turmoil, Ireland, imple-
mented a strong and very progressive set of policy responses between 2008-2010 resulting
in little change in inequality and declines in relative poverty rates. To a large extent,
this policy response served to offset the rise in inequality and child poverty which would
have arisen from changes in unemployment and market income in the early part of the
recession. Estimates of the policy impact of tax-benefit changes between 2010 and 2013,
however, have worked in the opposite direction and have slightly increased inequality and
substantially increased poverty rates in Ireland.

Another unexpected result is the relatively regressive initial policy response in Germany.
Between 2008 and 2010 the poverty rate and depth rose in Germany, driven largely by
policy effects. Meanwhile, policy changes between 2010 and 2013 have continued to in-
crease the poverty rates of specific groups in German society such as the working and
workless poor with children. While the period under investigation is too short to draw
conclusions regarding a change in the German social model, the years 2008-2013 have,
nonetheless, witnessed a combination of regressive tax policy and slow uprating of social
benefits for the poorest and these are responsible for increased relative poverty in this
country.

France saw a rise in inequality and overall poverty rates between 2008 and 2010, due
mainly to non-policy effects such as job losses and wage cuts. Falls in inequality and
poverty during the same period in the UK are attributable to policies such as tax cuts
and benefit increases. Policies enacted in the later years of the recession (2010-2013) are
inequality and poverty reducing in France while mixed results across subsamples of the
population are observed in the UK.

These results are not necessarily in line with the impression of the degree of public spend-
ing cuts given by the media during the crisis. In particular, the UK government was
accused of making overly large public spending cuts during the Great Recession. How-
ever, overall inequality and poverty have not suffered the increases one might expect if
this were the case. This is an important finding for countries who continue to experience
a need for budgetary prudence and offers hope for governments needing to implement aus-
terity measures. These do not necessarily need to be inequality and poverty increasing if
carried out effectively. Public opinion in Ireland has also be critical of the heavy austerity
measures implemented to tackle the crisis. However, these measures actually helped to
stabilise relative and absolute poverty in the first half of the crisis and prevented large

increases in inequality over the entire period. Our results also suggest that a change in the
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German social model may be underway. Signs of this change were already evident with
wage moderation in the nineties, followed by the Hartz IV reforms in the noughties which
tightened access to social welfare. The current regressive policy management of the crisis
suggests that Germany may be moving further away from its traditional classification as

a conservative/corporate welfare regime.

Overall, a general conclusion from our analysis is that tax-benefit policy effects have had a
very important role, sometimes larger than the shock on market incomes due to the crisis.
For instance, policy effects explain much of the relative poverty increase in Germany
and of the decline in relative poverty in Ireland between 2008 and 2010. On a general
note, some of the major measures that we saw implemented in the four countries studied
concerned means testing benefits which had previously been universal. The effects of this
shift towards incentivising work and penalising inactivity may be felt long after the end
of the Great Recession.
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