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ABSTRACT

Using an inventory of local and/or non-statutonarisfers in thirteen French towns and
cities including Paris, Lyon and Marseille, we maa&sthe gains from returning to work for
recipients of means-tested benefits (RMI and AfPtype of household.

The reforms of national and statutory benefits matrout during the 2000s, especially those
affecting the employment tax credit (PPE), failedensure that the recipients of means-
tested benefits always stood to gain from returnimgvork. In most localities and for most
types of household, taking a part-time job on themum wage represents a loss of income
compared to staying on welfare, and full-time wddes not always present any advantage.
The effects of the reforms were offset by theteftdmther measures such as the widespread
provision of travel assistance by regional counctlse development of social tariffs for
telephone and electricity, or exemption from payimgtelevision licence fee.

We then simulate the effects of introducing the R$#ace of the RMI. We take into account
the way that local and/or non-statutory transfetslrpits connex€$ are modified by the
increases in national transfers. We observe thatRI$SA does indeed eliminate those areas
where returning to work is unprofitable, for almaat localities and types of household.
Lastly, we show that the marginal tax rate of 3&Bb6sen by the government in its bill is
very close to the upper limit compatible with a kda-work incentive.
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Introduction

Twenty years after the creation of thReévenu Minimum d’InsertiSn(RMI — minimum
integration income), the French system of meangdedenefits underwent a profound
transformation in 2009 with the introduction of theevenu de Solidarité ActivgRSA —
earned income supplement). The RSA replaced b&hRMI and the Allocation Parent
Isolé’ (APl — single parent allowance). Its objectivetisensure that “returning to work is
always more profitable than staying on welfare, #mat work should give everyone the
guarantee of escaping and being protected fromrpdve

This change followed a long series of reforms, eatdnded to avoid the phenomenon where
returning to work pays less than staying on welfdvere these measures ineffective from
that point of view? Is the RSA more efficient?

These are difficult questions to answer, becausd-tknch measures of income support are
so complex. To start with, we must distinguish kesw two types of welfare benefits. There
is a national, statutory platform of primary we#arconsisting of means-tested benefits such
as the RMI, the API or the RSA, family allowancegls as the childcare allowance or the
back-to-school allowance, housing benefits, etenlthere is a huge range of secondary
benefits that are known as “droits connexes”, l@rad/or non-statutory transfers. Some of
these are statutory: the Christmas bonus, televisi@nce fee exemptions, “social tariffs”
for telephone and electricity, the CMU (universaalthcare cover) and complementary
CMU (covering 100% of costs). Other welfare bemsefitre non-statutory: th€onseils
Généraux(French “county councils”) are responsible foriabwelfare at the level of each
department and give a variety of benefits to poouseholds, such as housing support,
mobility or holiday allowances; each local familjosvance fund has a degree of autonomy
in the distribution of benefits to its recipientsgcial welfare/community centres provide
school meal allowances, leisure centres and holcayps; municipalities apply reduced
fares for sports facilities and cultural attraciofmuseums, exhibitions, etc.); lastly, the
regions, in charge of transport, have developedelraenefits where they meet costs of
travelling by public transport.

Individually, these secondary benefits are of red¢dy low value, but together they constitute
an essential additional resource for poor houssh@dcording to our study on this subject,
published in 2002, these benefits account for al2u®% of the total resources of poor
inactive households (Anne and L’'Horty, 2002). So ea@not afford to ignore them, if our
aim is to evaluate the gains from returning to wiankpoor households. The problem is that
each of these benefits has its own particular sgalging from one institution to another and
so from one locality to another, and there is nbagstive record of these local scales. That
explains why these transfers are not taken intowtdan works on social transfers, and more
especially in the simulations carried out by thereenic administration for the purpose of
informing public policy.

The aim of the present study is to propose a measamt of the gains from returning to work

and the effects of reforms of the means-tested fliertbat takes into account all social

transfers, including local and/or non-statutory dfés. For this purpose, we use a method of
typical cases and an inventory of all the local/andon-statutory benefits offered in thirteen

French towns and cities, including Paris, Lyon &uatseille. The data were collected in late
2006 and early 2007. They enable us to measurggdirtes from returning to work for

1 Extract from the “letter of mission” from the Pidant of the Republic and the Prime Minister to tHegh
Commissioner for Active Solidarity against Poveiartin Hirsch.



recipients of means-tested benefits (RMI and ABtpading to the type of household (using
seven different types of household).

The first section gives an overview of the studied reforms carried out in France over the
last ten years, from the first reports on meanwtedenefits to the Earned Income
Supplement bill. The second section presents otinadelogy and the hypotheses adopted to
construct the data. Section three describes thdtsesf the descriptive data processing,
thereby providing an account of the gains frommahg to work before the introduction of
the RSA. Section four presents the results of onulations of the RSA and its effects on the
income of recipientsf means-tested benefits when they go back to work.

1. ADECADE OF REFORMS: FROM THE ACR TO THE RSA

Enacted by the law of Decembet 2008, the Earned Income Supplement (RSA) came into
force in 2009, replacing both the Minimum Integratincome (RMI) and the Single Parent
Allowance (API). When it was introduced in 1988¢ tRMI had itself represented a major
reform of the French welfare system, institutingoasic form of means-tested universal
allowance for anyone aged over 25 and for youngkeidts with children. The APl was
reserved for single parents with children undeeghyears old. The RSA is a new welfare
benefit based on a specific scale so that a riggcome from working is not cancelled out by
a fall in income from transfers. The aim is to gudee that returning to work systematically
increases the income of poor households. This tigelad not been achieved with the RMI,
which was a differential allowance combined wittemporary incentive mechanism (a more
formal comparison of the two measures is preseantégpendix 1).

Although innovative in its scale and method of iempkentation, the RSA is the latest in a
long series of reforms of social transfers for lmeome groups, all aiming to increase the
incentives for returning to work, whose origins d¢emtraced back to the late 1990s. Since the
“law against exclusion” of 1998, which extended itheentive mechanism of the RiMthere
have been a large number of reforms of the instrisnef redistribution with a view to
improving the gains from returning to work for theneficiaries of means-tested benefits.
These include the reform of thaxe d’habitation(local council tax) in 2000, the reform of
housing benefits in 2001, the introduction of a kirog tax credit (PPH the same year and
its extensions every year since, the tighteningneimployment benefits after 2003, strong hikes
in the SMIC (national minimum wage) in 2003 and 208 the “back-to-work bonus” of 1000
euros introduced in 2005 and extended in 2006.thke institutional changes, adopted by
successive governments of left and right, are jpalceéxpressions of the political desire to
“make work pay”, so that returning to work reallpe$ represent a gain for recipients of
means-tested benefits.

Preceding this succession of reforms leading uih@oRSA, numerous studies over at least
ten years had confirmed the observation that theetaoy gains from returning to work for

those on means-tested benefits were simply insefffic The first studies were based on
typical cases and micro-simulations of national atadutory transfers (Padieu, 1997; Cserc,

2 if they returned to work, recipients continuedrégeive their RMI allowance during three monthst #& next nine
months they received 50% of it.

% The PPE frime pour I'emplaj is a tax credit given to low-income working holaskls but not to households which
have no earned income. If there is no tax duePtE takes the form of a negative tax.



1997; Eyssartier and Paillaud, 1998; Bourguignod Bareau, 1999). A second wave of
studies set out to identify and describe the bersafes affected by this lack of monetary
gain (Laroque and Salanié, 1999; Gurgand and MagaD01; Legendre, Lorgnet and
Thibault, 2002). These works indicated that seviewaldred thousand people were concerned
by this situation on the French labour market. Adthype of study widened the field of
observation to include local and/or non-statutoansfers, concluding that previous studies,
which had not taken these elements into consideratiere underestimates (Anne and L'Horty,
2002). In terms of the fight against poverty, ilngortant to consider income as a whole, taking
into account not only state benefits, but alsoghmsd out by departments, communes, family
allowance funds, even charities.

These studies, essentially produced by economigise widely taken up in official reports
and translated into more political proposals. 199,9n one of the last memos of the Saint-
Simon foundation, Roger Godino suggested the il@acompensatory income allowance, a
proposal that was taken up, costed and subjecteal complex institutional process that
eventually resulted in the PPE of 2001. To begithwthis working tax credit was of low
value and focused on the full-time minimum wageormBotargeted, it was reformed every
twelve months, to increase its value and shiftfitsus onto part-time work, where the
problems of insufficient gains from returning to nkare the most serious. The debate was
revived by the 2004 CERC report on child povertyyicki highlighted the scale of the
problem, backed up by concrete figures. In respaiteeMinister of Solidarity, Health and
Families, Philippe Douste-Blazy, set up the commison Families, Vulnerability and
Poverty within the Ministry of Social Affairs, chrad by Martin Hirsch. To reduce poverty in
France, this commission proposed a “new social teapiathat foreshadowed the RSA. The
Hirsch commission report stressed the importancleadl and non-statutary transfers. The
parliamentary reports of Valérie Létard (2005) &adirent Wauquiez (2005) confirmed the
legitimacy of this proposal, again stressing thebfgms caused by local and non-statutary
benefits from the perspective of the insufficieéyains from returning to work.

In this context of intense parliamentary and ledige activity and given the quantity and
quality of the studies conducted on these issuespalieve that two important questions
must be addressed. Firstly, have the reforms ofasieten years succeeded in eliminating or
at least limiting the range of wages for which gairom returning to work are insufficient
for those on means-tested benefits? If this prowedbe the case, it would be hard to
understand the reason for a new, wide-reachingmetfike the RSA. Whence the second
guestion: what contribution does the RSA actualake?

These two questions can only be satisfactorily aned if we consider the architecture of
social transfers in its entirety. It is not accdybtato limit the observation solely to national
and statutory transfers. We must take into conatder all the sources of income of poor
households, including local benefits and non-stayutransfers. According to our study
published in 2002, these transfers represent orageeabout 15 to 20 % of the resources of a
household with no earned income, a proportioncaahot be neglected.

2. HYPOTHESES AND METHODOLOGY

We use the micro-simulation modeUINOXE developed for our first study of local and/or
non-statutary transfers which covered all the ressiand benefits received by households
in 2001 according to different types of househaolden French communes of varying sizes,



located in different departments: Paris"{&hd 28" arrondissemen)s Lyon (69), Marseille
(13), Amiens (80), Arras (62), Evry (92), Le Main®), Belley (01) and Pecquencourt (59).

EQUINOXE

EQUINOXE is an integrated quantitative evaluatorl@fal and/or non-statutary transfelsis a system of
observation of benefits to low-income households simulation of the reforms of social transfersisithe
only tool of evaluation and calculation availabte Hrance that incorporates the local dimensionooias
transfers by taking into account the benefits gilgncommunes, departments, family allowance funus|a
local charities. For a sample of thirteen towns aitiiés including Paris, Lyon and MarseillEQUINOXE
calculates the amount of social benefits accortirnthe household’'s resources. The viewpoint adoistéuht
of the household receiving benefits. The simulatoorporates all the national and/or statutory fieshand
all the local and/or non-statutory ones, for alhdéfits that are monetary (or can be attributed aetary
value) and calculated on the basis of a scale.fifsteversion of the model was presented in thelystoy
Anne and L'Horty [2002]. The present study uses@agd version of the model on data collected i 28106
and early 2007 and on a new set of localities.

In each locality and for each type of househ&dyINOXE calculates the total benefits received by income,
taking into account the conditions governing theuaculation of different entittements. It reconsteuthe
total benefits, net incomes and marginal tax rbteincome, by category of benefits, by type of rehaid
and by locality. It also evaluates the number afredhat must be worked per week on the minimumenag
earn at least as much as the household would ebgivnot working (what we call the “reservation Wing
time”). The calculations are performed for housdblaleceiving the RMI, the Al or the ASS. In simidat
mode,EQUINOXEMODIFIES the local and/or non-statutary transfers in lirithvihe reforms of national and
statutory benefits, whether or not they are paremdtrom the moment that the level of national dfés is
included in the calculation basis of a local ben@fihich EQUINOXE verifies), this tool allows to evaluate the
effect on incomes of a reform of social transféaking into account the interdependencies betwben t
different benefits.




The geographical field of the present study isedéht. It is based on an inventory of welfare
benefits carried out in late 2006 for the ONPE®, tiational observatory of poverty and
social exclusion (Baillon J.-N., Bellaredj F., Dod#., Mazalto M., 2006)yhich studies the
local welfare benefits in ten medium-sized Frenobwns (between 50,000 and
100,000 inhabitants) in five different departmemsuches-du-Rhéne (Arles and Martigues),
Hérault (Béziers and Sete), Nord (Tourcoing andeWduve d'Ascq), Seine-Saint-Denis
(Drancy and Montreuil), Val-de-Marne (Fontenay-sBass and Ivry-sur-Seine). We have
incorporated all the scales collected by the ONBE8y into our simulator. We have added the
missing scales (national non-statutary transfergpiapal aidsfor sports and cultural
activities, specific price scales for meals, reglamavel benefits) and we have widened the
geographical field by collecting and including tales for the three biggest cities in France
(Paris, Lyon and Marseille). These scales wereectad in late 2006 but we have taken into
account certain changes that occurred in 2007blydfieee school meals in Drancy, introduced
in January 2007, and free public transport for Ridheficiaries in the Tle-de-France region.
Rural communes have been excluded from the stugyh&Ve verified on several examples
from 2001 and 2006 that small communes distribwey few local and/or non-statutary
transfers. The communes have been made anonymoilne foresentation of results.

Field of transfers

Table 1 presents all the different resources aadsfers taken into account for our seven
different types of household. In addition to earmembme, all deductions and all national and
statutory transfers have been taken into accourapmying the scales defined by law. We
exclude the situation of people failing to colleetional and statutory benefits to which they
are entitled. One-off aids like the “back-to-wornus” (“prime de retour a I'empl®) have
not been taken into account. On the other handpdesny measures like the incentive
mechanism for leaving the RMI or the ASS (see Apiped) have been incorporated when
specified. When this is not the case, the resulthe simulations should be considered as
long-term and between two stable situations of egmpknt.

The scales are those that were in force in 2007 iféome tax, we take the scale for tax on
income earned in 2006 (paid in 2007). The scalesPfE include increases for part-time
work. The API includes family support allowance.eTlcost of complementary CMU
(universal health cover) has been based on the pfi@an equivalent complementary health
insurance policy. Infant care allowance (for cleldunder three) is composed of thifme

a la naissanck (birth bonus — spread over three years here) thrdbasic allowance, but
neither the CLCA (supplement for free choice ofdiyf) nor the CLCMG (supplement for
free choice of childcare). For families with threkildren, the benefits include the basic
allowance but not the family supplement, who suppib&t every child is more than three
years old (see the presentation of typical casé@silnle 3).

The field of local and/or non-statutary transfeygather difficult to delimit. It covers at the

same time statutory and non-statutory benefitsiomal and local benefits, monetary aids, other
aids in the form of cheap rates or in kind, gifted doans, longer-term aids (telephone
subscriptions) and others of an exceptional nahaeefits based on a scale and others based on
social evaluation, etc.



Table 1. The field of transfers taken into account

%) 200 [a0]o Q) Q)
= |sal|aa|zL|2 |E |2
e 128|128 %8s |5 | |=
S 8% &% |8 @ |® o o
2 AR vEITE e Y |8
g |33 3|2 |2 |2
> @ @ c | Q Q
2 2 =2 @ @
nwg|lng S =}
°© 3|23
o= |a=
National and statutory resources
RMI (minimum integration income) x X X X X X
API (single-parent allowange) X
APL (housing benefit) X X X X X X X
Allocations Familialegfamily allowance) X X
ASF (family support allowancg) X X
PAJE-Naissance (infant care allowance - birth) X X X X
PAJE (Basic infant care allowance) X X X X
Back-to-school allowance X X X
CMU and CMU-C (universal health cover)x X X X X X X
IRPP (personal income tax) x X X X X X X
PPE (working tax credit) X X X X X X X
“National” non-statutary transfers
Christmas bonys X X X X X X
Television licence fee exemptionX X X X X X
Telephone reduction X X X X X X
Cheap-rate telephone X X X X X X
Cheap-rate electricity X X X X X X X
Local council tax X X X X X X X
Local transfers
Depending on each local situat | | | | | |

The providers of assistance are also many andsd#iyatthough in most cases, as the report
written for ONPES observes (Baillon J.-N., Bellgred Douard O., Mazalto M., 2006), local
specialisation means that duplicate benefits arellys avoided. In addition to regional
councils (for transport), the departments and conesuthere are charitable associations,
public companies (telephone rates), etc. The faatibpvance funds have their own budgets and
a certain degree of autonomy in the organisatidhef social action. Local authorities, as well
as choosing the rate of local taxation, can alsmigspecific reductions or exemptions. The
study includes all these different providers ofistasice, with the exception of charitable
associations, which rarely use explicit scalesumuilly specialise in emergency aid — a domain
that has been excluded from the study.



Specific hypotheses

The aim is to simulate the importance of local andbn-statutary transfers in the resources of
typical households. Emergency and exceptional bsnafe not taken into account. By
definition, these are one-off payments, of low eadund rarely cumulative. More generally, we
have not been able to include purely discretionaepefits, which depend on a social
evaluation of the claimants’ situation by a localmmission, due to a lack of scales and of
detailed local information about the amount spantlese benefits. In any case, the gains
from these discretionary benefits are unstable ancertain, justifying our decision to
exclude them. We only take into account regularch&s) either means-tested or conditional
on the status of the claimant (RMI, API, etc.). @mciple, we have assumed that benefits of
a similar nature are not cumulative; when two défe scales exist for the same benefit (for
example, if day care centres have one price foefi@aries of family allowance funds and
another for beneficiaries of Social Action Commuyr@entres (CCAS)), we have kept the
more generous of the two.

The present study does not take into consideratioliminding benefits, although these
benefits are likely to have an important influelmcewomen’s return to work. The problem is
that they are very diverse locally according to tigge of childminding (existence of a
childcare centers, nature of the childcare cente of financial support). Families are
therefore assumed not to use any form of childmigdor children under three, which leads
to making no distinction between couples where padner works and those where both
partners work. The implicit hypothesis is that sdarel of free childminding solution exists
— a close relative, for example. This hypothesislenestimates the cost of access to
employment for mothers.

The gains obtained by households with two workidgla are not incorporated either. For
example, some communes reserve certain servicemifmlies with two working parents
(although this was not the case for any of the camas in our sample for the benefits
studied here, this condition is quite widespreatheprovision of childcare services by local
councils). Some companies also grant advantagieitoemployees depending on their type
of househol8 (company créches, corporate social benefits ciomdit on family status). This
hypothesis has an opposite effect to the previows onderestimating the gains from access
to employment.

In the case of price reductions, their attributisnusually not dependent on any social
evaluation and can be equated with an entitlen@nigers who meet the required conditions
of means or status. We have therefore directlyrpm@ted the value of the price reduction,
assuming a hypothesis about the frequency of ustheoffacilities in question. It is not
possible to exploit budget data for this type af, éine cost of which is, in any case, relatively
low for the local authorities providing these seed. This is all the more true when they are
collective, largely non-rival goods with mainly &d costs (public transport, swimming
pools, museums, theatres or other municipal sgpéid cultural facilities).

4 More generally, we exclude social aids paid by panies. There is no data base, national nor lotathese allowances. Taking
them into account would increase the earned income.



Table 2. Hypotheses on the take-up of benefits

Nature of the benefit Take-up Frequency

Telephone Yes (social ratg) 10 hours / month

School meals Yes, for 144 days per year per schoolchild

schoolchildren

Before/after-school care No

Care for children not at schoo No

Day care centre (CLSH) Yes 20 days per year péd olier 6 years old.

Holidays Yes 1 week(7 days) / year

Sporting activity Yes 1 per week (swimming)

Cultural activity Yes 1 per month (museum or theat

Transport Yes Season ticket where available.
Otherwise, hypothesis of 150 annual reﬂurn
train tickets for localities near urban centres
(less than 30 km) and 75 return tickets |for
further-removed localities.

Housing Solidarity Fund Yes Every 10 years

Household equipment Yes Every 5 years

In the case of benefits in money or kind, we hawaelena distinction between those based on
means-testing or status (e.g., holiday cheques thenrfamily Allowance Funds) and those

which depend on the approval of an evaluation cdtemi In the latter case, we have

assumed that the aid is obtained in 50 % of cases.housing benefits, we have made

additional hypotheses about the frequency with ithey are obtained. Table 2 presents all
the hypotheses concerning take-up.

For the Housing Solidarity Fund (FSL) run by th@aements, we have assumed that an aid
IS obtained every ten years; this is an aid foamiig housing or staying in it and an aid for
paying electricity, gas and water bills. In theeca$ aids for obtaining housing, the value of
the aid usually includes two months’ deposit pluse anonth’s rent, insurance, meter
connection fees, removal costs, etc. We have therefaissumed a ten-yearly aid
corresponding to four months’ rent or to the maxamaid, if it is defined and of lower value.

Not all the local councils specify whether the reftins offered to recipients of the RMI are
extended to their families (for swimming pools aibfic transport, for example). To avoid
bias, we only attribute the gain to the actualpieit of the means-tested benefit. Likewise,
as we do not always have the information on redustifor large families, and as these are
not dependent on income, we have excluded them.

To attribute a value to each benefit, we take terage amount when this is known; when
only the maximum is known, we take half of that.some localities, we have no details
about the scales used. In this case, to avoid Wiasn aggregating the data, we have
estimated a mean scale based on the known dateaotf@nlocalities.



Typical cases

The typical cases are built from persons of refegeaged between 25 and 60; we do not
measure benefits for specific groups (disabledgrglyl other than the recipients of the RMI
or the API. The types of household have been défaoeording to the situation of the person
of reference - single person, single-parent familgouple — and the number and age of the
children. In couples, only one partner is activee($able 3). In all, with 7 typical cases in 13
localities, we study 91 different situations.

These different household configurations are nptagented in the same proportions in the
population of RMI and API recipients. According statistics from the CNAF (national
family allowance fund), at the end of 2008, 59.1o0%households on RMI were single
persons and 24.3 % were single-parent families.p@suwith no children only represent
3.4 % of beneficiaries, couples with one child esent 4 % and couples with two or more
children represent 9 % of the total number of biersies. These are the data for mainland
France and can vary between different towns an@rdifit benefits. In Paris, the share of
single persons in the population of RMI and APlipemts is 76 %, whereas the share of
single-parent families is only 15 %. Over and abtve local variations, what is most is
therefore the strong over-representation of sipglsons and, to a lesser extent, single-parent
families in the population of RMI recipients.

Table 3. The typical cases

Family situation Age of Age Age Age T3
persons of child 1 child 2 child 3 = S
reference 259
\_/(Q —h
Single person Between 25 1 room
and 60
Single-parent family Between 25| Under 3, not 2 rooms
with 1 child (API) and 60 |at school
Single-parent family Between 25| Over 3, at 2 rooms
with 1 child (RMI) and 60 |school
Couple with no children | Between 25 2 rooms
and 60
Couple with 1 child Between 25| Under 3, not 3 rooms
and 60 |at school
Couple with 2 children Between |Between 6 Under 3, not 3 rooms
25 and 60 |and 10, at at school
primary
school
Couple with 3 children Between 25| Between 6 Between 3 Under 3, not 4 rooms
and 60 |and 10, at and 5, at at school
primary nursery schoal
school
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Rents are estimated on the basis of data from th@omal Federation of Estate Agents
(FNAIM)® on average surface areas in the private rentddrsecdifferent localities. When
we do not have specific information about a commume have used either data about a
nearby communes (e.g., Créteil for Fontenay-sous)Bor those about the local economic
centre (e.g., Lille for Villeneuve d’Ascq and Toaneg). In this case, we have applied a
reduction of 10 % to the outlying commune. An aidaial 10 % reduction has been applied
to take into account the length of residence in libasing. This estimation was used to
calculate the amount of APL (personalized housimmpelit) received and the “family
guotients”, “disposable income” or “economic meanssed in certain scales. It also
determines the amount of FSL (housing solidaritydjuobtained. Some scales also take into
account service charges; we have estimated the®g %t of the rent. Table 4 presents the
communes used as reference.

Table 4. Communes of reference for the attributiorof rents

Commune studied

Commune of reference

Arles

Marseille

Martigues

Marseille

Marseille

Marseille

Béziers

Béziers

Sete

Sete

Tourcoing

Lille

Villeneuve d’'Ascq

Lille

Drancy

Noisy-le-grand / Gagny

Montreuil

Noisy-le-grand / Gagny

Fontenay sous boi

S

Créteil

Ivry sur Seine

Créteil

Paris

Paris 18°

Lyon

Lyon

3. RMI, LOCAL TRANSFERS AND GAINS FROM RETURNING TO
WORK

Many informations can be obtained from the desemptise of local social scales. As the
scales were collected on two different occasiont) av/first inventory carried out in 2001, it
is possible to identify the major changes that hiaken place since the beginning of the
decade, which is one way to assess the impactofiimerous reforms. That is the purpose
of this section.

® Sourcel 'observatoire national du marché locatFNAIM, September 2006.
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Diversity of local and/or non-statutary transfers

One preliminary observation should be made: théesaaf local transfers differ greatly, both
from one town to another and between different fisnd his result, already established in our
2002 study, is confirmed by the data of 2007. kthdacality, there are usually as many different
scales as there are different benefits. And foh éamefit, there are as many different scales as
there are localities in our study.

Alongside this observation of diversity, severajularities have to be mentioned. Firstly,
although the scales of local social benefits aralitierent, their general appearance is often
similar. The typical benefit consists of a fixederap to a given threshold of resources, above
which people are ineligible. When there are sevttrasholds in a scale, the benefit is of a fixed
rate between each threshold. So the scales ofdadébr non-statutary transfers look like stairs —
often with only one step. But the height and degtthe step differ greatly between benefits and
localities. Two illustrations are given in Appen@xXGraphs Al and B1).

Next, local social benefits are most often of loalue. On average, the value of these
benefits lies between 150 and 250 euros per yegaemdking on the town and the type of
household. Taken on its own, each local benefitefloee represents on average barely a few

dozen euros per month for a household with no eameome. However, these benefits
cannot be neglected, because they are so numanalsthere are nearly twenty local and/or
non-statutary allowances that supplement the incoinoederprivileged households.

Table 5. Total value and relative weight of transfis by type of householdin euros per year and

in %)
A — Households with no earned income
Single Couple SPF with SPF with Couple Couple Couple
person (without API (1 child) RMI (1 child) (2 children) | (3 children)
children) (1) (1 child) (2)
Value of national and
statutory transfers (2) 7916 10 640 13578 12 209 13224 17 291 & 2
Value of local and/o
non-statutary transfers 1563 1712 1 059 2 475 1955 2 600 3204
(2)
Including value of 018 948 777 1728 1134 1755 2310
local social benefits (2
Ratio of local and/o
non-statutary transfers 16 14 7 17 13 13 13
to total transfers (3)
Ratio of local and/o
non-sta_tutary transfers 20 16 8 20 15 15 15
to national statutory
transfers (3)
Ratio of local social
benefits to total loca 59 55 73 70 58 68 72
or non-statutary
transfers (3)

1. SPF: single-parent family.

2. In euros.
3. 1n %.
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B — Households with earned income equal to 50 % &MIC (minimum wage)

Single Couple SPF with SPF with Couple Couple Couple
person (without API (1 child) RMI (1 child) (2 children) | (3 children)
children) (1) (1 child) (2)
Value of national and , ;, 4340 8 290 6 506 7741 11722 15 823
statutory transfers (2)
Value of local and/o
non-statutary transfers 505 1712 800 2 489 904 2599 3216
(2)
Including  value of 464 948 635 1741 710 1754 2321
local social benefits (2
Ratio of local and/o
non-statutary transfers 23 28 9 28 10 18 17
to total transfers (3)
Ratio of local and/o
non-statutary transfers 30 39 10 38 12 22 20
to national statutory
transfers (3)
Ratio of local socia
benefits to total local 92 55 79 20 79 67 7
or non-statutary
transfers (3)
1. SPF: single-parent family.
2. In euros.
3. In %.

Source: BUINOXE.

In Table 5 we have aggregated these benefits adé maimple, unweighted average for the
thirteen communes covered by the present studgarit be seen that local and/or non-
statutary transfers represent an increase of 1Ht% of national and statutory transfers.
These figures are slightly lower than those of 2002 study, including for the three towns

covered by both studies. This could be explainethbymore restrictive hypotheses we have
adopted concerning the conditions for the accunwaif benefits in the present study. The
households where the share of local and/or nontargt transfers is lowest are families

receiving the API. This is related to both the hiigvel of national and statutory transfers and
the low level of local and/or non-statutary tramsfd here are two reasons for this. Firstly, by
construction, certain of these transfers are resefor children above a certain age (school
meals, after-school care, etc.), and in our typieeles we have assumed that the children of
single-parent families receiving the RMI are madnar three years old, while the API is
reserved for children under three. Secondly, unbkaeficiaries of the RMI, households
receiving the API are not entitled to the Christrhasus, television licence fee exemption, or
reduced-rate telecommunicationEhese observations are valid for households with no
earned income. When we assume that the earned enohalf a SMIC (minimum wage),
the total value of local and/or non-statutary tfarsin relation to all national and statutory
transfers is very different, and can reach neadl9&dof those transfers.
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There does not appear to be any clear relationdsgthe size of the household and the level
of “droits connexes” as a proportion of total tri@ms (Graph 1). In the study we published in
2002, we found, on the contrary, that the relatiweight of local and/or non-statutary
transfers increased with the household’s size. difierence can be explained by the strong
rise in individual benefits, such as reduced trarisfares provided by regional councils,
which did not exist at the time of our first invent. Furthermore, we have assumed that the
frequency of use of sporting and cultural faciteboes not depend on the size of the family.

Graph 1. Total value of transfers by type of housetid without earned income (average over
the sample)
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Source: BUINOXE.
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Gains from returning to work

There are certain situations where “work doesnyt’p# is well-known that from a long-
term perspective,e., outside the incentive mechanism whereby trarisf@yme and earned
income can be accumulated during the first few m®mf a return to work, theifferential
nature of the RMI may mean that going back to wiedds to no monetary gain: excluding
the incentive, the increase in earned incomentgely offsetby the reduction in RMI as long
as the exit point from the RMI has not been reachedesponding to a marginal tax rate of
100 %. The distribution of net incomes as a fumcté gross incomes (Graph 2) shows that
after a horizontal plateau, the household’s nebnme falls before rising back up (Graph 2-
A). This trough is characteristic of a zone wheitedbesn’t pay to work”. It can only be
observed for single persons, couples without ckildand couples with more than two
children. Further along in the distribution of imees, there is a slight drop, forming a local
peak. This peak corresponds to the exit point fommplementary CMU: the household’s
income falls when it is no longer entitled to coempkntary universal health cover.

Graph 2. Net income from statutory national transfes as a function of gross income
(average over the sample)
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2-B. Including working tax credit
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Source: BUINOXE.

Does the working tax credit (PPE), introduced irDRGand reformed every year since,
provide a solution to these “welfare traps”? Ittagly affects them perceptibly, by

provoking a sudden rise in income (Graph 2-B). Tdusurs at the spot where households
become eligible for the working tax credit, wherithearned income exceeds 0.3 SMIC (the
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value of the credit received in 2007 for a singégspn was 322 € at that level of earned
income). The working tax credit is based on a stade increases up to 1 SMIC and then
decreases to zero at 1.3 SMIC, and it is increagea fixed amount for each dependant in
the household. The successive reforms have inadhsecredit for all wage levels, but most
strongly around the half-SMIC level. However, theséorms have not been sufficient to
make up for the loss of income caused by the gtaduzature of national transfers, and they
have failed to remove those areas where “work dopag”.

However, when we incorporate the incentive meclmaras it existed before the introduction
of the RSA, the “welfare trap” effect disappearsgigh 2-C). Extended by the law against
exclusion of 1998, the incentive is the temporasggibility of accumulating earned income
and benefits. When recipients of the RMI returnvtirk, they are allowed to keep the whole
of their benefit during three months and then Ilwdlit during the next nine months. The
principle of the RSA is to make this mechanism maremt. If we only take into account
national benefits, as in Graph 2-C, then this itigencombined with the working tax credit
is strong enough tools to prevent the disincengiffects of the RMI’'s differential nature. If
we ignore local benefits and non-statutary trassfer the time being, then this result repeats
one of the main conclusions of the study by HagaeTrannoy (2001).

What happens if we now take local and/or non-stayutransfers into account? These
benefits are targeted very precisely on the mastdéiantaged households, and can therefore
strongly reduce the gains from returning to wonkereif they are individually of low value.
To verify this, it is helpful to use a syntheticnoept we first proposed in our 2002 article:
the “reservation working time”. This is the minimurmamber of hours per week that a person
must work, on the minimum wage, to earn more tlnay tvould receive when unemployed.
Graph 3 illustrates the way this indicator is ctdted. To earn the equivalent of the means-
tested benefit received by an unemployed persoméha 9479 € on average in the
communes of our sample), a single person has tworgp He can either work the equivalent
of 6% hours per week on the minimum wage, or wodte than 26 hours per week. These
calculations are performed on an annual basis f@taninimum wage (when we take as our
reference a half-time job on the minimum wage, akwdate in terms of an annual income
equivalent to a half-time job worked during the \ehgear).

6 Bearing in mind that with the RSA, the margina tate is 38 %: the recipient loses 38 euros otbtnfor every 100
euros of earned income. These 38% are higher thanOt% for the first three months of the previonsentive
mechanism but greater than the 50 % for the folhgwiine months.
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Graph 3. The reservation working time, an illustraiion for a single person with no children
(average over the sample)
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Graph 4 presents net income as a function of gnassne for each type of household when
all transfers are taken into account. Local and-statutory benefits increase the disposable
resources, particularly for households with lititeno earned income (Graphs 2-B and 4). On
the other hand, taking into account all transfergluding local and/or non-statutary
transfers, widens the range of incomes for whicbriwdoesn't pay” (Graphs 5-A and 5-B).
All types of households are now affected by sitwaiwhere work doesn’t pay.
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Graph 4. Net income (all transfers) as a functionfogross income
(average over the sample)
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Graph 5. Net income as a function of gross income
(average over the sample)
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By calculating the reservation working times, we e#sualize the amplifying effect of non-
statutory and local benefits (Graph 6). When weydake national and statutory transfers
into account, all types of households experiencasons where work doesn’t pay. When we
take all transfers into consideration, the res@matvorking time increases sharply for all
types of household. For all localities and all tyé household, there is only one case out of
the 91 typical cases where the reservation working is zero, when local benefits are taken
into account (Table 4). For the recipients of RME annual equivalent of a half-time job on
the minimum wage is not sufficient to make up foe toss of benefits, whatever the type of
household. For families with two or more childr&aven a full-time job on the minimum
wage is not sufficient.

Table 6. Reservation working time

Reservation working time incorporating local benefis (RMI and PPE)
In net weekly hours

Couple Couple Couple |Couple (ng Single SPF with | SPF with
(3 children) (2 children) (1 child) | children) | person |, ~MI AP
(1 child) (1)(1 child) (1

Commune 01 47 28 20 29 23 24 10
Commune 02 46 27 18 28 23 21 10
Commune 03 46 26 18 28 22 21 10
Commune 04 46 27 18 28 22 21 10
Commune 05 48 41 20 32 24 24 10
Commune 06 49 42 21 33 24 29 10
Commune 07 52 47 22 36 27 37 10
Commune 08 54 47 24 36 29 38 18
Commune 09 54 45 25 36 29 38 10
Commune 10 57 48 25 36 29 41 10
Commune 11 51 44 22 34 27 33 10
Commune 12 49 42 22 33 24 31 0
Commune 13 50 43 20 33 24 30 10
Average 50 39 21 32 25 30 10
Range (Max - Min) 10 22 7 8 7 20 18
Minimum 46 26 18 28 22 21 0
Maximum 57 48 25 36 29 41 18
1. SPF: single-parent family

Interpretation: in commune 01, with RMI and PPE, without the incentive mechanism, a couple witth8dren must have
an earned income representing 47 hours of net mimimvage to earn more than they would receive byaheimg
unemployed.

Field: the table incorporates national and stayutcansfers, local benefits and other non-statutdigwances available in
the 13 communes of our sample under the hypotliefased for typical cases and household consumptio

Source: BUINOXE.
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Graph 6. Reservation working times with and withoutlocal and non-statutary transfers
(average over the sample)
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These conclusions are the same as we obtainedrig082 study (which did not take API
into account). This may seem surprising, givennbhenber of reforms adopted since then
with the express purpose of reducing the scaleffreagiency of welfare traps. These include
the reform of the local council tax in 2000, thdoren of housing benefits in 2001, the
introduction of the working tax credit in the sagear (followed by extensions to its field of
application every year since then) and the “baecksok bonus” of 1000 euros in 2005, the
field of which was also widened in 2006 (this borsuexcluded from our study). Admittedly,
these reforms did have a real effect, as we hage sethe case of the working tax credit,
which substantially modified households’ net incamgnhey were not, however, sufficient to
compensate for the graduated nature of social feensfor low-income households.
Moreover, the working tax credit (PPE) appearsaweeha rather paradoxical effect. It can be
seen on the different graphs (2-B, 2-C, 4 and &) becoming eligible for the PPE at an
earned income of 0.3 SMIC makes the correspondihbg jocally profitable. Thanks to the
PPE, a job paying 0.3 SMIC is “worthwhile”, but@jpaying 0.5 or 0.7 SMIC is not. The
PPE only really makes the worst-paid jobs worthehil

The benefit reforms of the 2000s did not succeegeiting rid of the welfare trap because
they were counteracted by other measures, withsipgeffects on the gains from returning
to work. These include travel benefits given byioagl councils (such as free bus/subway
passes for RMI recipients in the Tle-de-Franceaegince 2007), exemption from television
licence fees for RMI recipients, reduced telephcattes launched in 2000, definition of a
price for “necessity goods” and a reduced rateefectricity’. These benefits were extended
again in 2008 with the special “solidarity rate’rfgas. All these innovations have

" We have not included thaitle & la cuve - a heating oil aid worth 200 euros per yeaP@98 that was abolished in 2009.

8 This extension is not taken into account in oomgations.
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counteracted the accumulated effects of the refaomghe working tax credit, housing
benefits, local council taxes and family allowances

4. THE EFFECT OF THE RSA ON GAINS FROM RETURNING TO
WORK

In this final section, we study the consequencethefreplacement of RMI and API by the
RSA. The intention behind the RSA is to avoid bitté differential nature of the RMI and
the temporary nature of the incentive mechanismeMWrecipients of the RSA return to
work, their RSA is reduced by 38%, leaving themhwdt net gain of disposable income,
ceteris paribus of 62% of their earned income. This marginal tate of 38% is more
generous than the RMI with incentive mechanismne(afie initial three-month phase of total
accumulation) which represented a marginal tax o&t&0%. Without the incentive scheme,
the RMI's marginal tax rate was 100%. For a singgeson, the exit point from the RSA
corresponds to 1.04 times the full-time minimum ea@tate funding of the additional
income corresponding to the RSA allows to breakmthve benefit into “basic RSA”, which
corresponds to the former RMI (or API) and is fuhd®y the departments, and “working
RSA”, which is funded by the State (Diagram 1).

Diagram 1: from RMI to RSA

Net
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Interpretation: with no earned income, recipiently eeceive the basic RSA (the former RMI or ARf}their
earned income is below the exit point from the ferRMI, they receive, in addition to their earnadame,
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the “basic RSA” (paid by the department) and a ‘kgg RSA” (paid by the State); above the RMI exairg
and up to the RSA exit point, they only receive‘therking RSA”.

The working tax credit (PPE) has been maintainedsirentirety. The scale that is most
favourable to the beneficiary, out of either theARS the PPE, is always chosen. The RSA
scale is applied in the case of low earned incommas then the PPE, but for modest amounts.
In certain cases, the RSA has been accompanieddneéinition of the conditions governing
the attribution of national non-statutary transfdise television licence fee exemption given
to recipients of the RMI was maintained in 2009 amédiremain, on a means-tested basis, up
until 2011. The reduction of local council tax, thve other hand, has been abolished.

As far as local benefits are concerned, we asshatethie introduction of the RSA was not
accompanied by any reforms in local benefits argbrohon-statutary transfers. The scales
and conditions of eligibility remain the same: thenefits hitherto given to recipients of the
RMI are now given to recipients of the RSA. We adibye same hypothesis for beneficiaries
of the APP. The stability of conditions of eligibility for al benefits has different effects
depending on the nature of the benefit. For staised benefits, the eligible public has been
widened by extending the criterion of status toRfA recipients, generating an additional
cost for the institution paying the benefit. Forans-tested benefits, the RSA is included in
the income basa.¢., the different resources taken into account touate eligibility and the
level of benefit paid) whenever the RMI was. Thasltihe effect of increasing recipients’
income, since the RSA is more generous than the BRMI therefore reducing the amount of
benefits paid.

In the absence of local reforms, the RSA achieves its objective

Under these hypotheses, the RSA is spectaculddgtefe in terms of gains from returning

to work. On average, over our sample of thirteemmmoines and for all types of household,
the RSA eliminates all areas in which working reerdgs a loss of income compared to
remaining inactive (Graph 7). To appreciate thdesofthe difference between “before” and
“after” the RSA, the curves can be compared toghonssraph 4.

° We do not assume a merger of the related entitiesrietween the RMI and the API: we assume thadlifferences in access are
maintained.

23



Graph 7. Net income (all transfers) as a functionfogross income
after introduction of the RSA (average over the samle)

35000

30 000

25000

20 000

15 000

Net annual income (Euros)

10 000

5000

5000 10000 15000 20000 25000 30000 35000

Gross annual income (Euros)

Couple (3 children) = = Couple (2 children)
= = Couple (1 child)
Single-parent family with RMI (1 child) —~ ----- Single person

Couple (without children)

Source: BUINOXE.

Instead of dropping sharply, as they did for hoos#dh leaving the RMI, local and non-
statutary transfers are gradually reduced as ednuedne increases (Graph 8). This gentle
decline is linked to the effect of the income babe: RSA is included in the income base
used to calculate certain related benefits, thasigi@g the value of those benefits. The
sudden fall in benefits on leaving the RMI, linkiedthe effect of status-based benefits, now
occurs at a much higher level in the distributidnn@omes, at the RSA exit point, which is
situated at a level where the earned income is bighugh to cushion the fall in transfer
income. As the threshold effects have shifted,ehsrindeed a net increase in disposable
income compared with the situation of not workiRgmember that these calculations do not
take into account the abolition of the council t&ductions previously enjoyed by RMI
recipients.
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Graph 8. Average value of local and non-statutaryransfers for a single person (unweighted
average of the values in our sample communes)
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We can compare the effectiveness of the RSA witth ¢ previous schemes pursuing the
same objective of providing a monetary incentivedturn to work: the working tax credit
and the temporary incentive mechanism (accumuld®ity and earned income) (Graph 9).
The working tax credit has very little effect oretprofile of disposable income and fails to
eliminate the zones where returning to work doegmdaly. The temporary incentive
mechanism, on the other hand, produces a profilee gumilar to that of the RSA. When
added together with the PPE (which is not possiite the RSA, where only the more
generous of the two — PPE or RSA — is given), dvyates a disposable income slightly
higher than that of the RSA, for a narrow rangeobmes between 0.3 and about 0.5 SMIC.
For higher levels of income, the RSA increasesatiaple income considerably compared
with the incentive mechanism.
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Graph 9. Net income (all transfers) of a single person by type of means-tested benefit (non-
weighted)
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The RSA reduces or eliminates most of the threskéiects that the RMI created in local
and non-statutary transfers. Instead of amplifyihg RMI's marginal tax rate of 100 %,
means-tested local transfers gradually decreasizeasarginal tax rate of 38 % reduces the
RSA. On the other hand, it does not eliminate sthtased effects: there is still an abrupt fall
in those transfers at the exit point from the benledit this occurs later because the RSA exit
point is by definition higher than that of the RNt. the situations studied here, it occurs at
the level of an earned income ranging between 1GS{dingle person) and 2.1 SMIC (couple
with three children).

The RSA’s effectiveness in providing a back-to-waricentive can be measured by
comparing the reservation working times before aftdr implementation of the reform.
Remember that this concept does not prejudge theavibeur of households in these
situations; it simply measures the wage level alwhieh disposable income is permanently
higher than that obtained with no earned income.faailitate the comparison, we have
translated this wage level into the weekly hoursked on the net minimum wage. In this
perspective, Table 7 compares different types ofamedested benefit, indicating the
minimum, average and maximum reservation workingetitaking into account the local and
non-statutary transfers in the thirteen communasiesd.

While the working tax credit has superficial efledn the gains from returning to work,
measured here by the reservation working timesRIBA has a very clear impact on these
gains. With a marginal tax rate of 38 %, the RSAkesaany level of work “worthwhile”
compared with the benefits available to househadasaining inactive, in every commune
and for almost every type of household. The RSAdtwee fully achieves its intended
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purpose, even when we take into account local aod-statutary transfers and the
interdependence between benefit scales and natiodattatutory transfers.

Table 7. Reservation working times before and afteRSA (minimum, average and maximum
over the sample of communes)

In weekly hours on net minimum wage

Couple SPF on| SPFon
Couple Couple Couple P Single RMI API
3 childrer2 children 1 child _, . person (1 child) | (1 child)
children
1) 1)
_ Min 47 31 22 32 24 29 17
RM'F‘,’:’:'E‘OUI Avg | 50 43 30 35 27 36 22
Max 57 50 40 38 31 43 34
Min |46 26 18 28 22 21 0
RMI with PPE Avg 50 39 21 32 25 30 10
Max 57 48 25 36 29 41 18
RMI + Min |0 0 0 0 0 0 0
incentive + Avg 4 18 0 0 9 12 0
PPE Max 57 48 0 0 29 41 0
Min [0 0 0 0 0 0 0
RSA
(MTR 38%) (Z)Avg 0 0 0 0 0 0 0
Max 5 0 0 0 0 1 0
Min |0 0 0 0 0 0 0
RSA
Avg 0 0 0 0 0 0 0
(MTR 40%)
Max 5 0 0 0 0 1 0
Min [0 0 0 0 0 0 0
RSA
(MTR 45%) Avg 0 7 0 0 2 3 0
Max 6 48 0 0 20 41 0
Min |0 0 0 0 0 0 0
RSA
(MTR 50%) Avg 7 18 0 2 18 12 0
Max 57 48 0 28 29 4] 0
1. SPF: single-parent family.
2.MTR = marginal tax rate. It corresponds to the prtipn by which the benefit (in this case
RSA) is reduced following a rise in earned incothe; marginal tax rate of 3& chosen for the RS
means that for each extra euro earned in wagefR¥#feis reduced by 3&ents: all else being eqy
the disposable income therefore increases bge®®s. The marginal tax rate can be calcul
1- ARD/ARA where ARD is the variation in disposable income atRA the variation in earn
income.

Interpretation: in 2007, in the 13 communes studiaking into account local and non-statutary tfarsbut not the working tax credit
(PPE), a single person had to work between 24 arftb8rs on the SMIC (27 hours on average) to olaalisposable income higher
than that obtained with no earned income, in tise cd the RMI without PPE.

The average reservation working times in this takethe averages of local reservation times; #ieynot directly comparable with
those presented in Graph 6.

Source: BUINOXE.
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This shows that with the RMI, in all the communasiged, a certain number of hours must
be worked before the disposable income of the Hmiderises definitively. Depending on
the type of household, a minimum of somewhere betwe half-time and a full-time week
on the minimum wage is needed before the incomeases. The incentive mechanism with
a marginal tax rate of 50 % temporarily removesé¢heelfare traps, in all communes and for
three types of household (couples with one or tWwildeen and single-parent families on
API). For the other types, notably single persohe wonstitute the majority of recipients of
these benefits, there are communes where the eggrworking time remains high despite
the incentive mechanism and the PPE, approachireyem exceeding a full-time working
week on the SMIC.

With a marginal tax rate of 38 %, and even if ihmat be accumulated with the PPE, the
RSA eliminates the zones where “working does ngt jpaevery commune and for almost
every household type. Out of the 91 situationsistli{l3 communes and 7 household types),
only two have a non-zero reservation working tifgeen in these two cases, the values are
very low (five hours and one hour per week on thBGGrespectively).

By varying the marginal tax rate of the RSA, wewlibat above a 40 % rate, zones where it
is not worth working reappear. The rate of 38 %seimoby the government is therefore close
to the maximum possible in terms of the declaregealve of producing a monetary
incentive for returning to work.

CONCLUSIONS

Local and/or non-statutary transfers cover a vastof monetary benefits given to low-
income households to top-up national and statutenefits. These secondary aids have been
largely neglected, and yet their analysis is ineligable to an accurate assessment of the
impact of benefit reforms on incomes. In this studg have used theQBINOXE micro-
simulation model to take into account the interdel@mce between local or non-statutary
transfers and national, statutory benefits. Our ham been to evaluate the effect on gains
from returning to work of the introduction of theatBed Income SupplemeriRévenu de
Solidarité Active- RSA) to replace both the Minimum Integrationdnee Revenu Minimum
d’Insertion- RMI) and the Single Parent Allowanao&llbcation Parent Isolé API).

In Paris, Lyon, Marseille and ten medium-sized teywue have analysed the total value of
benefits as a function of household income, exinalgtincorporating every national and/or
statutory benefit and every local and/or non-statubenefit as long as they have or can be
assigned a monetary value and are calculated doastie of a scale. The present study extends
and updates the work of Anne and L’Horty (2002)ngsiata from 2007 and a new sample of
communes.

Although local and non-statutary transfers are noftein of low value (somewhere between
150 and 250 euros per year for each particulat lme@efit, depending on the locality and type
of household), their sheer numbers make them tgmorit@nt to ignore: the income of poor

households is complemented by nearly twenty trasmsteverall, these benefits increase national
and statutory transfers by 15 to 20 %.

So despite their low individual value, these midtipenefits, targeted very precisely on the
poorest households, can strongly reduce the gaims feturning to work. For recipients of
the RMI, our simulations show that the annual egj@nt of a half-time job on the minimum
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wage is not enough to make up for the loss of bemefome, whatever the type of
household. For couples with two or more childreot, @ven a full-time job on the minimum
wage is enough.

This result is very similar to the one we obtaimeaur previous study on data collected in
2001. This is quite surprising when one considées $cale of the reforms introduced
throughout the 2000s (reforms of the local coutei, housing benefits, family allowances
and the working tax credit). These reforms clefdyg a positive impact on the gains from
returning to work, particularly the introduction thfe working tax credit, which substantially
modified households’ net incomes. But they hardad rany effect on the zones where
returning to work entails a loss of income for #ham benefits. The working tax credit in
particular does not make any but the lowest-pajobg more worthwhile.

If the reforms of social transfers of the 20004efhito eliminate these welfare traps, it is
because their effects were counteracted by thetsfté other reforms of social transfers: the
development of travel benefits given by regionalreols (such as free season tickets for
RMI recipients in the Tle-de-France region sinc€®?2)) television licence fee exemption for
RMI recipients thanks to a 2004 law, the sociapébne reduction since 2000, reduced rate
telephone and electricity bills since 2005. Allgshenew measures offset the impact on the
gains from returning to work of the reforms of therking tax credit, housing benefits, local
council tax and family allowances.

The RSA was introduced in place of both the RMI dmel API with the explicit goal of
making work pay. According to our simulations, &shmade returning to work profitable in
almost every commune and for almost every type afskhold: out of the 91 simulated
situations (seven typical cases in thirteen commyranly two continue to experience a loss
of income, and only over a very narrow range ofkigg hours.

The marginal tax rate of 38% (the amount by which RSA is reduced for each rise in
earned income) is close to the 40 % limit, whergatige effects on the back-to-work
incentive reappear locally. Here, the average vasen working times are still low, but the
maxima are comparable to those observed with thd. RiMe same holds true with a
marginal tax rate of 50%, corresponding to the t@magy incentive mechanism that existed
before the RSA.

It remains to study the robustness of these resulier different hypotheses concerning the
reactions of local benefit providers. As it stantihe scenario studied here would lead to a
marked increase in local benefit budgets.
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Appendix 1
FROM RMI TO RSA

The RMI is a guaranteed minimum income accompaiigdan incentive mechanism,
whereby beneficiaries returning to work can corginiemporarily, to receive a proportion of
their RMI on top of their earned income. It is cdatpd by a set of non-monetary incentives
to return to work, with thecontrat d’insertiori (professional integration contract) and local
measures of support for claimants. If we focustanlbong-term, monetary dimension of the
benefits given to poor households, the RMI canurmersed up as a means-tested differential
benefit that provides the strict minimum to takeu$®holds up to the guaranteed level of
resources. If we denotdhe size of the householdgihe guaranteed minimum income for a
household of type andw its earned income (more generaly,denotes all the resources
included in the income base used to calculate #18,Rhen the amount of RMI received by
the household, denoted T(RMI), can be written:

T(RMI) =R, 7w (1)

wherer denotes the marginal tax rate on earned incomihelicase of the RMI, this latter is
100 % ( =1 ), because at the end of the incentive periodh ealditional euro of earned
income means one less euro of benefit. This reolughi transfer income is equivalent to a
tax rise. The marginal tax rate (or marginal beamefiluction rate) expresses the variation in
transfers as a proportion of the variation in edrineome:

r=-— 2)

RMI and local/non-statutary transfers

The income of a household on the RMI, denoted Y (RNl equal to the sum of the RMI

given by equation (1), the earned income and temsshcluded in the RMI income base
(denotedw), and the local/non-statutary transfers, covealhghe other benefits not included

in the RMI income base. These aids are denotegiWpCbecause they depend on the
household’s size and income:

Y,(RMI) =R, +(1-7)w+DC, (w) (3)

In practice, DEw) is an aggregate of several benefits attributed nby-coordinated
institutions each with its own specific scale.slai function of the earned income with points
of discontinuity forming an overall profile of igelar steps (for an illustration of this, see
graphs A2 and B2 in Appendix 2). From the housetiofbint of view, the effective
marginal tax rate is the sum of that of the RMI d@hdt of the local and non-statutary
transfers. It presents numerous discontinuity goffdr an illustration, see graphsA3 and B3
in Appendix 2).



Implementation of the RSA

The RSA is intended to reduce the marginal tax eatearned incomes to a level that should
remain fixed at 30 %. The mechanism remains atrsteat rate. No discontinuities in the
marginal tax rate are envisaged. In addition, tB&RIoes not modify the value of the RMI
received by households with no earned income, whkattheir configuration. The RMI’s
implicit scale of equivalence, whereby couple wgikeen 150 % of a single person’s income,
30 % more for each dependent child and 40 % fortkinel child (a couple with three
children received 2.5 times more RMI than a singégson) remained the same with the
transition from RMI to RSA. The terrR, therefore remained unchanged when the reform was

implemented. The three equations written aboveirmamtto apply. The only difference is the
value of the marginal tax rate (0.3 instead of THle new system is therefore unequivocally
always more generous for all types of household.

The choice of a constant-rate mechanism facilitatakulations from the recipients’
viewpoint, and is almost certainly a guaranteeiwipsicity and clarity. It allows to deduce
mechanically the range of application of the meagdie., the level of earned income above
which it no longer applies. This earned incomeingjlabove which claimants are no longer
eligible for the RSA (denotedv ), can be very easily calculated from the guarahtee

minimum income for households with no earned incdRy and the marginal tax rate ).

Wy =2 (@)
T

max

For example, for a single person with no earnednme, the RMI is of the order of 0.35 gross
SMIC. After the introduction of the RSA with a margl tax rate of 30 %, the earned income
ceiling is 0.35/0.3 = 1.15 SMIC. The table beloweas the values for different types of
households and different RSA coefficients. A ri§® @oints in the marginal tax rate reduces
the earned income ceiling by 16 percent.

Earned income ceiling for RSA eligibility
(in multiples of gross SMIC)

RSA Coefficient (marginal tax rate)
Type of household 0.3 0.35 0.4 0.45 0.5
Single person 1.15 0.99 0.864 0.7Y 0.69
Single-parent family, 1 child 1.73 1.48 1.29 1.15 1.04
Couple without children 1.73 1.48 1.29 1.15 1.04
Couple 1 child 2.07 1.78 1.55 1.38 1.24
Couple 2 children 2.42 2.07 1.81 1.61 1.45
Couple 3 children 2.88 2.47 2.16 1.92 1.78
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Annual amount of local and non-statutory transfers

Appendix 2

SCALES OF LOCAL/NON-STATUTARY TRANSFERS: TWO
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A-2. Accumulation ofocal and/or non-statutary transfers
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Annual amounts of local and non-statutory transfers
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B-2. Accumulation of local/non-statutary transfers
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