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ANALYSING SOCIO-FISCAL POLICIES THROUGH THE LENS OF GENDER INEQUALITY IPP Notes n°23

The tax and benefit system probably affects men and women differently because of the differences in living situations and behaviours that mean that men and women do not enjoy the same tax arrangements, and do not necessarily respond in the same way to changes in public policy. However, identifying the effects of a change to our tax and benefit system on the inequalities between men and women is a relatively complicated process: because men and women live and interact in the same collective fiscal entities (family or other household units), resources are often pooled, even if only partially. In order to measure the effects on an individual level of a change to the tax and benefit system, we must first investigate how resources are allocated and the tax burden is shared among the individuals of the household receiving said benefits or liable for those tax payments. We propose a methodology based on four different rules of distribution, which gives us intervals for the effect of a budgetary measure on women on the one hand, and for men on the other. Applied to the income tax reform of 2015, we find that this policy would have resulted in higher average gains for men, of between 1.20 and 8.10 euros per year.

• A gender analysis is obligatory today for any new bill, but putting it into practice in the case of bills in the area of public finance remains unsatisfactory.

• Identifying the individual effect of socio-fiscal reform requires an understanding of how income, particularly taxes and benefits, is shared among members of a family or other fiscal unit. At present, there are few studies that show such distribution in detail.

• A multi-method approach, using different hypotheses about income distribution within collectivities and comparing their results, gives us a value interval in which the real effect of a budgetary measure on sub-groups can be found.

• We observe that, regardless of the hypothesis used about the pooling of resources within the fiscal household, the gains associated with the 2015 income tax reform are slightly higher for men.

The Institut des politiques publiques (IPP) is developed through a scientific partnership between the Paris School of Economics and the Centre for Research in Economics and Statistics. The aim of the IPP is to promote quantitative analysis and evaluation of public policy using cutting edge research methods in economics.

www.crest.fr www.parisschoolofeconomics.eu

Why conduct gender analysis of budgetary policies?

Despite some advances in the area of gender equality, inequalities between men and women persist. Because of gender differences in social roles, leading to different behaviours on the one hand and to discrimination on the other, women experience inequality in matters of hiring, salary and career path, as well as in the private sphere. While women's participation in the work force is steadily increasing, they remain the majority of those not in paid work -among parents of three young children, only 43.6 per cent of women are in paid employment, compared with 93.7 per cent of men 1 -and they are over-represented in unpaid domestic work 2 . Among paid workers, women's hourly rate is lower than men's by an average of 18.4 per cent 3 . This wage gap is only partially explained by the difference in occupations; the "unexplained" part probably consists of discriminatory behaviour. These inequalities of situation and of wages lead to income inequalities: among the total of individuals, whether working or not, waged or not, women receive, on average, 35 per cent less annual income than men 4 .

The socio-fiscal system -that is, all the rules governing taxes and benefits, which usually depend on income -does not take into account cultural and behavioural differences, and it is applied in a universal manner, without regard for gender. However, differences in social norms and income differences, which often mean that taxes and benefits have differential effects on men and women, can either aggravate or, contrarily, diminish inequalities between the sexes. Thus, income differences between them can mean that men and women do not enjoy the same means-tested tax arrangements and benefits. Moreover, a policy, even if it is of equal benefit or loss to men and women, might have different gendered behavioural effects: for example, because the time allotted to domestic work and paid work differs between men and women, we observe that women's responses to a policy encouraging employment are much more marked than the responses of men.

Hidden for a long time, these potential gendered effects of the socio-fiscal system are now a matter of some concern. Designing public policy that does not increase gender inequalities is a response to equity concerns and to the desire to create real equality between men and women. Following the recommendations of the European Commission and the Council of Europe, and the example of other countries, including Finland and Austria, France is gradually adopting "gender budgeting", that is, the design and assessment of bills relating to the budget -the finance bill (PLF) and the social security financing bill (PLFSS) -from a gender-equality perspective. After having introduced, in 2001, a systematic evaluation of the efforts made by various ministries in favour of gender equality, then in 2006 a budget programme aimed at tackling inequalities between men and women ("Programme 137"), the circular of 23 August 2012 obliges the government to produce a gender analysis of every new bill. Thus, since the 2013 PLF, the "Preliminary evaluations of the articles of the bill" presented in annexes to the PLF include an analysis of their "impact in terms of equality between men and women".

However, according to the preliminary evaluation of the 2016 Budget, none of the measures in the 2016 PLF has any impact on gender inequality 5 . The same was the case for the 2015 budget. The evaluation criterion for measuring a policy's effects on gender equality appears to be simply whether a person can, legally, benefit from the policy. The actual effects of changes to the socio-fiscal system on women and men require analysis on an individual level, and hence are rarely discussed and never quantified.

The difficulties of gender analysis

In practice, measuring the impact on women and men of a reform of the tax and benefit system is complicated. Indeed, how can we identify the effect of a reform on an individual, when individuals usually live in larger, interactive, collective entities? Within these groupings -households, families, fiscal units -resources are usually partially shared. Because of such interactions between individuals, it is thus difficult to know the "real" level of resources enjoyed by an individual. For example, the increase in one person's pension payments can also benefit other members of the family by increasing total shared resources. Those resources might not be shared equally between household members, but rather according to another rule of distribution which is not the same from one household to another.

Measuring the impact of a taxation or benefit reform at an individual level requires measuring the way in which the benefits received and the taxes imposed are shared among the members of the same fiscal household

Forms and degrees of sharing of resources vary considerably from one household to another

The management of household resources seems to take highly varied forms. For example, while some couples pool all of their resources, others keep theirs completely separate. In France, two thirds of couples pool their incomes, while 19 per cent of couples keep them separate. The others pool part of their income, to varying degrees, using a "kitty" for collective expenses and the rest of their income for personal expenditure. Finally, when the pooling is partial, each person's contribution to the kitty is made according to a variety of logics. While in the majority of cases it is proportional to income, it can also be equal or take the form of a sharing of expenses per "field" (food, rent, etc.).

while they appear to apply equally to women and men, we note that the beneficiaries are mostly women in the first case and almost exclusively men in the second case.

6. Sophie Ponthieux (2012), « La mise en commun des revenus dans les couples », Insee Première n°1409.

The pooling of resources within household units, even when only partial, thus complicates the analysis of policy measures at an individual level. Indeed, in the face of this diversity of resource-sharing modes, what distribution rule for pooled resources should be used to analyse the effects of reform of the socio-fiscal system at the individual level? Until now, no empirical study has gauged the way in which received benefits and imposed taxation are shared between individuals within the same household unit. We can, however, rely on works that deal more generally with the sharing of income within households. These studies reveal the principal determinants of resource-sharing among members of a household.

The main determinants of resource sharing

The contribution of each to household resources seems to be a central determinant of the manner in which the resources are shared out. In fact, no matter how they are pooled (fully or not, and if not, then proportional or not to the income of each), the rule for sharing total household resources seems to depend on the bargaining power of the individuals making up the household unit. This bargaining power seems to be strongly tied to the share of the resources brought to it by the individual 7 . Individual incomes, such as labour income and individual transfer incomes and benefits, thus play a role in the bargaining power of individuals and in their capacity to benefit from a larger share of total household resources.

Bargaining power also rests on other elements. Individual opportunities in the labour market seem to have some weight in negotiations about resource sharing. Facing a lower rate of unemployment than a partner seems to increase the chances of a more favourable share of resources 8 . The credibility of a threat to quit the household also seems to be a determining factor in the distribution of resources. Thus, some studies highlight the role of a divorce threat in resource-sharing between spouses 9 . Such a threat from a woman is deemed credible if the "gender ratio" of the local marriage market, the ratio of men to women in the area, is in her favour, increasing her opportunities for leaving the partnership.

Finally, the share of household income that women receive seems to grow with the household's standard of living. Dividing households into three groups according to their living standards, researchers show that in Canada, the share of household income that women receive varies between an average of 40 per cent for the least well-off and 60 per cent among the most well-off 10 . Other studies report similar results for the Netherlands and the United States 11 . 

A multi-method approach to estimating the gendered effects of a budgetary measure

The way in which resources are distributed within household seems, then, both complex and highly variable from one entity to another. This demands that we formulate hypotheses about the distribution. Based on the literature, we propose several rules for the distribution of the sum of taxes and benefits among individuals of the same household unit.

A first way to distribute the tax load among the members of the liable household unit (the fiscal unit in the case of income and wealth taxes) is to assume that the members share the burden equally (Method 1). This is the hypothesis that is used in most models to assess the effects of a tax policy at the individual level. The contribution of the methodology developed here is to propose three alternative ways of sharing the tax burden.

The second sharing principle rests on the strong evidence of the importance of individual contributions to household resources. This method assumes that the tax burden is shared between members of the tax unit in proportion to their income (Method 2). According to this hypothesis, if an individual brings in 60 per cent of the taxable income of a household, then we assume that he or she will pay 60 per cent of the total income tax bill.

We can also take into account the importance of the relative incomes of individual members in a finer manner, as well as the bargaining game between individuals, by applying the Shapley value (Method 3). This general method for distributing at an individual level a result obtained collectively consists of comparing the result that would have been obtained alone with the result that was obtained collectively. This method seems particularly well adapted to sharing the burden of income tax among the individuals of a household tax unit: indeed, the amount depends on the behaviour of each member of the household, and would be different (and often, higher in total) than if they had declared their incomes separately. The Shapley value method leads to the individual who gains the most from a joint income tax declaration making the greatest contribution to the tax payment owed by his or her household. The Shapley value formula is as follows :

For example, for a household unit comprising a married or de facto couple, we assume that the tax bill for one member of the couple is the sum of the tax that would have been paid if one partner had made an individual declaration and the difference between the tax owed by the household and the tax that the other partner would have paid if he had made an individual declaration, and divided by two.

Nevertheless, this distribution principle can lead to a negative tax bill. In that case, we assume that the person pays not only all of the tax, but also compensates his partner with a cash transfer for the gains generated by the collective declaration. A fourth method thus takes up the Shapley value but corrects the result so as to avoid negative individual tax amounts. We exclude the possibility of transfer among members of the same fiscal unit. We assume that the individual who gains the most from a joint declaration pays all of the tax bill but does not compensate her partner (Method 4).

Table 1: Example of sharing of the income tax burden of a household unit Note: If the tax bill is shared equally between the two partners in the household tax unit (Method 1), then each of the partners pays 1,055 euros in tax. Sources: ERFS FPR 2011 ; TAXIPP 0.4 Table 1 presents an example of sharing the income tax burden among members of the fiscal unit according to the four methods just outlined.

In relation to benefits, the salient collective unit is no longer the household. Although the precise definition of the receiving entity varies depending on the benefit being considered, we maintain the household unit. The first step is to add up the different benefits received. Second, we must define a key or principle for the sharing of this amount among the members of the household unit. In addition to equal sharing (Method 1), we define a second form of distribution: sharing in inverse proportion to individual incomes (Method 2). According to this method, a household member who brings in 60 per cent of the resources will receive 40 per cent of the total amount of benefits received by the household. Table 2 presents an example of benefits sharing according to the two methods described here.

Table 2 : Example of the sharing of social benefits received by a household

Lecture: If the amount of benefits received by the household is shared equally between the two members, then each household member receives 5,494 euros. Sources : ERFS FPR 2011 ; TAXIPP 0.4

An example: the effects of the suppression of the first income tax bracket

By applying this method of analysis to the reform of the income tax scale introduced with the 2015 Budget, we show not only the importance of investigating the differential gendered effects of the changes but also the determining role of the choice of sharing principle. The 2015 tax reform consists in deleting the first bracket in the taxable income scale. In 2014, the first bracket of net declared income ("revenu fiscal de reference", RFR) was between 6,011 and 11,991 euros, to which applied a tax rate of 5.5 per cent.

With the reform, the rate for the new first bracket, whose entry threshold was lowered to 9,960 euros, increased to 14 per cent. The fiscal units that benefited from this reform are those that are taxable but still earn low incomes, insofar as they fall within the first bracket of the tax scale. That corresponds to the fiscal units situated in the fifth decile of the RFR by tax share 12 However, the fiscal units with a higher RFR can also benefit from this policy reform, since the non-taxation of income falling below the entry threshold of the first bracket reduces the total amount of tax.

Analysing the effects on men and women

We noted above that the preliminary assessments of budget measures on the criterion of equality between men and women seem to be based on the general principle of equal rights to social benefits; the preliminary evaluation of reform introduced in the 2016 Budget is no exception and thus has reports no particular impact on equality between men and women. We can, however, investigate a possible differentiated gender effect of this tax reform. In fact, as Figure 1 shows, more women belong to non-taxable households than men, and they are slightly less numerous than men in the first tax bracket.

12. The RFR is divided by the number of shares used to calculate the family quotient In order to measure the effects on an individual level of this reform, and thus to compare the effects on women and men, the first step is to divide among the members of a household the amount of tax to be paid had the reform not been introduced. This amount is then compared to the tax to be paid following the reform, distributed using the same method. Table 3 presents the average annual gains resulting from the reform, shown separately for women and men according to the different sharing principles.

Table 3 : Average annual gains made from the suppression of the first income tax bracket, according to four different distribution principles (in euros)

Note: The average annual gain from the suppression of the first tax-scale bracket is 21.5 euros for men, against 13.4 euros for women -that is, a difference of 8.1 euros per annum -when the share of the tax burden is proportional to income. NB: This table shows the average annual gains for women and men created by the suppression of the first income tax bracket, for the four different methods for sharing the tax burden among members of a household. Source : ERFS 2013 ; TAXIPP 0.4 Regardless of which sharing principle is used, the average tax gain from the reform is greater for men than for women (Table 3). Thus, if the tax burden is shared among household members in proportion to their individual incomes, the average gain is 21.50 euros for men compared with 13.40 euros for women. We observe that the hypothesis concerning the sharing of income within the fiscal unit is very significant (Table 3). It is when the tax burden is shared in an egalitarian way (Method 1) that the reform gains gap between men and women is the smallest. Conversely, distribution of the burden that is proportional to individuals' contribution to household income (Method 2) results in the greatest gender gap in the tax reform gains. In effect, sharing the tax burden proportionally to income reproduces the income inequalities between men and women. This difference in effects of the reform on inequality between men and women is especially significant for the median deciles (4, 5 and 6) of the RFR per share, and in particular in the fifth decile, where the gender gap reaches almost 15 euros per annum in the case of proportional distribution, as against only two euros in the case of equal distribution (Figure 2). Note: Assuming that the income tax bill is shared proportionate to income among members of a household unit, the difference between the average gain associated with the income tax reform for men of the fifth decile of RFR by fiscal share, and those of women in the same decile, is around 15 euros per annum. NB: This graph shows the difference between the average gains for men and women, for income tax bill sharing according to Methods 1 and 2 and for each RFR by share decile. Sources : ERFS 2013 ; TAXIPP 0.4

Conclusion

Combating inequalities between men and women effectively requires understanding how economic and social policies can affect them, even when that is not the goal of a given policy. Thus, consideration of a policy's potential effects on gender inequality must be integrated into the design of reforms to the tax and benefits system. Although desired, this gender budgeting remains largely incomplete: the preliminary assessment required for budget measures does not integrate the gender dimension well, because it limits it to the legal right to benefit from a policy measure. In reality, a quantitative assessment of the differing effects of a budget policy on women and men, notably those due to the identity of the actual beneficiaries, is difficult to conduct: it demands knowledge of the way in which the household unit shares its income. For, because this sharing rule is likely to vary widely from one household to another, it must be subject to varying hypotheses. Our approach, which consists of calculating the gendered effects of a reform through the use of different principles of distribution of tax and benefits, in order to obtain an interval in which we will find the actual effect of the reform being considered, in terms of differences in gains and losses between men and women, reveals the crucial importance of the hypotheses used, as well as the gendered effects of socio-fiscal reforms.

We propose, then, a methodology that quantifies the gendered effects of budget reforms, so that preliminary assessments of budget bills according to gender inequality criteria can go beyond the simple question of equal legal access to the policy. But because it does not permit the precise quantification of a budget policy's effect on women and men, our method cannot replace an ex-post analysis of adopted budget measures, which identifies their contribution to an increase or reduction in gender inequalities by taking into account behavioural reactions. Such analyses also measure the more long-term effects of budget policies: thus, a policy that encourages women to stay "at home", by offering them financial assistance, will benefit them in the immediate term, but lead to their receiving a smaller pension.
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 2 Figure 2 : Difference in average gains from the income tax reform -Methods 1 and 2
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