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Abstract: We show that the current Guaranteed Minimum Income (GMI) schemes in the European Union are rather ineffective in moving individuals from welfare into work. The main reason for that has to do with the fact that benefits in Europe are quite generous, with replacement rates extremely high and, in most countries, over 100 percent. These extreme values mean that the GMI beneficiaries in Europe have no incentives to work at all. As a result, this has arose the issue of a crisis in the European Social Policy model and the need of finding better tools to increase the movement of welfare recipients into employment in Europe. This paper discusses what lessons one can draw from the USA experience in order to improve the current European welfare state of the art. It is discussed the pros and cons of the Temporary Assistance to Needy Families (TANF), which is roughly a  (modified) GMI with work requirements and time limits. The main advantage of the American TANF when compared with the European GMI is that it provides part-time workers incentives to work more hours and, non-workers, to start working, which is a clear progress towards moving individuals from welfare rolls into work. Although the surveyed empirical results are neither certain nor consistent, the effects are in the expected direction, which reinforces the idea that TANF has the potential to minimize the disincentive to work effect inherent to this type of program.
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1. Introduction

In 1997 there were about 65 millions of poor in the European Union (COM, 2001). For many, this outcome is the result of the “failure” of the labor market: instead of offering well-paid, stable jobs, the current labor market puts at risk young individuals and low-skilled workers. However, the “failure” of the labor market has been tackled in a different way in Europe when compared with the USA. From the political philosophy point of view, and at the risk of simplicity, the European Social Policy Model has been driven by the ex-postum justice paradigm: the response to the “failure” of the labor market is focused on fighting poverty itself. This paradigm corresponds to the welfare state model, which led to the appearance of the minimum income schemes in Europe, also known as the Guaranteed Minimum Income (GMI), which is born of the Council Recommendation 92/441/EEC of 24 June 1992. On the other side of the Atlantic Ocean, the US Social Policy Model obeys to the ex-ante justice paradigm: the response to the “failure” of the labor market is to reward work instead of not work. This paradigm corresponds to what can be called the workfare state model (benefits are conditional on employment) and led to the appearance in the US in the 1990’s of the Temporary Assistance to Needy Families (TANF), which sets work requirements and time limits for the income support to the poor, and to a large expansion in the Earned Income Tax Credit (EITC), which tops-up wages of low-wage workers.

Indeed, much social spending in the European Union goes on paying income support to individuals who are not working (OECD, 1997). However, the fact that the European employment rates of working age individuals are low and unemployment rates are high has risen the issue of a crisis in the European Social Policy Model and the need of a debate to increase the movement of welfare recipients into employment in Europe. Starting at the European Council in Lisbon and in Feira, the European Union has developed a new initiative called “activation policies” (Council of the EU, 2000), which aim to improve the coordination between labor market policies and social policies (Heikkila, 1999, 2001; Hanesch and Balzter, 2001). This paper, however, explores another route which consists on the reformulation of the current GMI schemes in Europe at the light of the USA experience. 

Although the GMI is theoretically intended to be of short-term duration, in practice the GMI support tends to persist for very long periods and in the medium term this fact may undermine the work ethic of the European society. On the one hand, the GMI critics highlight that it only stimulates idleness and subsidy-dependence: those who are poor continue to be poor because they accommodate themselves to the cash provided by the GMI and only have as a goal to keep receiving the cash transfer (being poor is a choice). On the other hand, there should be no arguing on the merits of the GMI regarding human dignity: the GMI works as a final safety net for those unable to make their living otherwise and is a tool for the true achievement of freedom, what the philosopher Rawls (1971) called positive freedom. However, the questions that rise are the following: Is the GMI, as we know it, the only way of helping the poor in the European Union? What changes in policy should be adopted in order to decrease its disincentive to work? 
The apparent policy dilemma facing governments of the European Union is that if the GMI benefit is set too low, poverty will be the result, and yet if they set it too high, there will be little difference between incomes out of work and incomes in work and inefficiencies will arise. This paper tries to overcome this policy trade-off by discussing and clarifying what changes in policy parameters can be made to improve the current GMI architecture (in order to decrease its disincentive to work) at the light of the American experience with the TANF. Section 2 surveys descriptive data on the current GMI schemes in the European Union and highlights the extraordinary large disincentive to work they offer to beneficiaries. Section 3 presents the main empirical evidence on the effects of the GMI. Section 4 introduces the American TANF which is a (modified) GMI with a minimum hours worked requirement and time limits. Section 5 surveys the main empirical effects of the TANF and the consistency of the several empirical findings. Finally, section 6 concludes. 


2. The Guaranteed Minimum Income in the European Union


Minimum income schemes in the European Union have two broad purposes: to fight against poverty and to enable social and economic integration of the poorest individuals. These schemes can be labelled with a common name, the Guaranteed Minimum Income (GMI), which is born of the European Council Recommendation 92/441/EEC of 24 June 1992. This Recommendation intends to assure common criteria between the Member States concerning minimum resources and social assistance to the poor. The idea is to guarantee a minimum level of income to all citizens of the Member States and follows from the recognition of “the basic right of a person to sufficient resources and social assistance to live in a manner compatible with human dignity”. 

<insert Table 1 around here>


The GMI works as a final safety net for those unable to make their living otherwise, without any requirement for prior contributions. In broad terms, the GMI is composed of two components: one consists of a cash transfer (subsidy), also known as the “minimum income”; the other has to do with the economic and social integration process. This is in line with the Recommendation, which advocates that the GMI subsidy should be complemented by social integration measures (Section B3, C4). However, behind the common principles stated in the Recommendation lie varied and specific national methods of implementation. The first countries to have created the GMI were Denmark, Germany, Netherlands and the United Kingdom in the 1960’s (Table 1). They were followed in the 1980’s by Finland, France, Luxembourg and Sweden. Portugal was the penultimate country in the European Union (1996) and Greece has not adopted it yet. There are also differences in terms of the level of government responsible for its management and financing. On the one hand, those Member States where social insurance based on employment is the rule (such as Austria, Belgium, France Germany and Luxembourg) the GMI has remained outside of national social security systems: local governments administer the GMI. On the other hand, there are several countries in the European Union where the GMI is part of the national protection system. This is the case in Ireland and the United Kingdom, and more recently in Portugal. The Mediterranean countries lie somewhere between the two above cases: there are some local schemes in Italy, some managed by the Autonomous Communities in Spain, and none at all in Greece (1). In terms of the weight of budgetary expenditures in GDP, the figures range from 0.04 percent in Spain, 0.1 in Belgium, 0.13 in Austria to 1.09 in Denmark, 1.47 in Netherlands, 1.49 in Germany and 2.44 percent in the United Kingdom. However, for many households in Europe the GMI can make the difference as it is their main, if not the only, source of income. It is interesting to see that in Ireland and Portugal there is a high share of the population who benefits from the GMI (4 percent), though its share in the GDP is rather small (about 0.3 percent). In the United Kingdom the GMI is quite important as almost one out of ten individuals benefits from it. Furthermore, some Member States have an age requirement above 18 years old: Austria (19), France and Spain (25), and Luxembourg (30), though some countries (e.g. France, Portugal and Spain) lower the age requirement when young individuals have responsibility for dependents. 

<insert Table 2 around here>


The GMI subsidy is provided in order to cover fundamental needs (section C1a of the Recommendation) and its level is generally defined for a country as a whole, though it may have regional variations due to differences in the cost of living. The cash transfer is generally indexed to consumer prices or to other social benefits (in Finland and Portugal to the social pension). The level at which the GMI is fixed depends on the household composition (for example, in Portugal, the first two adults count as 100 percent, the third onwards as 75 percent and each child as 50 percent) and varies substantially between the Member States (Table 2). For a single person family, the overall GMI subsidy ranges from 221 in Portugal to 808 in Luxembourg. These amounts can include both a housing and a family subsidy, which are provided if certain requirements are filled according to each country legislation. Housing benefits are quite generous, in relative terms, in Finland, France and Germany but non-existent in Belgium, Ireland and Spain. Family support is quite sizeable in Austria, Belgium and Finland. Housing and Family benefits together can account for more than half of the total cash assistance (in Finland they reach 66 percent).(2)
The large differences in the GMI cash level between countries reflect mainly the difference between average wages, which in turn is related to differences in productivity. However, one question can be raised: how high is the GMI subsidy level in each Member State? To answer to this question one can compute replacement rates against wages (the GMI subsidy divided by the wages offered in the market). The replacement rates give us an idea about the incentives to work and the probability to leave the scheme: the higher the replacement rates are, the lower are the incentives to move to work as more individuals find themselves better under the GMI support. 


As the recipients of the GMI are typically low-wage workers one possibility is to compute replacement rates against statutory minimum wages. The figures for Belgium and Portugal are about 45 percent, for Spain and France are about 52 and for Luxembourg and Netherlands they reach over 70 percent. This means that in Luxembourg and Netherlands, the GMI is relatively much generous and individuals are less likely to start working: a ratio of 70 percent is about the same of the unemployment benefits rates in some countries but, contrary to these benefits, the GMI in the European Union is not time limited (in line with the Recommendation’s requirement, section B4). Moreover, it should be noted that these replacement rates may even be overestimated as some of the GMI recipients can only have a job offer for lower wages in the informal part of the economy. The issue, however, in using statutory minimum wages is that there are only a few countries who have them. An alternative is to use another measure of low wages, let’s say, two thirds of OECD average wages (Table 3). For a single family without children, the replacement rates are about 70 percent, reaching a maximum of 97 percent for Italy and a minimum of 35 percent in the Spanish case. For a single family with two children, replacement rates are even higher, being over 100 percent for Germany and Italy. For a couple with two children, these figures are even higher if only one individual works: 107 for Austria, 124 for Denmark, 104 for Germany, 162 for Italy and 119 for Sweden. These figures are extremely high: a replacement rate close to or higher than 100 percent mean that economic incentives to find work under the GMI schemes are non-existent. What’s more, if there are any incentives for low-wage workers, it is to stop working in order to receive the GMI subsidy.


In order to limit the risk of benefit trap, some Member States have reinforced penalties for people in receipt of the GMI benefit who refuse a job offer or to participate in social integration activities. In some countries the GMI benefit can be suspended for some months or even ceased if the refusals persist (Belgium, France, Luxembourg, Portugal and Spain) or the amount reduced (by 20-25 percent in Denmark, Finland and Germany; 15, 20 and then 100 percent in the Netherlands; 40 percent in the United Kingdom). Nevertheless, this may not prevent individuals from returning to the system and figures on penalties are rather small (1.5 to 2.8 percent in France, Luxembourg and Portugal).


The second component of the GMI deals with the social integration of the recipients, which is related to issues such as housing, education, family, health or citizenship. In half the Member States a more individualised approach is being developed which more actively involves beneficiaries in designing personal projects with the support of social services. For example, in Belgium, France, Portugal and Spain these projects assume the form of individual integration contracts, which the recipients are in general obliged to subscribe except, for example, for age or health reasons. These contracts are designed to enable people to operate on time scales and under goals more compatible with his/her own pace of development and integration, at the same time that make them responsible for their future. In France and Portugal these commitments formally involve local committees, which co-sign them. These contracts correspond to the Belgian ”contrat d’intégration”, the French “contrat d’insertion”, the “projet d’insertion” in Luxembourg, the Spanish ”proyecto de integración” and the Portuguese “acordo de inserção”. It should be stressed that these contracts are not direct employment contracts but include a wider range of areas such as health, education and housing (health treatments, detoxication, children and adult’s education, training, improving housing conditions and so on). 

<insert Table 3 around here>

The efficiency of these integration measures is a fundamental key to the success of the GMI. However, only about 28 percent of the beneficiaries in France, 12 in Luxembourg and 22 in Portugal are covered by these contracts (Table 4). Moreover, comparing the share of those employed at the time of request with the same figure about one year after, the increase is rather small (from 13 to 27 in France and from 5.3 to 9.7 in Portugal) not to mention that part of this increase may be due to social employment. Those leaving the GMI scheme range from 6 to 33 percent but most of them do not find a job, and when they do (about 13 percent in the Netherlands) it is possible that the vast majority of them are temporary jobs. 

To sum up, the current GMI schemes are rather ineffective in moving individuals from welfare into work and the main reason has to do with the fact that benefits in Europe are extremely generous (with replacement rates amazingly above 100 percent), which means that individuals have no incentives to work at all. 


3. Empirical Evidence on the GMI effects on work

Some studies in Europe have addressed the issue concerning the wrong implementation of the GMI on the ground. Farinha (2001) using the Portuguese Household Budget Survey for 1994/95 does a simulation assuming that all eligible households will actually receive the GMI. He finds that only 85 percent of the subsidies of the GMI are in fact given to the poor. Of the 10 percent poorest Portuguese individuals only 39 percent end up receiving the cash transfer, which represent 69 percent of the total number of beneficiaries, while the remaining 31 percent are distributed across all other income intervals, including the 10 percent richest individuals (of whom 0.2 percent actually receive the subsidy). The main reason for these results has to do with the architecture of the GMI given that the Law in Portugal only considers 80 percent of total incomes from work (and does not take into account non-monetary incomes which represent about 18 percent of total income of Portuguese families). As for the effectiveness (Pereirinha 1996, provides a distinction between efficiency and effectiveness), he concludes that the GMI decreases not much the poverty rate but mainly its intensity and severity. 


As far as the empirical evidence on work disincentives of the GMI is concerned, there are almost no papers on this issue in Europe, with most research being conducted instead on the reduction of poverty and its severity (Behrendt, 2000, 2001). Nevertheless, there is a lot of research with the Aid to Families with Dependent Children (AFDC), which is roughly the GMI North-American welfare counterpart scheme. The AFDC started in 1935 as the Aid to Dependent Children and its target group were primarily widows with children. The number of beneficiaries grew slowly through the 1950’s and 1960’s and then accelerated in the following decade with the primary target group being divorced women. It then shifted again in the 1980’s to one composed mostly of never-married single mothers with children. In 1988 the Family Support Act combined employment programs in all states with human capital, education and training schemes as part of a program mix and renamed it as AFDC. Contrary to the GMI, the AFDC is only available to families with children. In 1994 this program reached a peak of 14.2 million recipients, a figure comprising 5 million families and 9.6 million of children. Contrary to the GMI, the AFDC is only attributed to families with children. The 1996 Act made fundamental changes to the AFDC, which in practice put an end in this scheme as a minimum income scheme of the sort of the GMI (Moffitt, 2002a). 

There have been three major reviews of the literature on the effect of the AFDC on labor supply (Danziger et al., 1981; Moffitt, 1992; Hoynes, 1997). These studies in general confirm that the AFDC reduces the number of hours supplied, ranging from 10 to 50 percent (the mean labour supply is about 20 hours per week, including non workers). However, these estimates should be taken with some caution as they are not based on any data in which the AFDC is absent: benefit levels estimates, are obtained from cross-state differences which do not include zero benefits. As for changes in the rate of wage deductions, which is theoretically ambiguous, the net effect seems to be close to zero (which means that the higher incentives of a lower level of wage deductions are cancelled out by the arrival of new beneficiaries, which reduce their number of hours). More recent studies (Hoynes, 1996; Keane and Moffitt, 1998) have found similar findings. For example, Hoynes (1996) finds the AFDC benefit to have significant negative effects on labour supply of husbands and wives, but that marginal decreases in the rate of wage deductions has little effect.

There should be no arguing on the merits of the GMI regarding human dignity. However, given its negative effect on labour supply the questions that arise are the following: Is the GMI, as we know it, the only way of helping the poor in the European Union? What policy changes should be adopted in order to decrease its disincentive effect to work?


4. Introducing a work requirement and time limits in the GMI: the case of the USA


We have just seen that the current GMI in the European Union have associated extremely high disincentives to work. One solution to stimulate work is to modify the current GMI architecture by imposing a minimum number of hours worked and time limits. A program like this it is already in place in the USA: the Temporary Assistance for Needy Families (TANF). In 1992 president Clinton was elected promising to “end welfare as we know it”. The result was the creation of the TANF in 1996 to replace the AFDC. The new program differs from its predecessor in a number of important ways, including: (1) stronger work requirements; (2) the introduction of time limits; (3) more freedom for states in major program designing and setting of policy parameters. There are also other elements such as federal financing through block grants to the individual states and the option for the provision of non-cash assistance. 


The new program establishes work requirements so that recipients must be working within two years of receiving benefits. The number of hours, Hm, is set, for single mothers, between 20 hours (with children under 6 years old) and 30 hours per week, and more for two-parent families (states are allowed to exempt families with specified types of difficulties). This general federal mandate is reinforced by rules requiring states to reach fixed and rising work participation thresholds (the goal is that by 2002, 50 percent of all families must be engaged in work-related activities). The emphasis on work requirements has led in practice to the appearance of a “Work First” approach in which the new recipients are moved as quickly as possible into work of any kind, with an deemphasis on education and training. This pure work policy strategy is further reinforced by an increase in the amount of money made available for childcare. Moreover, states have imposed tough sanctions for those who do not comply with these requirements and simultaneously have generally decreased wage deductions (many states have rates of wage deductions of only 50 percent; in a few states this rate reaches 0, with benefits being limited by income limits).  


An additional feature of the TANF is the word “temporary”: to address long-term benefit dependency, TANF places a five-year lifetime limit on assistance (though states are allowed to exempt up to 20 percent of all the caseloads for hardship reasons). However, almost half of the states have adopted stricter lifetime limits (the stringent limit is in the state of Connecticut with only 21 months) and eight of them have actually imposed not only a lifetime limit but also a shorter limit over fixed calendar intervals (for instances, no more than 2 years in every 5 years).

___________________________________________

BOX: A comparison of the disincentive effects to work of the European GMI and the American TANF

( Before receiving the GMI subsidy the individual faces two restrictions: (1) C = w.(T-L); (2) T = L + H, where C is the level of consumption, T is the total number of available hours, L is the number of hours allocated to leisure, w is the hourly wage and H is the number of hours worked; (2) is a time restriction meaning that the total number of hours available can only be used either on leisure or in work. Combining (1) with (2) one obtains (3): C = w.H, a budget restriction, which means that total expenses on consumption are equal to the total revenue obtained from work. (3) is represented by (ABT( in Figure 1, whose slope is equal to the wage, which is the opportunity cost of leisure. Note that the number hours worked are read from right to left. To know which is the best point in (ABT( one has to add the individual‘s preferences, which are given by the indifference curves. The optimal allocation (E1) is given by the tangency between the highest indifference curve (u1) and the budget restriction (ABT(.

<insert Figure 1 around here>

( In Europe there is the GMI. The introduction of the GMI increases the disposable income, being the subsidy equal to S = GMI – g.wH, where GMI is the level of the minimum income and g is the rate of wage deductions (for example, in Portugal g=0.8, which means that only 80% of the wage is deducted to calculate the subsidy). This means that there is (at least, theoretically) some financial incentive to find work. The new restriction is then given by (ABFT(. There are three cases that can be studied when it regards the number of initial hours (the placement of E1 along (ABT(): (a) a medium level of initial hours  (between B and T); (b) a low level (close to T); (c) a high level (between A and B). The case in (a) corresponds to Figure 1: the introduction of the GMI results always in a decrease in the number of hours worked (the income – if leisure is a normal good – and substitution effects operate both in the same direction) which means that E2 is always at the right of E1. The case in (b) is for those individuals who initially worked a few hours (close to T) and after the GMI stop working (those who initially did not work at all have even less incentives to start working). The case in (c) is for those individuals who initially worked a high level of hours: now there is the possibility of reducing the number of hours worked in order to meet the GMI eligibility conditions. To sum up, in all cases the changes operate to decrease the incentives to find work. The work disincentives are higher the higher is the level at which is set the GMI subsidy. Note, however, that the level of the rate of wage deductions, g, has a theoretically ambiguous effect: for those in case (b), a lower rate means some will increase their number of hours worked (as their marginal wage increases) and those not initially working may even start working; for those in (c), however, a lower g results in more individuals meeting the GMI eligibility conditions and, therefore, in reducing their number of hours worked.(3)
( In the USA there is the TANF, which is roughly a GMI with a minimum hours worked requirement, Hm (Figure 2). The new budget restriction is given by (ABE2JT(. The new aspects of this requirement are: in cases (a) and (c) it limits the size of the disincentive effect; in case (b) there is the possibility of the individuals increasing their number of hours worked (to Hm), which means that in the workfare system there is, not a disincentive, but and an incentive to work (additionally, it is also possible that those individuals who initially did not work start working). The main issues of this scheme are two: there must be a clear criterion to classify people between those who effectively can work and those who can not; there should be available vacancies in the economy, especially, part-time vacancies. Note that the higher is the level at which is set Hm, the smaller will be the probability of occurring an incentive to work for those individuals in case (b).

<insert Figure 2 around here>

___________________________________________

5. Empirical evidence on the effects of the American TANF on work

As far as it concerns the empirical findings, there are two types of studies.(4) 

On the one hand, there is a large volume of data analysis on TANF which is descriptive in nature and not casual and does not seek to separate the 1996 legislative changes from other effects such as the improving economy and other programmatic developments (EITC and Medicaid expansions). This literature stresses the sharp reduction in the number of beneficiaries (7.2 million in 1999, roughly half the caseload of 1994), the decrease of poverty rates since 1996 and the fact that women who have left the TANF rolls have employment rates of approximately 60 percent. They also highlight the fact that after 1996 the decline in the unemployment rate slowed but the decline in the TANF caseload accelerated which suggests that the TANF effects are beyond those of a strong economy. 


On the other hand, there are studies that attempt to make casual inferences in the sense that they control for other effects. First, there are those studies which make use of the pre-1996 waiver reforms: in general they show waivers to have had positive effects on labor supply and negative effects on the program participation, as expected. For example: Moffitt (1999) using all state waiver programs, finds no effect on employment or earnings but positive effect on weeks and hours worked and negative effects on the participation rates; Schoeni and Blank (2000) find positive effects on labor supply, earnings and income and negative ones on the participation rates. There are also studies which have just used waiver programs in some specific states: using waiver programs in Connecticut, Florida and Vermont, Bloom and Michalopoulos (2001) find a positive effect on employment and earnings but no effect on income and small ones on participation; studying only the state of Delaware, Fein et al. (2001) find also similar findings. Two exceptions to the above results are Bartik and Ebert (1999) and Ziliak et al. (2000) who find very little effect of the welfare reform. This difference in the results might be related with the fact that these two studies enter the program participation also as a lagged variable into the regression model, which is still an open issue in the econometric literature of these models.

Second, there are studies which study a more important policy issue which is the effect of TANF itself. These studies face some methodological difficulties because: the TANF was introduced in all states at approximately the same time; states have freedom to use the block grant as they wish, which make it much more complex than the previous AFDC (under TANF there are more than 51 dimensions by which state programs differ). For instance, Elwood (2000) concludes that these difficulties are sufficiently severe so that the separation contribution of TANF, the EITC and the economy cannot be identified. Schoeni and Blank (2000) find no effect on labor supply or individual earnings, positive effects on family earnings and income, and negative ones on the program participation rate. However, McKernan et al. (2000) finds TANF to have increased employment. The reason for such a difference in results might be related with the fact that these two studies used different control groups. Moreover, using cross-state variation in the timing of TANF implementation (instead of the difference-in-difference method), O’Neill and Hill (2001) also find positive effects on employment, along with negative effects on participation. 

As for each component of TANF such as time limits and work requirements, the state of the art is rather weak as these studies face many methodological difficulties and their findings are often inconsistent with each other (Moffitt, 2002b).


6. Concluding Remarks

To sum up, we have shown that the current Guaranteed Minimum Income (GMI) schemes in the European Union are rather ineffective in moving individuals from welfare into work. The main reason for that has to do with the fact that benefits in Europe are quite generous, with replacement rates extremely high and, in most countries, over 100 percent. These extreme values mean that the GMI beneficiaries in Europe have no incentives to work at all. Actually, if there is any incentive for low-wage workers under the current European GMIs it is to stop working in order to end up receiving the subsidy. 

This state of the art of the current European GMIs is such of a more concern if one takes into account that much social spending in the European Union goes on paying income support to individuals who are not working. What’s more, in practice the GMI support tends to persist for very long periods and in the medium term this fact may undermine the work ethic of the European society. As a result, this has arose the issue of a crisis in the European Social Policy model and the need of finding better tools to increase the movement of welfare recipients into employment in Europe. The question that we addressed was: What policy changes should be adopted in order to decrease the disincentive effect to work of the current European GMIs?

This paper discussed then what lessons we could draw from the USA experience in order to improve the current European welfare state of the art. It was discussed the pros and cons of the Temporary Assistance to Needy Families (TANF), which is roughly a  (modified) GMI with work requirements and time limits. The main feature of the TANF is that it requires potential beneficiaries to work a minimum number of hours at the same time that sets time limits for entitlement duration: it establishes work requirements so that recipients must be working within two years of receiving benefits and sets targets for states of participation thresholds (the goal is that by 2002, 50 percent of all families must be engaged in work-related activities); to address long-term benefit dependency, TANF places a five-year lifetime limit on assistance (though states are allowed to exempt up to 20 percent of all the caseloads for hardship reasons). 

The main advantage of the American TANF when compared with the European GMI is that it provides part-time workers incentives to work more hours and, non-workers, to start working, which is a clear progress towards moving individuals from welfare rolls into work. As far as it concerns the empirical evidence, it shows that some TANF effects are in the expected direction but the small number of studies and methodological difficulties make conclusions sometimes rather uncertain. Although the empirical results are neither certain nor consistent, the TANF has the potential to minimize the disincentive to work effect inherent to this type of program.

Endnotes

(1) In Italy there is the RMI which has a national scope but it is still on a testing phase.
(2) In eight European countries (Austria, Belgium, France, Germany, Ireland, Luxembourg, Portugal and Spain) - GMI claimants must have used up their entitlement to other social benefits. Only some Spanish regions do not allow a combination of the GMI with the unemployment and or retirement benefits. In the remaining Member States (Denmark, Finland, Netherlands, Sweden and UK) recipients can combine the GMI with other types of benefits (COM, 1999).
(3) Some Member States (Belgium, Denmark, France, Germany, Ireland, Netherlands) have transitional periods (one to three years) during which the GMI subsidy can se used wholly or partially to supplement wages. This specific measure corresponds to a partial rate of wage deductions and has the advantage of working as an incentive to find work (if the substitution effect is dominant). It should be noted that in Ireland and the United Kingdom, in general, the GMI can only be claimed by individuals working up to 30 and 16 hours respectively (beyond these limits they have a system of in-work benefits only applicable to households with children). Only some regions in Spain do not allow GMI beneficiaries to being paid for work.

(4) See Moffitt and Ver Ploeg (2001) and Harvey et al. (2000) for comprehensive surveys.
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Table 1

The Guaranteed Minimum Income (GMI) in the European Union*

	
	Year of Creation
	%  

Population

Covered
	%

GNP

(1995)
	Min.

Age
	Level of

Government
	Base of

Calculus

	Austria
	
	
	0,13
	19
	100% Local
	Regionally Variable

	Belgium
	1974
	0,7
	0,10
	18
	50% Local
	Political Decision

	Denmark
	1961
	2,9
	1,09
	No
	50% Local
	Unemploy.Subsidy

	Finland
	1984
	
	0,46
	No
	64% Local
	Social Pension

	France
	1988
	1,5
	0,27
	25
	20% Local
	Political Decision

	Germany
	1962
	1,6
	1,49
	18
	100% Local
	Regionally Variable

	Ireland
	1977
	4,2
	0,35
	18
	100% Central
	Political Decision

	Luxembourg
	1986
	1,9
	0,32
	30
	10% Local
	Political Decision

	Netherlands
	1963
	3,2
	1,47
	18
	10% Local
	Minimum Wage

	Portugal
	1996
	4,6
	0,26
	18
	100% Central
	Social Pension

	Spain
	80’s
	0,4
	0,04
	25
	100% Regional
	Regionally Variable

	Sweden
	1980
	
	0,62
	No
	100% Local
	Local Governments

	Unit. Kingdom
	60’s
	9,9
	2,44
	18
	100% Central
	Political Decision


 Source: Guibentif and Bouget (1997); *Germany: 1994 and 1993; Portugal: 1999; Luxembourg, Sweden, United Kingdom: 1994; complemented by using http://europa.eu.int/scadplus/citizens
Table 2

Maximum Possible Cash Support provided by 

the Guaranteed Minimum Income (GMI) in the European Union*

	
	Single

with no children
	Single Parent

with 2 children
	Couple

with 2 children

	
	Overall

level
	Housing

%
	Overall

level
	Housing

%
	Family

%
	Overall

level
	Housing

%
	Family

%

	Austria
	483
	27
	903
	18
	28
	1082
	15
	23

	Belgium
	499
	0
	926
	0
	28
	926
	0
	28

	Denmark
	561
	9
	1007
	11
	26
	1431
	0
	11

	Finland
	644
	40
	1050
	24
	42
	1266
	20
	14

	France
	481
	40
	760
	35
	12
	858
	31
	11

	Germany
	661
	36
	895
	34
	13
	1230
	29
	7

	Ireland
	384
	0
	837
	0
	9
	852
	0
	9

	Luxembourg
	808
	14
	1145
	10
	18
	1519
	7
	14

	Netherlands
	734
	21
	1006
	16
	11
	1090
	14
	10

	Portugal
	221
	21
	476
	13
	13
	654
	10
	10

	Spain
	304
	0
	504
	0
	10
	565
	0
	8

	Sweden
	625
	7
	994
	18
	14
	1207
	14
	13

	Unit. Kingdom
	661
	56
	960
	38
	16
	1094
	34
	11


Source: Eurostat, COM (2000); Germany: average of the 9 existing Sozialhilfe schemes; Portugal: data refers to 1997; note: for more recent date (1999) but only for seven member states see Kazepov and Sabatinelli (2001)

* for 1995 in Purchasing Power Parities which makes eliminates price differences between countries; 

Table 3

Work (Dis)incentives under the current GMI schemes in the European Union

(replacement rates for low wages in 1999)*

	
	Single

no children
	Single

 2 children
	Couple

 with 2 children

	
	
	no child care costs
	with child care costs
	1 wage; no child care costs
	2 wages; with child care costs

	Austria1
	74
	86
	94
	107
	77

	Denmark
	75
	83
	86
	124
	102

	Finland
	65
	78
	81
	96
	89

	Germany
	73
	105
	121
	104
	92

	Italy2
	97
	162
	162
	162
	98

	Spain
	35
	44
	65
	48
	39

	Sweden
	66
	76
	83
	119
	90


       Source: Kazepov and Sabatinelli (2001); * low wages represent 2/3 of OECD average wages; 1 Upper Austria 

       region; 2 for the RMI (testing phase)

Table 4

Socio-Economic Status of the beneficiaries in the European Union

1 year after starting receiving the GMI, in %*

	
	“Active”
	Employment
	Training
	No longer

receiving the GMI 
	Other

	
	
	At the start
	After 1 year
	
	
	

	Denmark
	49
	
	15
	34
	20 to 30
	50 in supplement to other benefits

	France
	>28
	13
	27
	6
	33
	47 job seekers

	Germany
	8.4
	7.4
	
	
	
	

	Luxembourg
	12
	8
	4.7
	3.5
	6 in 1996
	79.5 exempt from MSC

	Netherlands
	27.5

(1995)
	
	11.6
	0.6
	32.9
	18.8 of which 4 moved abroad, 4 marriages

	Portugal
	21.8
	5.3
	9.7
	21.5
	>12
	18.6 health; 23.7 social support; 7.8 housing


Source:  COM (2000), Member States Responses to the 1997 Commission Questionnaire; * “active” – those who are in a social insertion program; France: 1996 data; Luxembourg: 1995; Germany:  1992; Netherlands: 1991; Portugal: 1998; Spain: 1993; note: % may not be accumulated.

Figure 1

The introduction of the GMI in the problem of time allocation

(the case of a medium number of initial hours)
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Figure 2

The modified GMI with a requirement of a minimum number of hours worked

(the case of a low level of initial  hours)
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