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Introduction

The Communication on "The demographic future of Europe — from challenge to opportunity"
(COM (2006) 571final) approved by the European Commission on October 2006, describes
the state of demographic change in the European Union. Notable findings are that the
average number of children per woman is low, well below the replacement rate of 2,1
required to maintain population size in the absence of immigration. The communication also
points to the effectiveness of family and other policies in creating conditions supportive of
those who wish to have children.

The importance of creating conditions favourable to having children is also illustrated by the
2006 Euro barometer on Fertility and Aging, which showed that in general, Europeans (both
women and men) declare a wish to have more children than they effectively do have.

Following the communication, the European Council announced in March 2007 the creation
of a European Alliance for Families which will be a platform for exchanging experience and
good practice between Member States. In the recent Communication “Promoting solidarity
between the generations” (COM (2007)244 final) adopted on 10 May 2007, the Commission
set out how it intends to support this Alliance. The Council presented its views on the
Alliance in conclusions adopted at its meeting on 30-31 May 2007. One major purpose of the
Alliance is to help Member States in modernizing their policies aimed at supporting
parenthood.

Three main forms of support for families were identified in the Commission Communication
of May 2007:

e compensation for the direct and indirect costs associated with the family (benefits or
tax relief for those responsible for children or other dependent persons),

e services to parents in the form of education and care for young children, care and
supervision for older children and, increasingly, services for dependent people in an
ageing society,

e Organization of working and employment conditions (appropriate work schedules and
leave) and access to services at local level.

Both the Communication on intergenerational solidarity and the Council conclusions of May
2007 insist strongly on the importance of measures aimed at supporting families in order to
enhance the reconciliation of work, private and family life. Indeed, allowing more mothers to
remain in employment while raising children could have a major impact on families’ income,
thus reducing significantly the indirect costs of parenthood.

The modernization of policies supporting families is likely to be crucial, not only to allow
Europeans to have the number of children they wish to have, hence contributing to
European demographic renewal, but also to reduce child poverty, which is a priority item on
the agenda of the Open Method of Coordination applied to social protection and social
inclusion, and to promote equal opportunities for women and men, for parents and for
children from various backgrounds. The modernization of family policies is also crucial for the
success of the Lisbon Employment Strategy, which will depend to a large extent on a higher
level of participation of women in the labour force.

The purpose of this report is to produce an overview of available knowledge about the
following issues:

e the costs (to parents) of parenthood and of raising children in European Countries;
o the effectiveness, in the short and long term, of various policy measures in avoiding
or compensating for those costs;
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o the impact of different policy instruments aimed at supporting families according to
various policy objectives, e.g. achieving family projects, reconciling family and
working life, reducing child poverty, raising the levels of education and well being of
children, and increasing equal opportunities.

¢ the wider economic and social costs and benefits of policy interventions in support of
families.

The current state of knowledge on the following issues is presented as follows in this review
report:

e The costs of children and the challenges for public policies supporting parenthood
(chapter 1); author: O. Thévenon
e The policy instruments used in the EU to support families and reduce the costs of
parenthood (Chapter 2); authors: A. Math and O. Thévenon
e The impacts of these policies on families:
o On fertility and the decision to have children (chapter 3); authors M-Th.
Letablier and O. Thévenon
o On parents’ participation in the labour market, gender equality and work-life
balance (chapter 4); authors: M-Th. Letablier, A. Luci, O. Thévenon
o On children’s well-being (chapter 5): M-Th. Letablier and O. Thévenon

e The wider economic and social costs and benefits of such policies (Chapter 6);
author: A. Luci.

The review of literature presented in this report attempts to make the tools, goals and
impacts of family policies more clear and comparable across countries, in order to facilitate
the circulation of knowledge between Member States, notably in the context of the European
Alliance for Families and the newly established High Level Experts Group on Demography
Issues. The report provides a review of recent literature and available data material on the
direct and indirect costs of raising children in the European Union (using international as well
as particularly important national studies). Ground breaking studies from countries outside
the EU, of particular interest from a methodological point of view, are also included in the
review.

Focus is on the following kinds of costs of having and raising children over the long and short
term:

- Direct financial costs, e.g. for housing, health care, education, child care,

- Indirect financial costs, e.g. for lost income, lost pension rights, lost career prospects
etc. , also taking into account the impact on gender roles and gender equality. The
costs of raising children are examined at the different phases of their development,
from birth through to the age at which they become autonomous.

The overview also summarizes knowledge on the main determinants of costs, including, the
effects of the number of children, the socio-economic status of parents, and the family
structure. Significant differences in cost levels and structures across Member States are
identified. The overview also identifies gaps in the available knowledge, and highlights some
issues for future research that have the potential to contribute to a better understanding of
the policy impact and to better comparability across the European Union.

The report has benefited from encouragements and valuable comments from Linda Hantrais,
Maryse Huet, Ralph Jacob and Julius Op de Beke who are gratefully acknowledged. We are
also indebted to Catriona Dutreuilh and Abigail Gregory for the edition of English in several
chapters. The authors only are responsible, however, for the remaining gaps and lacks.
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Overview of the main results

Olivier Thévenon, Marie-Thérese Letablier, Antoine Math, Angela Luci

The literature reviewed in this report starts with the evidence that the “cost of children”,
measured as the loss of standard of living due to the presence of children in the household,
is relatively high: children account for between 20 and 30% of the budget of the households,
but this cost depends on several factors such as family income, age of children, education,
and the bargaining process within the household. Although quite large already, this standard
estimation underestimates the actual cost of raising children, since it does not consider the
indirect costs associated with time allocation to children, labour market interruption and
potential other consequences of children for parental career prospects. Since only children
up to the age of 14 are taken into account, such an estimation also understates the cost in
education, or housing, etc. associated with the presence of an adolescent or the transition to
adulthood (see details in Chapter 1).

The overall cost of children thus includes many dimensions that have to be clearly identified
in order to assess the impact of policies designed to help parents bear that cost. Such an
assessment requires entering into the black-box of the household in order to understand how
policies impact on parental decisions relating to children and to their own well-being. The
objectives fulfilled by policies are also of crucial importance to assess their impact.

Six broad categories of objectives are generally assigned to family support policies, with
variable emphasis from one country to another:

- Compensation for the cost of children, in order to limit the gap in standard of living
between households with and without children

- Reduction of poverty faced by families and children
- Promotion of children’s well-being, and of their cognitive and social development
- Support to fertility, by helping adults to have the number of children they want.

- Increase in female employment rates and reconciliation between work and family
life. In that case, support to families is not only supposed to “compensate” for the
cost of children, but to “enable” parents to combine work and care.

- Promotion of gender equity, especially concerning childcare and labour market
outcomes

These objectives are not independent but can be conflicting, and since their importance can
vary from country to country, any assessment of policy impact will depend on the levels of
priority given to these objectives and how they are packaged together. This means that,
irrespective of their cost, policies cannot be considered as efficient if they fail to achieve a
satisfactory balance between the outcomes associated with the different goals assigned to
policies supporting families. Hence, policy “costs” have to be considered with regard to their
long run returns. Policies that aim at reconciling work and family life are expected to generate
such long run rewards, the important required initial investments none withstanding.



One important issue in making such an assessment is to define accurately the scope and
boundaries of family policy (chapter 2). Three broad sets of measures are generally regarded

as the ‘core’ of family policies:

- cash support to families (through benefits and/or tax relief);

- support in kind or services in the form of education, care and supervision for young

and older children;

- family-related leave and child rearing payments provided to parents who care for
their children (maternity leave, paternity leave, parental leave, leave to care for a

sick or handicapped child).

Figure 1 gives a comparison of how the instruments of the “core” of family policies are

combined in OECD countries:

Nordic countries are found to provide the most comprehensive support for working

parents with children under age 3, and continuous support combining well paid
maternity/parental leave and relatively high provision of childcare services from
age 1. Rates of both female employment and fertility are among the highest, while
poverty (including child poverty) rates are comparatively low (before and after

transfers).

Poverty rates are also quite high.
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Figure 1: Contrasted patterns of support to families in OECD countries
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Source: Thévenon (2008), Population and Societies, 448

Compared to this situation, the Anglo-Saxon countries are characterised by short
and low paid leave, while financial support is highly targeted to low-income
families. Here, fertility rates are quite high, as are female employment rates, but
women with children under age 6 work frequently in part-time employment.

By contrast, Southern European countries are characterised by a long period of
unpaid leave, low cash benefits and less developed provision of childcare services
for children under age 3. Here, comparatively low scores are observed for both
fertility and female employment rates, while poverty rates are quite high.

Continental Eastern European countries are roughly situated between the above
groups, although their situations are quite diverse.
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A larger range of other policy instruments can also be included in the perimeter of ‘family
policies’: social welfare provisions other than “family/children” ones, i.e. not exclusively
focusing on families with children, but having a clear effect on them. Such provisions include:

- child supplements in housing benefits and social assistance benefits,
- health insurance coverage for children,
- supplements for pensions;

- tax relief not exclusively focusing on families with children, such as joint taxation of
married couples;

- education expenditure that may be also important;

- working and employment conditions other than leave, whether they are determined
by legislation or by collective bargaining are also to be considered.

The data on social welfare expenditure provided by Eurostat (ESSPROS) and the OECD
(SOCX) can be used to compare the three core measures of family policies (cash support,
replacement income during maternity and parental leave for mother of small children and in-
kind benefits). With regard to “family/children” benefits, there are large differences between
European countries. The dispersion of levels of commitment, measured by the level of
expenditure, is higher than for any other social protection function, ranging from 0.8 % of
GDP in Poland up to 3.8% in Denmark in 2005. Furthermore, there are strong differences in
the relative weight given to the different kind of support (benefits in kind, benefits in cash,
and payments during leave). Family policies comprise a mix of policies that complement and
interact with each other. This argues for analyses taking into account the whole package of
measures together.

The various databases have strengths and weaknesses, however. The ESSPROS data
present strong advantages (good comparability, regular production over several decades,
large geographical scope) to analyse and compare family policies, but also serious limits.
The ESSPROSS methodology could, however, be improved to capture more accurately the
support available for families, within or beyond the scope of social protection. Data could be
made more reliable (especially those concerning payments for paid maternity and parental
leave); to some extent the differences in support which are not in the “core” of policy could
also be documented through:

- ad hoc evaluations of the family/children components or supplements that are
classified in other social protection functions (sickness/health care, unemployment,
housing, old age, social exclusion);

- a broader evaluation of this support would include spending on education and the
support received through tax relief, as considered by the OECD;

- the inclusion of employer’s support to the family of their employees.

One of the limits also stressed in the report is the impossibility of connecting the information
on spending with the outcomes for family standards of living. The model family method has
proved particularly well-suited to analyse the impact of social policies on family income, but
an interesting topic would be to determine the correlation between the amount spent, and the
extent to which the economic situations of families are improved.

Although such a connection is lacking, cross-country comparison shows that good
performance in the different areas (labour market outcomes, poverty, fertility and child
development) taken as a whole can be achieved simultaneously. Thus, higher rates of fertility

11
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and of female labour market participation, and lower rates of poverty, are found in countries
where policy support to families is comparatively comprehensive, quite continuous over
childhood and based on a diversified range of support measures (chapter 3 and 4). Better
achievements in all these domains appear to depend on how leave entitlements after the
birth of children, with cash support for needy families, the provision of both high quality
childcare and after-school care services and flexible arrangements at the workplace for
working parents are combined over the family life-cycle. However, the balance between
these different types of policy support still varies quite widely, in line with variations in policy
orientations and frames.

The definition of an appropriate balance between the different types of support remains a
controversial issue, and many questions still remain unanswered. One can, however, try to
elaborate general conclusions about policy impact (chapter 1). Two dimensions are in fact at
stake when assessing this impact. The first is the issue of policy effectiveness, which
considers the extent to which policy has an impact because individuals make use of their
entittements and rights, whatever the result achieved. Assessing the latter raises rather the
issue of policy efficiency, which considers whether the support produces the expected
outcome. The issue of efficiency cannot be considered without reference to policy choices.

A first manifestation of such choices lies in the balance achieved between three objectives
fulfilled by income support to families: the compensation for the cost of children, income
redistribution, and poverty reduction among families. The first objective encourages the
provision of income support that increases with household income, with possible anti-
redistributive consequences. By contrast, the aim of reducing inequalities and poverty tends
rather to limit the extent to which the compensation increases proportionally with the effective
cost.

Given the objective of reducing poverty of families (or reducing inequalities), universal benefit
programmes have often proved to be more efficient than targeted support to low-income
families. One reason is that universal programmes receive support from a larger range of
contributors and the amount of support is consequently larger. Universal programmes are
also likely to better resist budgetary cuts imposed during periods of crisis or austerity.
Another reason is that targeted programmes can fail to reach families with the largest needs
because of multiple transaction costs and because imperfect information hampers efficient
target design. In addition, policies that encourage parents, living either in partnership or
alone, to enter the labour force are found to be efficient means of reducing the risk of
poverty.

This raises the issue of policy “effectiveness”, since individuals can be entitled to rights and
benefits without actually taking them up. The available evidence shows that take-up rates
can be very low, especially for parental leave entitlement. The increase in the take-up rates
of the various benefits and rights supporting families may be one concern for both policy
making and future investigation. Further knowledge of the determinants of these rates would
however be needed to design more effective policies. Nevertheless, the available evidence
suggests that specific programmes which aim at fitting the specific needs of families more
closely would positively affect take-up rates. They could include programmes that simplify the
application process for obtaining benefits or services, or that propose tailored services to
accompany families according to their needs.

The “optimal” balance between the support provided through the entitlement to a post-birth
period of leave for working parents, and the support received in cash or in-kind with the
provision of childcare services is not straightforward either. Here again, the evaluation of
policy impact will depend on the balance achieved between conflicting outcomes.
Nevertheless, very broad conclusions can be drawn about the impact of policies on the
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different types of outcomes. Particular attention should be focused on how potential conflicts
between these outcomes can be reduced.

The guarantee for parents of a period of paid parental leave after the birth of children has
been found to have a positive impact on children’s outcome, including the reduction of health
problems and improved cognitive development (chapter 5). By contrast, research on
maternal employment often finds that labour force participation during the child’s infancy has
a negative impact on cognitive development. However, these results depend on the quality of
the time invested by parents to care for their child, and on the quality of services that can be
substituted for parental time. Moreover, the employment of parents, notably of mothers, is
found to have a positive effect on children living in an “adverse” context, such as those living
in a single-parent household. The “adversity” of the context relates also to different
characteristics of the family members, their life-style or their environment, with variations
from one study to another. It can refer, for example, to the socio-economic background of
parents, household composition, home environment, ethnic origin, or to the lack of high
guality service of care.

Several considerations lead, however, to limiting the period of parental leave. First, one
should not to over-generalise the above results, which are based on US and UK data. The
reason why such caution is recommended is that results are only valid in a given context. We
do not know, for example, if the outcomes relating to specific family characteristics would be
similar in another context. The case of children living in a single-parent household can serve
as an illustration. While mother's employment is found to impact negatively on children’s
outcomes in the US, a positive relation is, in contrast, found in certain European countries.
This suggests that the effect of family characteristics is strongly conditioned by the
environment: in this case for example, widened access to high-quality childcare services.
Keeping in mind such dependence between household characteristics, life-style and the
environment is important in order to avoid any inaccurate stigmatization.

The benefit for children of early enrolment in collective care outside the home is also an
argument balancing the emphasis put on parental time in the development of their children.
For example, there is also evidence that high-quality formal day care in the year prior to
kindergarten increases school readiness and non-cognitive development. This observation
leads some authors like Heckman and Masterov to emphasize the “productivity” of the
investment in early childhood, especially in the direction of disadvantaged children. As stated
by the two authors, “investing in disadvantaged young children is a rare public policy with no
equity-efficiency trade-off. It reduces the inequality associated with the “accident” of birth and
at the same time raises the productivity of society at large”. The authors also underline the
self-productivity of early investment. Thus th