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 Abstract 
 
The main objective of my doctoral thesis is to examine how public services impact on inequality 
in income distribution in fourteen European countries. In other words, I investigate how adding 
the monetary value (equalling to cost of production) of public childcare, non-tertiary and tertiary 
education, health care and elderly care services to a household’s disposable income alters 
income distribution and how efficiently public services work in the mechanism of redistribution.  
 
Countries diverge greatly regarding the amount of these publicly provided goods, and they 
emphasize differently the balance between in cash and in-kind transfers as instruments of social 
policies. It is therefore fruitful to analyse whether the results of this study confirm the traditional 
division between welfare state regimes (as will be demonstrated, they do not), and if the inclusion 
of public services changes the ranking of countries in terms of inequality (I argue that it does, 
but only modestly).  
 
Many previous studies have already hinted that the omission of services from welfare state 
research may contribute to a biased and deficient understanding of social policies. Nordic 
countries have traditionally spent more on social services than any other country, earning them 
the moniker “service states”, while some conservative welfare states and the United Kingdom 
have been latecomers in providing public childcare and / or elderly care. Besides, the inclusion 
of these categories of social spending is likely to influence not only countries but also income classes 
and household types in distinct ways – making this study all the more significant.  
 
While previous studies may have incorporated health care and non-tertiary education within the 
concept of income, this thesis presents the first attempt to include childcare and elderly care 
services in research on income distribution, as well as a more thorough analysis of higher 
education. Likewise, my use of a wider comparative perspective to examine income inequality in 
social-democratic, conservative, Mediterranean, post-communist, and liberal welfare states 
contributes to the existing literature on European social policies. The countries studied were 
chosen on the availability of comparable data, and therefore the analyses include a different 
number of cases from each regime: fourteen countries altogether. 
 
The results of my thesis illustrate that in-kind benefits can function as a redistributive tool in 
European welfare states. Firstly, the quintile share ratio decreased on average by a third when 
moving from disposable income to final income (excluding higher education). Secondly, 
however, the variation both between countries and services is considerable, and thus different 
in-kind transfers should be analysed separately: the greatest impact on inequality is achieved 
through non-tertiary education and health care (17 and 16 per cent reduction respectively), 
while the inclusion of childcare and elderly care reduced inequality by 4 and 6 per cent on 
average. In the social-democratic cluster, elderly care contributed much more efficiently on 
equal distribution of resources than elsewhere. Thirdly, we observe a pattern of redistribution 
towards the poor, even within subgroups. Fourthly, the clustering of countries did not show a 
coherent pattern and it is especially hard to fit childcare to the traditional welfare state regime 
typology. Finally, we see that it is not only the level of public spending, or the 
comprehensiveness of coverage, that influence the received results in one direction or the other, 
but also the socio-demographic structure of society and the equality of access to services. 
 
In conclusion, further research should be conducted on the regional variations of the quality 
and quantity of services provided. Likewise, more effort should be devoted to studying the 
inequality of access to different services (as undertaken here with higher education). In the 

context of economic crisis and concern about the sustainability of public provision of services, 
this thesis aims at providing important evidence about egalitarian consequences of potential 
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 IV 

political reforms in the public services sector. Whilst not the raison d’être of services, redistributive 
effects should be considered when adjusting social policies to face the challenges of modern 
societies. 
 
The structure of this thesis is as follows. In the introduction, I briefly describe my research 
objectives and the main puzzle of the dissertation, as well as the necessity of an extended study 
in the field of income distribution.  
 
The first chapter forms the theoretical background of my research and introduces the related 
literature to the reader. In the first part I present the general idea of a ‘strategy of redistribution’. 
It describes the normative aspect of my research by concentrating on the concept of equality. It 
also introduces the other key concepts: income and redistribution. This section will also outline 
the motivations for conducting this study. The second part of the chapter gives some insights 
into public services in welfare states in general. Thirdly, the chapter sets out the current state of 
research in the field of income distribution research while more detailed literature reviews 
considering each category of in-kind transfers are included separately in the later chapters. The 
last part of the chapter proposes a framework of welfare state typologies and contemplates the 
possibility or necessity of new models based on social services. 
 
The research design is set down in the second chapter. It includes a description of the 
methodology and the data used (the EU-SILC for 2007) and explains the objectives as well as 
highlights the contribution this dissertation makes to the field. This chapter also focuses on the 
challenge of income distribution studies and the inclusion of public services in particular. 
 
The following four chapters (ECEC, education, health care and elderly care) each consist of an 
introduction followed by a  literature review, statistical evidence, empirical analyses and 
conclusion. Following the same structure, these chapters may also be read as independent 
articles. Furthermore, the chapter on education is divided into two sub-sections, non-tertiary 
and tertiary education, as the latter tests the impact of three different imputation methods on 
income distribution to consider inequality of access more thoroughly. Considerable parts of the 
chapters on ECEC services and elderly care have been published in the OECD/EU joint 
project on distribution of resources (OECD 2011). 
 
The last chapter concludes the thesis with a synthesis of findings, revision of welfare state regime 
typology and political implications. The challenges and problems of the study are discussed 
together with suggestions for future research.  
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INTRODUCTION 
 

 

The main objective of my doctoral thesis is to examine how public services impact on inequality 

in income distribution in European countries. In other words, I investigate how adding the 

monetary value of public childcare, non-tertiary and tertiary education, health care, and elderly 

care services to household’s disposable income alters income distribution and how efficiently 

public services work in the mechanism of redistribution. At the same time, the distribution of 

public spending on services is per se a principal focus of the thesis: who benefits from public 

services? 

 

Even though the differences between the welfare state regimes can be wide, the redistribution of 

economic resources lies at the very heart of the development and expansion of the modern 

welfare state. As Harold Lasswell (1950) famously put it, politics is about “who gets what, when 

and how”; this is especially true in the case of social policies. Indeed, income distribution is a 

constant focus of attention, reflection, and criticism of policy-makers, citizens, as well as 

researchers in different fields of human sciences. The immediate objective of redistribution is to 

increase equality, which can be defined either as the satisfaction of minimum standards or – 

more ambitiously – as overall equality in income distribution. In the first case, one settles for a 

reduction of human misery and material deprivation; in the latter case, the aim is to narrow the 

gap between the rich and poor, and to prevent potential social conflicts in society (Ringen 1987, 

5–8). Public services are traditionally situated within the first category since it is assumed that, in 

the least, a certain minimum should be guaranteed to every member of a society to meet 

physical requirements or socially accepted norms (Hare 1988, 69). Nevertheless, in my research, 

the focus is on the second category, on their redistributive potential: What role do public services play 

in narrowing economic differences within European countries? For this purpose I take into account benefits 

received from public childcare, education, health care and elderly care. Countries diverge 

greatly with regard to the amount of these publicly provided goods and they emphasize in 

various ways the balance between in cash and in-kind transfers1 as a means of redistribution. In 

fact, Castles (2008) observes that there are diverse patterns of spending for each category of the 

welfare state, with countries prone to high expenditure in one policy area being less generous in 
                                                

1 I use in-kind, non-cash, non-monetary, and indirect transfers/benefits and public services as synonyms in 
this study as contrast to in cash, monetary, or direct transfers/benefits. 
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another, and vice versa.2 Therefore, it will also be fruitful to analyse whether the traditional 

division between welfare state regimes fits the results of this study, and if the inclusion of public 

services changes the ranking of countries on the basis of inequality. Many previous studies have 

already pointed out that the omission of services from welfare state research may have 

contributed to a biased and deficient understanding of social policies (Smeeding et al. 2008). 

Nordic countries have traditionally spent more on social services than any other country, 

earning the moniker “service states”, while some conservative welfare states and the United 

Kingdom have been latecomers in providing public childcare and/or elderly care. Furthermore, 

the inclusion of these items is likely to influence not only different countries but also income classes 

and household types in distinct ways – making this study even more significant. While certain 

previous studies have integrated health care and education into the concept of income, this 

thesis is the first attempt to include childcare and elderly care services within income distribution 

research. In addition, a more thorough analysis of higher education is provided here. Likewise, 

the wider comparative perspective of examining income inequality in social-democratic, 

conservative, Mediterranean, post-communist, and liberal welfare states, contributes to the 

existing literature on European social policies. The choice of the countries studied is based on 

the availability of comparable data and thus the analyses include a different number of cases 

from each regime: fourteen countries altogether. 

 

Income distribution is one of the core objects of studies on social policy as well as on economics. 

At the same time, the utilization of appropriate indicators and methods has been a widely 

disputed topic. New dimensions have been integrated into these studies and gradually 

researchers have approached a more profound description of human well-being and factors that 

contribute to reducing income inequality. In the latest wave of studies, the function of public 

services has stood out in the identification of the nature and level of inequality in income 

distribution and economic well-being (see e.g. Smeeding et al. 1993; Garfinkel et al. 2006; 

Marical et al. 2006). Refining the measurement of well-being (and hence our knowledge of the 

extent of income inequality) has been on the research agenda for a long time. As early as the 

1970s, Moon and Smolensky (1977, 2) emphasized that disposable income is insufficient as a 

basis for income distribution studies:  

 

“Cash income is the most commonly used indicator of economic status, but it is widely recognised that 

this measure is inadequate. Comparisons using cash income measure may not assure horizontal equity 

                                                
2 Of the 23 countries Castles studied, only France and Sweden showed consistency in having above-average 
spending levels, while Australia and Switzerland demonstrate consistently low expenditure in all four welfare 
state categories: age-related cash benefits, working-age cash benefits, health expenditure, and other services 
(Castles 2008, 50). 
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since many other consumable resources are ignored. For some families cash receipts constitute only a 

small portion of the available sources of economic welfare.”  

 

Because of the expansion of public services in general and the growing significance to standards 

of living of childcare, higher education, and elderly care, an approach incorporating public 

services in research on well-being has become increasingly necessary to further our 

understanding of economic inequalities. Moreover, the share of in-kind transfers has actually 

grown faster by comparison to cash transfers in many OECD countries (Organization for 

Economic Co-operation and Development) (Harding et al. 2004).3 This trend is likely to 

continue as the European Union – faced with new social risks – is fostering the idea of a social 

investment state, rather than a social insurance state, suggesting that the focus on childcare and 

educational services will become even greater (Jenson 2006). Simultaneously, demographic and 

structural changes, such as the greater advancement of women in education and the labour 

market, also continue to challenge the widespread reliance upon unpaid social care (Taylor-

Gooby 2004a). While comparative welfare state research has predominantly considered cash 

benefits as the dependant variable, Alber (1995) argues that societal and demographic changes 

will make social services an increasingly important element in welfare states, and the research 

agenda should be revised accordingly. An inclusion of the value of public services in studies on 

poverty and social exclusion has been promoted at the European Union level too (Atkinson et al. 

2002) and, more recently, the influential report by Stiglitz, Sen and Fitoussi (2009) strongly 

recommended the inclusion of in-kind benefits in the measure of well-being instead of 

concentrating only on market production and gross domestic product or average disposable 

income. As Figure 1 demonstrates, almost half of all public transfers in the OECD countries are 

already in-kind transfers. 

 
 
 
 
 
 
 
 

                                                
3 Clayton and Pontusson (1998, 82) wrote about the resilience of the welfare state: “It would appear that as 
overall government spending has slowed down while the costs of social assistance and social security 
entitlements have continued to grow, the service components of the welfare state have been squeezed.” 
However, based on statistics on spending as a share of GDP, the growth rates for a later period in time, 
between 1980 and 2005, do not support this argument. On average for 16 European countries for which data 
is available spending has grown in the following way: old age cash benefits 33%, health care 34%, family 
benefits 6%, old age in-kind benefits 48%, and childcare 104% on average (Vaalavuo 2010). These figures 
obviously do not take into account the increased demand for such spending (e.g. the increase in the number 
of elderly) but we can see that, relatively, the public expenditures on childcare and elderly care services 
studied in this dissertation have grown the most. 
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Figure 1. The share of in cash and in-kind transfers going to households in the OECD countries, in 
2000. 

Source: Marical, Mira d’Ercole, Vaalavuo and Verbist (2006). 
 

Consequently, the previous studies on income distribution fail to offer a sufficiently 

comprehensive picture of income inequalities. As a household’s welfare consists of many 

different resources, the inclusion of public services augments our understanding of the efficiency 

of the welfare state in intervening in the distribution of income. In addition, it is important to 

acknowledge the multiple tasks that public services fulfil, and not to limit their role merely to 

one of basic support of living standards. Bönker and Wollmann (1996) emphasize the 

importance of social services in shaping the future of welfare states in general. During a period 

when the public services sector is undergoing significant changes in many countries4 and the 

economic crisis5 is mounting pressure on government budgets, this type of study can facilitate 

and improve the evaluation of the potential consequences of planned reforms6. Moreover, I 

argue that studies focusing solely on disposable income give a limited – even a distorted – 

picture of the economic situation of the household because the publicly-provided services gained 

in exchange for taxes and social contributions levied on the population are not taken into 

account (Saunders 1994, 159; Atkinson and Bourguignon 2000, 38; Stiglitz et al. 2009, 30–31). 

 

                                                
4 Many studies have suggested that services are facing the most marked reforms in the welfare states. Bönker 
and Wollmann (1996), for example, focus on personal social services in Germany, while Pacolet et al. (2000) 
study developments in elderly care services within the EU.  
5 Rostgaard (2002, 54) writes: “With the pressure to meet the requirements of globalized economic 
competition, economic imperatives are more than ever significant for the formulation of social care policies. 
Cost containment, tax reductions, and containment of inflation have all been part of government attempts to 
maintain a favourable economic position and have had an impact of social care policies.” 
6 The production and financing of public services have been under pressure of cuts and reforms in several 
countries. Since the 1980s the key word in the public sector administration has been “new public 
management” involving the introduction of market mechanism and competition to the public sector, 
outsourcing, the use of a purchaser/provider model, emphasis on cost-efficiency, and privatization (see e.g. 
Lehto 1998; McLaughlin et al. 2002). These can all influence how social rights will be fulfilled in the future. 
The negative impacts of reforms on benefits, access, and rights can be unintended, therefore the effect on 
final income distribution is hard to assess, yet it should not be underestimated. 
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In addition to gathering and organising international data that has hitherto been unavailable or, 

to say the least, remained scattered, this research has both methodological and theoretical 

objectives concerning the role of public services in the mechanism of income redistribution: How 

can we measure their impact on income distribution in a static analysis? Why should we do so? 

How is the public spending on in-kind benefits distributed across income quintiles and 

household types, i.e. who benefits from public services? What will the consequences of this new 

step in income distribution studies be, both from scientific and political perspectives? In order to 

contribute to previous literature on income inequality and welfare state, I conduct an extensive 

cross-country comparison with four different categories of public services, of which childcare 

and elderly care have not yet been studied from this perspective, and with the intention of 

explaining the differences between countries I also examine carefully the differences of their 

service systems. 

 

In short, the key question my PhD research aims to answer is: What is the impact of public services 

(childcare, non-tertiary education, higher education, health care and elderly care) on income distribution in different 

European countries? 

 

• What is the relative role of different public services in the redistribution of income? 

• What is their impact on income inequality? 

• What is their role in comparison to in cash transfers? 

• Which household types and income classes benefit from public services?  

• How can their impact be measured in a static analysis? 

• What are the political implications of the findings? 

• What kinds of differences are there between European countries regarding the 

abovementioned questions? And how can they be explained? 

• Is it possible to identify welfare state clusters after the inclusion of public services? 

 

The thesis is structured as follows. The first chapter addresses the idea (or ideal) of redistribution 

and equality in modern welfare states. It also explains thoroughly the role and rationale of public 

services and reviews the state of the art of income distribution research. Welfare state regimes 

and the impact of including public services in typologies are described at the end of the first 

chapter as a separate strand of the literature. The research design and objectives of this study are 

offered in the second chapter. In addition, various methodological questions and assumptions 

are discussed extensively, together with an introduction to the data, EU-SILC. The following 

four chapters on childcare, education, health care and elderly care form the empirical core of 

the dissertation and are all structured in the same way, beginning with an introduction and 
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specific literature review on the service in question, followed by statistical evidence, hypotheses, 

an explanation of the imputation method and finally the empirical analyses and a short 

conclusion. By doing so they may all be read as independent entities. The seventh and final 

chapter ties together the empirical research and analyses the results from the welfare state 

regime perspective. It also concludes the dissertation with scientific and political remarks. 
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CHAPTER I: Income Redistribution and Public Services 
 

 

This chapter focuses on the theoretical background of the thesis. First and foremost, it 

introduces the basic concepts and existing literature to the reader. The principal idea is to look 

at the research topic from different perspectives varying from economy to philosophy and, of 

course, social policy. The aim of the chapter is to tackle the following questions: First, why 

income distribution and inequality should be studied – and the inequality of what exactly? 

Secondly, what is the role of public services in the modern welfare states? Finally, how has 

income distribution been analysed previously? This discussion continues with greater detail and 

scrutiny in the chapters considering each service separately. The last part of the chapter 

examines public services from the perspective of welfare state regimes. 

 

 

1. Strategy of Redistribution and Equality  
 

1.1. Strategy of Redistribution 
 

According to the conventional interpretations of the welfare state, one of its main goals is 

redistribution. Many studies have shown that the levels of poverty and inequality depend on the 

public policies, redistributive characteristics of the welfare state, and the scope of transfers and 

taxes (Ringen 1987; Mitchell 1991; Smeeding 2005). Österle (2002, 102–3) distinguishes four 

possible equity objectives related to it: firstly, income redistribution guarantees minimum 

standards in living conditions and prevents absolute poverty; secondly, it alleviates large falls in 

living standards; thirdly, it reduces inequalities and relative poverty or disadvantages; and lastly, 

it promotes social integration. Poverty and disadvantage can materialize in other resources than 

income alone, such as in access to health care services or in educational opportunities, which 

suggests that we should not concentrate solely on the monetary dimensions of economic 

resources when studying inequality. Baldock et al. (1999, cited in Kennett 2001, 4) define social 

policy as “a deliberate intervention by the state to redistribute resources amongst its citizens so 
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as to achieve a welfare objective”.7 In other words, by the means of politics, welfare states 

distribute anew (also in the form of in-kind benefits) what has already been distributed in the 

market. The effect of this state intervention is usually called redistribution (Ringen 1987, 5; 

Goodin and Le Grand 1987). Redirecting resources from the rich to the poor, vertical 

redistribution, is only one rationale of social policy. In fact, welfare state’s distributional effects are 

manifold: including horizontal redistribution on the basis of need, such as health care needs; 

redistribution between different groups, such as between men and women, household types, or social 

classes; and redistribution across life cycle, for example education benefiting the young and health 

care the old (Hills 2003, 268). As public services are likely to benefit certain income classes more 

than others, they can serve as a redistributive instrument in the ‘vertical sense’ of the word, 

however, other forms of redistribution are also considered in this study. Obviously, a life-cycle 

aspect of services is natural when we study childcare, education and elderly care, all benefiting a 

specific group of society while not excluding the following generations from benefiting from it as 

well. 

 

It is clear that redistribution is one of the most important tasks of the welfare states, but how do 

they pursue this aim? Stein Ringen classifies policies with distributional consequences according 

to whether they are present early or late in the distributive process (Figure 1.2). The early ones 

can include various aspects of state activity from labour market policies even to environmental 

policies, and they would be located in the first box of the figure, in other words they form 

regulatory policies that influence markets in the first place. In this study, I concentrate solely on 

redistributive policies, which are introduced at the end of the distributive process “to modify 

primary distribution or to repair damage or compensate dis-welfares, which have arisen in 

earlier stages of process” (Ringen 1987, 4). The other social policies at the earlier stages, such as 

fiscal policies and labour market policies, might have a strong impact on inequality but my focus 

in particular is upon public services as a means of redistribution, leading to the omission of the 

processes generating the inequalities in the first place. 

 

Welfare states have organised differently their distributive processes, especially in terms of state 

intervention. Some countries might focus on the earlier stages in distribution by the way of 

stricter regulatory policies, while the others might simply ‘repair the damage’ done at the 

beginning of the process, and the most ambitious ones play an active role throughout the 

                                                
7 Moene and Wallerstein (2003) note, however, that the typical social-insurance program is not purely 
redistributive in its objectives but also strives for protection against particular social risks. Moreover, if we 
glance further back in history, we understand that the foundations of the welfare state were in fact laid by 
conservative reformers, such as Bismarck who principally aimed at maintaining prevailing hierarchies, and 
that only later would social reformists devise social policies to eliminate poverty or equalise opportunities 
(Esping-Andersen and Myles 2009, 639). 
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process. In the latter alternative, various choices in the form of support can be distinguished. 

This study also attempts to illuminate these different paths, but above all to consider whether 

welfare states use public services in a way that is complementary to cash transfers, or whether in 

cash and in-kind benefits are more likely to be mutually exclusive. Differences in this respect 

between countries and welfare state regimes will be discussed in the following chapters. 

 

1.2. What to Aim For? Equality 
 

While the first part of this chapter outlined the concept of redistribution, this section 

concentrates on the reasons for pursuing equality more specifically.8 The moral, economic and 

political viewpoints presented here offer us justifications for redistribution and discuss the 

egalitarian ethos from different perspectives. 

 

As with most of the concepts used in welfare research, the key concepts of this study are also 

normatively impregnated and politically sensitive. Redistribution is, of course, one of the most 

disputed topics in politics; it involves questions of efficiency, incentives, freedom and equality. In 

general, the differences between countries reflect intense social battles, ideologies, institutional 

designs, and political as well as economic forces. Boadway and Keen (2000, 679) have identified 

three rationales for redistribution: the pursuit of social justice as an ethical imperative, the 

achievement of efficiency, and the exercise of self-interest through the coercive power of state. 

While the second category is often the logic behind public services, my doctoral study is more 

interested in the first – if we consider equality as one of the main components of social justice. 

Thus, the focus is on the redistributive effects of in-kind transfers and on their role in smoothing 

the income gaps between the rich and the poor and also horizontally, between different 

household types. However, the focus is not on social justice and I do not intend to engage in any 

profound philosophical discussion on the topic. In any case, normative concepts such as social 

justice and the quest for equality underpin this study and they are contemplated more explicitly 

in the following paragraphs. 

 

1.2.1. Equality as Fairness 
 

The normative pillars of the welfare state rest upon equality. Hort (2005, 149) argues that the 

alternatives or complements to this, such as democracy, efficiency, or freedom, have not 

managed to substitute equality’s position in forming the basis of social politics. The importance 

                                                
8 In fact the quest is not so much for absolute equality but rather for reducing inequality to a certain 
acceptable level. In other words, equality here refers most frequently to ‘less inequality’. 
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of equality as the bedrock of the welfare state justifies studies on income inequality. In less 

ambitious welfare states the aim is to reduce poverty rather than inequality but as Ravallion (2007) 

argues, inequality is also a negative for the poor. In fact, it is sometimes hard to separate 

inequality from the concept of relative poverty since the living conditions of one subgroup 

cannot be regarded as unconnected from the rest of the society. Adam Smith (1827, 368 [1776]) 

had already argued about this connection in the eighteenth century:  

 

“A linen shirt, for example, is strictly speaking not a necessity of life. The Greeks and Romans lived, I 

suppose, very comfortably though they had no linen. But in the present times, through the greater part of 

Europe, a creditable day labourer would be ashamed to appear in public without a linen shirt.”  

 

It is precisely because of this connection between the individual and society that I would argue it 

is insufficient to concentrate solely on the alleviation of poverty in developed countries. 

Moreover, research on the topic has proven that inequality in itself, and not only poverty, can 

have a tremendous impact on well-being. A recent study by Wilkinson and Picket (2009) 

demonstrates that unequal societies are not only bad for the poor but for almost everybody 

within them. For example, income distribution – in addition to the absolute standard of living 

enjoyed by the poor – is a key determinant of population health; and the effect is not only felt by 

the poor but also by the rest of the society, with lower life expectancy and higher mortality rates 

found among all social classes (Kawachi and Kennedy 1997). As The Guardian (2009) claimed: 

“Inequality is the mother of all evils”. Figure 1.1 illustrates some of the possible effects of 

inequality both for society and the individual based on Wilkinson’s earlier work from 2005. 

 

While it is easy to morally object to poverty and economic hardship, there are valid grounds on 

which to oppose inequality too. The first is based on John Rawls’ (1971) idea of justice: the 

determinants of inequality are arbitrary and hence can be objected from moral perspective. 

Secondly, inequality can be considered unfair and it should not exist in a democratic, modern, 

and civilized society. In his analysis on the possibility of social policies, Ringen (1987) argues 

that redistribution is necessary because otherwise the market would produce more unequal 

distribution of welfare than is tolerable in a democratic society. While it is true that Tawney’s 

(1964, 128) radical demonstration of the harsh reality of inequality – ‘it was not that one class 

was rich and another poor, it was that one class lived and another died’ – no longer applies to 

economically developed societies, it remains that inequalities in income and wealth correlate 

with other inequalities, for example in health, life expectancy, education, and political power. In 

general, economic inequalities are often translated to wider social inequalities that have 

detrimental effects on well-being. These possible consequences of inequality certainly raise some 
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moral issues despite the fact that it is often difficult to conceptualize, explicitly, what is wrong 

with inequality in itself. Even though various philosophical strands have shed light on this 

question from different perspectives, all of them can be used as justification for states to interfere 

with market outcomes and for social policy programmes to lessen inequalities (Hausman and 

McPherson 2006, 174–175).  

 

Figure 1.1. The Effects of Inequality. 

Source: Wilkinson (2005, 23). 

 

1.2.2. Equality as an Economic Good 
 

Paradoxically, the most basic or popular questions are often those which remain unresolved. 

This is certainly the case in the connection between inequality and growth. When the economic 

growth rates dropped in the 1970s politicians and economists used the welfare state as a 

scapegoat. The principal cause of this deceleration was found in the distorting impacts of social 

policies in the working of capitalist markets (Korpi 2005, 186). The neoliberal interpretation of 

this connection was cemented during the decades that followed. In contemporary political 

discussions, while equality is only rarely taken to be intrinsically good, it is often seen as 

instrumental to other values – mostly to economic growth. Hence social policies have long been 

considered if not distorting then at least subordinate to economic issues and efficiency. 

Nevertheless, there is an increasing acceptance that social policy can foster the economy, even if 

equality per se is not yet elevated to be an explicit goal. For example, inequality can be regarded 

as a waste of human capital through the deleterious effects of poverty for the poor and because it 

limits the opportunities of the lower classes in general (Korpi 1985, 100). At the EU-level, 

discussions of social problems in economic terms have been a standard procedure since the 

Treaty of Rome. Yet, it has become more explicit with the Treaty of Amsterdam (1999) and the 
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Lisbon Strategy (2000) which aimed at full employment, social cohesion and improved 

competitiveness in order to enhance the position of the EU in global economy (Perkins et al. 

2004, 9; Jacquot et al. 2010).9 Taylor-Gooby notes (2003, 550):  

 

“In all areas of EU policy-making, attempts to tackle welfare-related issues directly have tended to be 

ineffective, while policies that advance social ends as an adjunct to more directly economic and labour-

market policies have enjoyed greater success.”  

 

The economic textbooks usually claim that income inequality is good for growth as it creates 

incentives for productivity and work. They argue that efficiency and equality are incompatible 

phenomena as inequality boosts private and social returns of investment in human capital 

whereas within equal societies there are no opportunities or incentives for achievement and 

effort to attain higher standards of living (Deere and Welch 2002; Asplund 2004, 1). Political 

intervention, social policies and attempts to decrease income inequality are considered harmful 

for efficiency in allocation of resources, savings and labour supply (Korpi 1985, 98). Recently 

this view has been challenged and new theories offer more complex views of the connection 

between inequality and economic performance. A study of the 100 most populous counties in 

the USA recently confirmed that the areas in which inequality increased the most also endured 

the greatest surges in bankruptcies during the current economic recession. This may be 

explained by the ‘keeping up with the Joneses’ phenomenon: when the rich are getting richer 

they display their wealth in huge houses and expensive cars, while those a notch below try to 

follow their consumption patterns by exhausting savings or taking loans, thereby increasing the 

likelihood of a financial crisis – such as the one in which we found ourselves in 2010 (Frank et al. 

2010).  

 

Historical records also imply the very opposite of the neoliberal view; public spending and 

reduction of income inequality actually enhance economic growth. Lindert (2004, 34–36) 

proposes two main reasons why welfare states do not impair the GDP growth: firstly, high 

spending countries actually spend more carefully, and secondly, broad universalism fosters 

growth better than means-testing and complicated tax systems. In their analysis on the 

economic performance and inequality during the transition in Eastern Europe, Keane and 

Prasad (2003, 125) claim that in this context Poland’s success was partly due to income equality 

that enhanced growth by broadening the base of individuals with resources to engage in some 

form of entrepreneurial activity. Likewise, development economists have argued against the 

                                                
9 This perspective is also clearly visible in the idea of a social investment state: Gordon Brown has employed 
similar rhetoric by envisioning an enabling and empowering role to the government through expanded 
educational, employment and economic opportunities (Brown 2002 cited in Lister 2003, 429). 
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neoliberal tradition. For example Todaro (1997, cited in Aghion et al. 1999) offers four 

arguments as to why inequality is in fact damaging for growth: unproductive investments by the 

rich; the low level of human capital amongst the poor (increasingly important in knowledge-

based societies); the consumption patterns of the poor – preferring local goods; and political 

rejection by the masses. Similar results have been found in other studies: Alesina and Rodrik 

(1991, 29) prove that democracies with an uneven distribution of wealth exhibit lower growth 

than countries with greater equality.10 Likewise, Persson and Tabellini (1994) demonstrate that 

inequality is actually harmful for growth. Some analyses have been more modest, stating only 

that there is no evidence to conclude that inequality is either good or bad for growth (Arjona et 

al. 2003). Many economic studies report that robust testing of hypotheses is difficult and in fact 

few theories have been subjected to rigorous empirical analysis (Asplund 2004). 

 

The economic consequences of income gaps have been studied widely from other perspectives 

as well (as the above-mentioned Wilkinson and Picket 2009). The wide-range evidence suggests 

that income inequality has spill-over effects on the society at large, including impacts on social 

capital, trust, health, and even innovations, all of which can be translated into economic losses 

(see Figure 1.1). For example, wide income gaps in the society lead to higher crime rates and 

thus to supplementary expenses in trying to erode criminal behaviour and dealing with its 

consequences. Therefore, via various mechanisms, inequality can influence the economic 

performance of the country and not only individual well-being. Moreover, in the literature on 

public services there exists a concern that large gaps between the rich and the poor may lead to 

the rich opting out of the public services system, thereby degrading the institutions of public 

education and health care. This might set in motion a vicious cycle wherein the poor become 

even poorer, not to mention sicker, and the rich become even more divorced from the reality of 

a suffering ‘underclass’. (Smeeding 2005, 980.) 

 

 

 

 

 

 

 

 

                                                
10 The logic behind their argument is that the large labour class, with little capital, votes for higher taxes on 
capital. Hence, in more equal societies, higher salaries for the labour class become a kind of trade-off against 
the adverse growth consequences. 
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1.2.3. Equality as a Backbone of Just Political Order 
 

Besides the questions of fairness and justice of equality, Thompson (2007, 5) insists on the 

relation between economic inequality and the discourse of politics:  

 

“Any discussion of economic inequality needs to be tied to much more than debates about ‘fairness’ and 

‘opportunity’; it must confront the ways that this inequality shapes the political community as a whole by 

creating relations of subordination among its members.”  

 

From this perspective, the problem of inequality rests on its connection to power; economic 

relations are in fact political relations and therefore manifest relations of social power. Bartels 

(2008, 2) is equally pessimist: “Elected officials are utterly unresponsive to the policy preferences 

of millions of low-income citizens”. Therefore, in economic inequality, one finds the remnants 

of feudalism: a static society of rank and order, hierarchy, patronage and corruption. Poor living 

standards at the bottom of income distribution should not be considered as the sole problem of 

inequality; instead, Thompson and Bartels advance a more far-reaching challenge, namely the 

fact that the phenomenon itself engenders new forms of hierarchy, social fragmentation, and 

constraints upon individual liberty. Economic inequality jeopardizes the foundations of civilized 

democracies because the existence of fundamental human rights can only be enjoyed with some 

degree of equality in the distribution of income and wealth (Walzer 1983). Thompson goes on to 

argue that the whole redistributional character of the welfare state was the result of a 

reconceptualization of democracy in which political democracy was untenable without a 

considerable degree of economic equality (2007, 13).  

 

The idea of the positive influence of equality on societal order and democracy is present during 

the entire history of Western political thinking. Equality has been defended not only on the basis 

of its moral superiority but also as a potential means to foster social cohesion. Even Plato 

advocated that if the state wants to avoid non-integration, it cannot accept extreme poverty or 

extreme wealth, as both would lead to destruction, corruption, or the desire for revolution. 

Therefore, both will need to be limited. Moreover, when Plutarch stated that “an imbalance 

between the rich and the poor is the oldest and most fatal ailment of all republics”, he meant 

that inequality could, in the worst case, provoke the dissolution of the political community (cited 

in Thompson 2007). So before becoming an economic concern, as inequality is primarily seen 

nowadays, economic inequality was viewed as a political concern that had social implications. In 

similar fashion, during the 1940s, beset with a totalitarian menace, the ideal of full employment, 
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redistribution and social integration was considered essential to a stable liberal democracy 

(Pearson and Scherer 1997). 

 

1.3. What to Redistribute? Income 
 

In spite of being a very concrete concept, the definition of income is hardly straightforward, and 

deciding which definition to use will certainly affect the findings of any kind of research. The 

most widely used concept in income distribution studies is that of ‘disposable income’, referring 

to the income that households have at their disposal after direct taxes and in cash transfers. I 

believe that this concept fails to reflect the real economic situation of households or the 

redistributive strategies of the welfare state. Surely it is different matter to receive a low income 

in a country with good public services, than to have a low income in a country without any 

health insurance or education, or with frail relatives to support. The lack of any state 

intervention and the full operation of market mechanism in the domain of health care and 

education could lead to choices between grandmother’s hip surgery and daughter’s high school 

participation. The authoritative international group on income statistics, Canberra group (2001, 

3), also insists that household’s economic well-being can be expressed as its access to goods and 

services. Moreover, it is important to understand the social distribution of the use of publicly 

provided services. Therefore, I propose to add the monetary value of certain public services to 

this disposable income. Figure 1.2 illustrates the different stages in the income distribution 

process; my aim is to approach the last step of ‘final income’ or ‘extended income’.  

 

Other studies, with a focus on redistributive impact of indirect taxes, have already exposed their 

regressive character, and these results can be utilized to complement the results of my own 

research that does not take into consideration taxation, though direct taxes on income and 

wealth are obviously included in disposable income. For example O’Donoghue et al. (2004, 10) 

conclude that even if value added tax generally increases as a percentage of total expenditure 

over the income distribution, households in the bottom income deciles use a larger percentage 

of their disposable income to pay indirect taxes than the higher deciles because they spend more 

money as a share of their income than those at the top of the income distribution. However, the 

regressive impact is also connected to the savings rate in each country and income decile. Thus 

for example in Finland, with not only the highest VAT but also high savings rates, the regressive 

effect is smaller than in France where the savings rate is very low. Nevertheless, in all twelve 

European countries studied by O’Donoghue et al., the indirect taxes are negatively 

redistributive, in other words, they tax the poor proportionally more than the rich. In France 

they result in 3,3 points rise in the Gini coefficient, followed by Portugal (2,9), Finland (2,7) and 
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Italy (2,2). Excluding this regressive aspect of income redistribution will thus overestimate the 

equalizing effects of the welfare state. Moreover, in a cross-national comparison this omission 

might have non-negligible consequences. As Garfinkel et al. (2006) have noted, the USA relies 

much less in indirect taxes than other countries and not paying attention to the differences in 

benefit and tax structures will give us an incomplete picture of the generosity of the welfare state. 

Even between the member states of the European Union the degree of reliance on indirect taxes 

varies considerably (Cremer et al. 2001). 

 

Figure 1.2. Distributive Process. Concepts of Income and Stages of Income Distribution. 

Nonetheless, focusing on extended income is still a far from perfect measure of real economic 

inequalities between individuals and households. Some other improvements have already been 

suggested, but their practical application would create new problems. Firstly, one might 

question whether concentrating on income in general is in fact a good measure. For example, 

Wolff (1998, 131) has argued that we should focus instead on wealth, thus taking into account 

everything an individual owns (including the estimated rent value of housing is a move to this 
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direction). He asserts that wealth is more important than income for four reasons: firstly, it 

provides benefit directly to its owners (e.g. owner-occupied housing); secondly, it is a source of 

consumption; thirdly, it can provide liquidity in times of economic problems; and finally, it is 

related to distribution of power. Indeed, wealth inequality means a disparity in the longer term: 

a wealthier family is more “likely to be better able to provide its children’s educational and 

health needs, live in a neighbourhood characterized by more amenities and lower levels of 

crime, have greater resources that can be called upon in times of economic hardship, and have 

more influence in political life” (Wolff 2001, cited in Thompson 2007, 18). But at the same time, 

the estimates for personal wealth are very sensitive to the choice of data and definition of wealth. 

Fewer studies have concentrated on inequalities in wealth than in income, but evidence suggests 

that wealth is distributed more unequally than human capital, earnings, or income (Davies 

2009). Moreover, the correlation between wealth and income is rather weak, indicating that the 

focus on income accounts for only part of the stratification story (Keister and Moller 2000, 64).  

 

Secondly, people’s consumption is not only determined by current income but also past and 

future expected incomes (Sandmo 1999, 141). Hence, the focus on lifetime income would 

probably better reflect the actual redistributional effect of the welfare state. In contrast to a 

snapshot analysis, it could compare to what extent individuals benefit from the system 

throughout their lifespan. Falkingham and Hills (1995) studied this aspect of inequality using a 

computer simulation model of hypothetical life stories and found out that overall distribution of 

benefits was much flatter than on an annual basis, indicating that social policies redistribute 

across lifetimes rather than from rich to poor. It goes without saying that this is especially true 

for childcare, higher education and elderly care services studied here, but it is less clear if we 

should care more about life time inequality than inequality at one point in time as poverty or 

hardship is often connected to certain phases of life. An even more complete analysis could 

examine the distribution of ‘lifetime utilities’. This fundamental concept of income would reflect 

the differences in leisure time11 as well as in all forms of potential consumption by taking into 

account often neglected home production12 and publicly provided goods (Gottschalk 2000, 264; 

Mattila-Wiro 2004). In conclusion, when it comes to the concept of well-being, we have to be 

cautious. It is true that income is a good indicator of this but there remain aspects that we are 

                                                
11 Leisure can represent foregone income and hence potential economic power as some people voluntarily 
choose more leisure time instead of paid work. It is still somewhat controversial if this should be taken into 
account in studies on economic inequality (Jenkins 1991, 5). 
12 Landefeld and McCulla (2000) have estimated that unpaid non-market work could account for about 30 to 
50 per cent of conventionally measured GDP. Folbre et al. (2011) study the impact of women’s labour 
market attachment on inequality by simultaneously taking into account the declines in home-produced goods 
and services. In nine countries studied, the addition of the value of women’s unpaid labour to their earnings 
had an effect of doubling their contribution to household’s economic resources equalising significantly the 
overall distribution of incomes. 
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unable to monitor and thus consider thoroughly. Amartya Sen (2000, 76, [emphasis original]) 

has written:  

 

“While we can decide to close our eyes to this issue by simply assuming that there is something 

homogeneous called ‘the income’ in terms of which everyone’s overall advantage can be judged and 

interpersonally compared (and that variations of needs, personal circumstances, prices etc. can be, 

correspondingly, assumed away)… there is the further problem of interpersonal comparisons taking note 

of variations of individual conditions and circumstances.” 

  

What Sen is saying might be especially relevant when we study in-kind benefits as personal 

circumstances determine heavily their use. Nevertheless, I believe that a study on the 

distribution of these benefits is already a step forward even though it ignores the distribution of 

needs the same way as any study on income distribution. While it may be dubious in general to 

make an analogy between cash income and in-kind benefits, this helps us to consider their 

economic value in equal terms with disposable income. All in all, it should be recognized that 

the imperfect character of final income in measuring the living standards of households does not 

greatly matter in this study as here the focus is placed on the role played by the public services in 

the distributive process, and not so much on the precise well-being of different groups of 

population. Questions such as which income group benefits from services and what is their 

relative importance compared to cash transfers or disposable income can be answered without 

an all-inclusive approach to income and well-being. Nevertheless, it is important to take note of 

these deficiencies in income distribution research in general when drawing conclusions and 

political implications from the empirical results. We should also remember that cash income and 

in-kind transfers are not comparable in all respects. 

 

 

2. Public Services – The Main Pillar of the Modern Welfare State 
 

2.1. From Social Protection to Social Investment 
 

Recently, the prevalent role of redistributive social policies in modern welfare states has been 

called into question by the discourse on social investment especially prevalent in the Third Way 

ideology in the United Kingdom and in the European Union. Confronting economic pressures 

and criticism against extensive welfare state, sceptics of neo-liberalism have asserted the 

“productive” side of social spending (Jenson and Saint-Martin 2003, 82). The social investment 

state is supposed to move beyond left and right ideologies by integrating economic and social 
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objectives (Perkins et al. 2004). Rather than reduce income inequality, policies aspire to active 

society with economic participation and social inclusion through redistribution of opportunities 

and investment in human capital. When the social ministers of OECD countries met in 2005, 

the final communiqué made clear the connection between economic and social policies (OECD 

2005b): 

 

“Effective economic policies are complementary to effective social policies in extending opportunities and 

mobilising more assets than are currently available. Equally, effective social policies are necessary to 

generate economic dynamism and contribute to flexible labour markets: to ensure that childhood 

experiences do not lead to disadvantage in adulthood; to prevent exclusion from the labour market and 

society; and to ensure a sustainable system of support for the elderly. Social policies must be proactive, 

stressing investment in people’s capabilities and the realisation of their potential, not merely insuring 

against misfortune.” 

 

While the two concepts, social investment and new social risks, are often used almost 

interchangeably, and their policy implications are partly overlapping, the underlying rationale 

of new social risks is more related to the immediate changes in post-industrial societies than an 

ideological discourse of social investment. The emergence of new risk groups, such as the young, 

low-skilled, and women,13 has obliged the welfare states to ruminate again about traditional 

social policies aimed at protecting male breadwinners from such risks as unemployment or 

illness (Taylor-Gooby 2004a; Bonoli 2006). Family instability and difficult reconciliation of work 

and family life have become major policy issues as they increase the incidence of poverty for 

families with children and especially for single parents. Other contingencies typical to modern 

society have sometimes rendered employment income insufficient to uphold adequate living 

standards. Martin and Pearson (2005) sketch a gloomy future for European societies if new 

social risks are not immediately integrated within the social policy agenda: continuing with 

passive social policies would lead to widened income inequalities, social exclusion, falling fertility 

rates, decline in working-age population, excessive pension payments and finally economic 

stagnation. While there are no significant signs that spending on new social risks is crowding out 

spending in traditional risks (in fact, for natural reasons spending in health care and old age 

benefits have constantly risen since the beginning of the 1990s), these changes have benefited 

areas such as education, childcare and elderly care. The paradigm shift from social insurance to 

social investment will be discussed more in the context of childcare (Chapter III). 

                                                
13 One of the most noticeable changes in post-industrial societies is women’s increased participation in paid 
employment, rising from 45 to 61 per cent in the EU countries between 1970 and 2001. Moreover, the interaction 
between educational level and gender is especially important from the ‘new social risks’ perspective: low skilled 
women in particular are facing a great challenge in combining work and family (Taylor-Gooby 2004a, 2–4). 
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2.2. Reasoning Public Services 
 

Citizens of the Western welfare states have witnessed a huge expansion in the provision of cash 

transfers and public services during the decades after the World War II. The prevailing view of 

this period was that the state had a paramount role in ensuring for its citizens, as a matter of 

right, a certain minimum standard of living, economic welfare and security. This discourse was 

accompanied by expectations that social disadvantage would be erased by these measures 

(Kennett 2001, 8). Several theories have elucidated the welfare state developments from 

functionalist, conflict theoretical, institutionalist and finally, configurational perspectives (Alber 

1995, 132–3). They have, at times, taken into account demographic and structural changes 

(Wilensky 1975), establishment of a nationhood and national political legitimacy (Tsoukalis 

1991), parallel democratic developments (Bangura 2007), the post-industrial turn (Iversen and 

Cusack 2000; Pierson 2001), gender (Orloff 1993), the power of left-wing parties and labour 

unions (Bradley et al. 2003; Korpi 2006), the impact of war (Dryzek and Goodin 1984), the role 

of state bureaucracies (Heclo 1974), the sense of solidarity (Baldwin 1990) and moral 

justifications (Spicker 2000), to mention some of the possible explanations. Many scholars have 

agreed that the welfare state is the means for the state to fulfil its obligations to citizens and 

access to welfare services is part of the practical status of citizenship (Salter 1998, 12). After 

accessing civil and political rights, citizens were issued with social rights, which for Marshall 

(1950, 5) are “the whole range from the right to a modicum of economic welfare and security to 

the right to share to the full in social heritage and to live the life of a civilized being according to 

the standards prevailing the society”. These standards are often met with the access to public 

services. 

 

One of the justifications for this greater state activity has been the quest for equality, as 

concluded in the previous section. Of course, programmes of social policy pursue many goals 

simultaneously, and therefore the redistributive impacts of public services cannot be scrutinized 

in total isolation from these other goals: the objectives and the means of the welfare state 

intertwine closely. Moreover, these programmes have not been designed to equalize income 

distribution directly, so we should not assume that this is their main raison d’être. In this section, 

in order to gain a more comprehensive picture of the sector on which this dissertation focuses, I 

sketch a general overview of the political-economic reasoning of public services. 

 

In general, state intervention has always been a hotly debated issue in the sphere of economics. 

A significant number of economists have followed the idea of Adam Smith that if markets are 
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left to themselves, they will produce the best and the most efficient outcome (the so-called 

invisible hand thesis14) (Korpi 1985). They argue that political intervention and welfare state 

policies would reduce efficiency in the allocation of resources, and hence disturb economic 

growth (see also section 1.2 above). Okun famously compared the welfare state to a pie that 

shrinks in the process of redistribution or to a ‘leaky bucket’ (1975, 91)15: 

 

“The money must be carried from the rich to the poor in a leaky bucket. Some of it will disappear in the 

transit. The poor will not receive all the money that was taken from the rich.” 

 

Seemingly, in economics, the idea of a trade-off between efficiency and equality is intrinsic and 

has encouraged many to draw colourful analogies. In the same vein, Arthur Seldon (2005 

[1959], 3) wrote:  

 

“Since the cost is borne increasingly by those who benefit, it [welfare state] becomes a vast, wasteful, 

futile machine for taking money out of people’s pockets and putting it back into their purses, with a large 

slice for administrative drones sucked up on the way.”  

 

According to neo-classical economic theories, state expenditures have two functions: they are 

used to provide pure public goods that cannot be produced in private markets or they are used 

to influence income distribution – and in this latter case, direct monetary transfers are seen to be 

more efficient than non-monetary transfers (Thurow 1976, 361). Nicolas Barr (1998, 88) adds 

that, from the economic point of view, the use of in-kind transfers for redistributive purposes is 

acceptable only when it is supported by the pursuit of efficiency. However, the case of personal 

social services, health care and education is slightly different. These are inherently private goods 

but their public production, or financing, has many motivations that have also survived the 

usual welfare state critic. I summarize the general arguments of this reasoning below while the 

discussion is extended and more details on each individual service will be presented in the 

following chapters. The purpose of this section is to avoid giving a biased view of public services 

as a means of redistribution alone and therefore to give a broader perspective in order to better 

understand the meaning of public services in the modern welfare states. 

 

                                                
14 Lately Julian Le Grand (2007) has argued in his book “The Other Invisible Hand” that quasi-markets might 
solve the problems of inefficient, unresponsive, and poor quality welfare services that in addition are 
inequitable in distribution (premises that might not hold outside the UK). As a senior social policy advisor to 
Tony Blair he promoted more user choice and competition between providers. 
15 Maintaining the imaginative language of his fellow researchers Korpi (1985) describes the leaky bucket 
rather as an ‘irrigation system’ that supports economic growth and efficiency. 
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Governments use considerable resources to provide certain private goods, such as housing, 

health care, and education, to their citizens. According to economic theories, this kind of state 

intervention is justified in certain circumstances (Hare 1988; Coate et al. 1994; Barr 1998). 

Firstly, these situations occur when free markets are not working efficiently, in other words, 

when there are ‘market failures’. This happens when consumers or producers are not perfectly 

informed or there is ‘information asymmetry’; when there exists a natural, or other form, of 

monopoly; when ‘moral hazard’ would affect behaviour or there is a problem of ‘adverse 

selection’16; or there are externalities (Goodin and Le Grand 1987, 10; Freeman 2000, 4). All 

these situations are connected to the quest for equality or efficiency – or to the equal and 

efficient combination of the two.  

 

Secondly, one can perceive that governments want to guide citizens’ behaviour in a paternalistic 

way. Generally economists trust in the sovereignty of people and prefer direct monetary 

transfers that enable the maximization of the individuals’ utility (Thurow 1976, 372). The neo-

classical theories consider in cash transfers to be more efficient than in-kind transfers because if 

an individual is forced to buy, or she is given certain goods that she would not buy herself, she 

cannot use all her utility (ibid., 361). Nevertheless, not all people are able to make these kinds of 

choices and to act for the maximization of their own utility. Therefore the role of public 

intervention is to guarantee some level of equality and efficiency in the consumption of certain 

goods; this argument concerns merit wants (Hare 1988, 69). In other words, there is a fear that 

citizens will consume wrongly, be it conscious or unconscious, if they get the money used for 

public services in cash rather than in the form of an untradeable service (Barr 1992, 748). This is 

especially the case of education, which is considered to be so important that states believe it is 

better if everybody consume it to a certain extent. This logic is based on the idea that states 

protect the children whose parents do not appreciate education enough or who are ignorant of 

its significance, thus refusing their children access to education that could lead again to other 

negative outcomes at a societal and individual level (see also Chapter IV on education). 

 

Related to this argument on merit goods, there is also a belief that public provision of services 

increases efficiency in targeting and allocation. Even if poverty and inequality should be kept 

apart as concepts, it is important to understand the multidimensional character of poverty. 

Atkinson et al. (2002, 79) explain that poverty does not only mean a lack of economic resources 

but usually consists of accumulated unsatisfied needs in income, housing standards, education 

                                                
16 Moral hazard and adverse selection are often associated with health care. The former means than once a 
person is insured against a risk, her actions may make the risk more likely to occur (excessive use of health 
care services or excessive provision as well). The latter refers to situation when insurance companies cannot 
distinguish between good and bad risk individuals (Freeman 2000, 13). 
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and health care. Public services in these spheres aim to guarantee a minimum standard for 

everyone in the basic areas of life. This is connected to the failure of market mechanisms to 

maintain an access to these important goods that allow the enjoyment of socially acceptable 

standards of living. For example, mothers with low skills tend to stay at home rather than pay a 

high cost for childcare services; if day-care is provided free of charge, or at a subsidised rate, a 

mother can more easily choose the alternative of earning, even a very low salary, of which the 

most part would not go straight to childcare fees, and instead help make her family’s ends meet. 

Relating the idea of equality and public provision of services to social investment, Ferrera et al. 

(2000, 75) state that in knowledge-based societies the concept of equality needs to consider 

resources that enable people to “keep pace” and adapt to changes. The effective and equal 

access to high quality education, health care, and social services, form an essential part of these 

resources that can offer opportunities for mobility and “provide escape routes from permanent 

entrapment in conditions of disadvantage”. 

 

In the third situation, our attention is directed to externalities, which are the unintentionally 

caused negative or positive consequences of public or private action. The whole society can 

benefit from a certain kind of consumption that must therefore be supported by public financing 

or provision. The market is not able – or even willing – to take these kinds of effects into account 

and would produce some goods less than would be efficient from a wider societal point of view 

(Blank 2000, 36). Some arguments have been made against this line of thought. Thurow (1976, 

365–9), for example, argues that externalities have only a marginal effect on state spending; a 

more convincing explanation for public financing is the idea that this kind of solidarity 

acknowledges everybody’s right for certain goods as a part of the right to life. Education and 

health care can be considered to be part of a good society and the right to a basic education or 

health care should not be tied to one’s income. However, higher overall level of education and 

public health do have positive effects on many aspects of society and these externalities provide 

a convincing motivation for public financing and production (see also Cleveland and Krashinsky 

2003 on externalities connected to childcare).  

 

Lastly, state intervention can be desirable from the redistributive point of view. This is also, of 

course, implicitly connected to all of the abovementioned reasons since the underlying thesis is 

that public services can produce at the same time more efficiency as well as equality. The 

connection between public services and redistribution can be very complex, and it can also be 

difficult to determine who is really benefiting (especially because of the externalities). The 

impacts of public services can move in time and place: they produce positive effects in the future 

and directly increase the well-being of the individual benefiting from the service, as well as 
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indirectly the well-being of other citizens of the society too (or even the whole working of the 

national economy). For example, higher education does not benefit students at the present time 

only; but it also ensures better salaries and more secure jobs later in life (Davies et al. 2006, 17; 

O’Donoghue 2003). On the national level, it can be translated into higher tax revenues, a lower 

rate of unemployment, and lower social expenditures (OECD 2009, 78). Saunders (1994, 166) 

has mentioned that it can even be argued that service providers are actually the ones benefiting 

from the service (e.g. many women working in public sector in the Nordic countries). The 

existence of these indirect effects and externalities complicates an exact assessment of the 

impacts of public services on income distribution because they make problematic the 

identification of the households benefiting from them. However, in my research the aim is to 

treat the chosen public services as in cash transfers, i.e. to give them a monetary value that 

directly goes to the person enjoying it. In any case, the results should be interpreted carefully, 

bearing in mind their relativity. 

 

 

3. The State of the Art of Income Distribution Research 
 

In this section I review previous studies carried out in the field of income distribution. These 

studies form a theoretical framework as well as an inspiration for my own research. This 

account also presents the gaps in the existing literature and hypotheses to test further; later in 

my research design I demonstrate how I attempt to address these issues. Nonetheless, I do 

acknowledge the great debt I owe to these studies that have paved the way towards a more 

comprehensive research on income distribution with the methodological and theoretical 

experiments they have conducted. The aim of my research is to contribute to this existing 

literature and continue exploring the possibilities in this field. 

 

3.1. The Patchwork of Income Distribution Studies 
 
Interest in income distribution emerges regularly with new political and economic discourses. A 

growing awareness can be pinpointed in many countries in the early 1980s, when income 

distribution changed (usually meaning an increase in inequality); when international 

comparisons also focused on inequality issues instead of being centred on economic growth, 

unemployment and other more traditional indicators; and when normative political discussions 

flourished around social and economic justice (Gottschalk and Smeeding 1997, 633–634). 

Improved and more comparable data also appeared around that time: since 1983, researchers 

working with the Luxembourg Income Study (LIS) have brought important advances in the 
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domain of income distribution, poverty and well-being across nearly 40 nations now included in 

the LIS dataset. The first studies to explicitly highlight the significance of in-kind transfers also 

developed around this international databank (Atkinson 2004; Smeeding 2004).  

 

A recent publication by the European Science Foundation (2009) discussed the vital questions to 

which social sciences can offer answers or propose analytical tools and methods. In this context, 

Anthony Atkinson highlighted four ways in which research has contributed, or can contribute, 

to our understanding of social and economic inequalities: by clarifying concepts, providing 

evidence, understanding change, and analysing policy. Indeed, contribution has been wide-

ranged. Traditional studies on income distribution have described redistributive systems and 

cross-national differences in inequality and poverty, benchmarking social policies practised 

around the developed world (OECD 2008); economic research has intended to analyse the laws 

determining inequality or the changes in inequality17; political scientists have investigated the 

political context or institutions affecting inequality in order to explain cross-national variance18; 

and across academic fields researchers have focused on the various causes19 and consequences20 

of inequality underlining the political importance of the topic.  

 

Until the 1990’s, studies on income distribution were based on the traditional measure of 

income, i.e. on the household’s disposable income or solely on earnings (Smeeding et al. 1993, 

231), and at times when public services were taken into account, it was mostly at a national 

level. In the Anglo-Saxon countries in particular, researchers and public administration have 

paid attention to welfare services and non-monetary benefits. For example, in the United 

Kingdom, the Office for National Statistics publishes an annual overview of income distribution 

that takes into account the public expenditure on education, housing, health care, public 
                                                

17 For example, the classical work of Kuznets studied the impact of industrialisation on inequality trends and 
found an inverted U-shape in the relationship between inequality and economic development; Alderson and 
Nielsen (2002) have updated this evidence by analysing the relationship between globalisation, trade and 
post-industrialism and rising inequality (the correlation being positive and supporting the so-called great U-
turn). 
18 Labour market institutions, union density, employers, bi-cameralism, veto points and many other political 
variables can influence inequality. Bradley et al. (2003) studied inequality among working-age population 
and examined determinants of inequality at two stages of income distribution: high pre-tax and transfer 
inequality was connected to a high rate of unemployment, a large proportion of female-led households and 
fewer unions. When inequality was studied after taxes and transfers, political variables (especially left-wing 
government) were the main determinants reducing inequality, thus, providing support for the power resources 
theory. 
19 Different authors have focused on many other connections between inequality and society: such as female 
labour-force participation (Harkness 2010), immigration (Alderson and Nielsen 2002), increased demand for 
high-skilled labour, and demographic changes (Gottschalk and Smeeding 1997). 
20 Wilkinson and Pickett (2009) have excellently summarised a number of the consequences of inequality in 
modern welfare states, ranging from increased prevalence of childhood obesity to socio-psychological 
problems. 
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transport and school meals (Jones 2008). Only subsidies to bus and train companies proved to 

be pro-rich as they were imputed on the basis of ‘need to travel to work’, and hence benefited 

economically active persons. Otherwise, bottom income quintiles receive the greatest benefits 

from public services in the UK. Likewise, the Australian Bureau of Statistics (2007) includes in-

kind benefits from education, health care and housing into its studies on income distribution. As 

with the UK, social transfers in kind decreased as levels of household income rose, therefore 

reducing the level of inequality in Australia. In the United States, some studies have even gone 

so far as to integrate public expenditure in toto – from national defence to highways – in studies 

on income distribution (Ruggles and O’Higgins 1981). It has also been argued that studies 

should include in-kind transfers from other non-state sources as well, such as a health insurance 

provided by the employer or even a company car (Weinberg 2006, 9)21. This might give us a 

more accurate picture of the economic situation of the family, although it would not illuminate 

our understanding of the efficiency and success of the social policies practised in the country.  

 

The inclusion of public services broadens the scope of methodological assumptions and choices 

as well as theoretical considerations. For this reason, earlier studies have varied in many ways: 

choices in imputation – i.e. defining the monetary value of a given service and allocating this 

sum among individuals – and the services included vary widely. Generally, the imputation is not 

based on the real use of public services but on the personal characteristics of individuals such as 

age and gender, thus it is an estimation of the potential use of a service. Where detailed data has 

been available studies have been based on the real use of services. But the choice is not merely 

practical because theoretical questions also arise, as discussed later in the chapter on health care. 

Finally, one must bear in mind that even if public services are included, there still remain many 

excluded factors influencing the well-being and economic situation of the household. Most 

importantly, the allocation of the monetary value of in-kind benefits does not consider their role 

in responding to specific needs (sick elderly people needing health care or children educational 

services). 

 

3.2. Possibility of Redistributive Politics 
 

Harold Wilensky (1975) praised the success of social policies in redistributing to the worst-off 

and, as early as the 1930s, in his ‘strategy of equality’ R. H. Tawney (1964) attributed a 

significant role for public services in income redistribution. Le Grand (1982, 3) described this 

strategy in the following way: 

                                                
21 In this study, non-cash employee income is included in disposable income: see Annex II on the 
composition of the variable. 
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“The attempt to achieve social and economic equality through public spending on what are commonly 

termed as the ‘social services’: health, education, housing and transport. Under this strategy the revenues 

raised through general taxation are used to fund the provision of these services free or at the subsidized 

prices to some or all of those using them. By these means, it is believed the domain of inequality is 

severely restricted and its unfortunate social consequences eliminated.” 

 

The hypothesis this strategy puts forward will be tested in my research: Can public services be 

attributed a role in the process of redistribution, in other words, does Tawney’s strategy of 

equality work in the modern European welfare states? In the first major attempt to study the 

effects of non-cash transfers on income and poverty, Smeeding et al. (1993) concluded that the 

impact of public health care services, education, and housing on income distribution is 

significant, and in all of the seven countries studied they increase the income share of the bottom 

income quintile. While the ranking order of countries was only slightly affected, gaps between 

countries diminished. The connection between the size of benefits and their redistributive 

impact, however, turned out to be complicated: although the USA had the least generous total 

spending on benefits, it had a larger effect on income inequality than Sweden which had the 

greatest spending on services but the least distributional effect.  

 

Not everybody sees the impact of in-kind transfers in such a positive light as Tawney in his 

‘strategy of equality’. Radical and neo-liberal critics of the welfare state have perceived social 

policies as ineffective, futile, or simply counter-productive in terms of reducing inequalities 

(Murray 1984). Sometimes the critique has emerged even within the research community 

typically more favourable towards the welfare state (Le Grand 1982). Understandably, the 

explicit role of public services in the function of redistribution is far from straightforward and 

can be called into question. Marshall (1977 [1963]) stated that welfare services are not a means 

of redistribution but of social cohesion. Likewise, according to Uusitalo (1989), one should not 

draw an analogy between in-kind and in cash benefits, and households’ monetary income is the 

basis for the study on income distribution. Julian Le Grand was greatly sceptical about the 

egalitarian potential of public services and revealed their failure to reduce any inequality. On 

the contrary, he claimed that public services are largely pro-rich. In his book The Strategy of 

Equality (1982) he demonstrates that the expenditure on health care, education, transport and 

housing in Britain went, for the most part, to the better-off rather than to the poor. Thus, 

according to his analyses, no equality, measured as equality of expenditure, final income, use, 

cost (access) and outcome, is achieved through public spending on these services. His conclusion 

about the failure of the welfare state has, however, been contested. Powell (1995) argues that it is 
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questionable to what extent the welfare state was set up to achieve the kinds of equality Le 

Grand is looking for, and many other studies have empirically found public services to be more 

equal than Le Grand leads us to believe. 

 

Theorists of political economy have been doubtful of the possibility of equitable redistribution. 

Several studies have claimed that redistribution actually travels from the poor and the rich to 

the middle classes. This pattern, which is also connected to median voter theorems,22 is known 

as the Director’s law: “Public expenditures are made for the primary benefit of the middle 

classes, and financed with taxes which are borne in considerable part by the poor and the rich”  

(Stigler 1970, cited in Feld and Schnellenbach 2008, 2). Most of the governmental activities 

from highways and public defence to schools and hospitals include some redistributive impacts 

since the taxes paid and the benefits received do not always correspond. It is the sum of all this 

expenditure that would prove the Director’s law valid or not. As regards to the public services 

studied in this thesis, this law might be accurate for some parts, and because of the obvious 

policy implications, we need to discover for which parts exactly. Prominent suspects for a pro-

middle class bias are naturally the universities from which middle-class children are more likely 

to graduate. 

 

3.3. Results and Lessons from Previous Studies 
 

Undoubtedly the omission of the non-cash category of economic welfare in income distribution 

studies is due to the plethora of practical problems, such as the lack of appropriate data, and 

also to theoretical and methodological challenges. However, the latest studies that have taken 

into account some public services (e.g. Evandrou et al. 1993; Smeeding et al. 1993; Sefton 2002; 

Harding et al. 2004; Garfinkel et al. 2006; Marical et al. 2006; Callan et al. 2007; OECD 2011) 

have opened up ways to overcome these difficulties. Even if some of the assumptions and 

solutions are still contested, they give clear ideas about how public services can influence 

economic welfare in different income deciles. As highlighted above, there is no single definition 

for public services and studies have varied in their choice of the categories to be included. Surely 

one can oppose the idea of trying to integrate all the possible dimensions of welfare state policies 

into one study; it is likely that the reliability of analyses suffers if we attempt to allocate the 

                                                
22 Median voter theorem in the field of inequality has been especially developed by Meltzer and Richard 
(1981). They argue that greater pre-transfer inequality leads to support for redistribution by poorer median 
voter. Scervini (2009) however notes that while the median voter model is preferred from a theoretical 
perspective, empirical evidence is limited. Although he finds a positive correlation between inequality and 
redistribution, he questions the role of median voter in this function. 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



29 

expenditure of the entire public sector amongst citizens. However, it seems strange that even 

national studies have not yet incorporated childcare or elderly care into their analyses. 

 

The majority of studies including non-cash elements of income into their analyses have focused 

on inequality rather than poverty with the exception of Smeeding et al. (1993) and the recent 

EU/OECD joint publication (OECD 2011), both of which report a significant decrease in 

relative poverty when education and health care are considered as economic resources. Other 

studies have found similar effects for inequality in cross-national comparisons (e.g. Garfinkel et 

al. 2005, 2006; Marical et al. 2006). All of these studies have focused on education, and health 

care and occasionally on social housing. Previous studies on education and health care will be 

discussed in more detail later in the respective empirical chapters, while a few words should be 

mentioned about social housing that is not included in the scope of this study.  

 

Besides public services, some other dimensions of economic well-being have been integrated to 

research on income distribution. For example, the inclusion of housing expenses has increased 

the information on the differences in standards of living between and within countries. The 

methods have varied significantly from one study to another: sometimes they have taken into 

account the so-called opportunity cost, i.e. the capital or rent value of owner-occupied houses, and 

sometimes government-provided help for the new home buyer or for those living in public 

housing (e.g. Gardiner et al. 1995; Driant and Jacquot 2005; Harding et al. 2004; Saunders and 

Siminski 2005). Imputed rent is included in the EU-SILC since 2007 (variable hy030) but it is 

not taken into account here and no special consideration is given to it in the empirical analyses. 

However, its importance for the well-being of families is incontestable and housing policies 

certainly play an important role in lessening income inequalities, in particular because these 

policies are normally targeted toward the worst-off in a society (Ritakallio 2003; Niemelä 2005). 

Some studies have specifically concentrated on the redistributive or poverty-reduction effect of 

social housing. As housing costs are the largest expenditure category in household budgets, it 

makes sense to study the different forms of public assistance to meet these costs. Housing 

allowances are taken into account as cash transfers but in-kind benefits, such as lower rent paid 

in social housing, are not automatically accounted for in the notion of disposable income. While 

social housing is in most countries usually a fairly limited public service (although in some, such 

as the Netherlands, it has become an ubiquitous form of living – regardless of a household’s 

income level), an OECD study (2011) demonstrates the considerable advantage of social 

housing for those concerned. In many countries the value of social housing represents over a 

fifth of the disposable income in the bottom quintile. However, Saunders and Siminski (2005) 

note that the equalising effect of social housing is, to some extent, offset by the inclusion of 
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imputed rent of owner-occupiers. Marical et al. (2006) have noted that the distributive impact of 

social housing is somewhat limited due to its small aggregate size: on average, in the fourteen 

countries studied here, public spending on housing (0,41 % of the GDP) was for example less 

than half of the in-kind spending on old age (see Table A.22 on social expenditures). 

 

 

4. Framework for Testing Hypotheses: Welfare State Regimes 
 

The current dissertation addresses two strands of literature: the first concerning income 

redistribution (outlined in the previous sections) and the second involving welfare state regimes. 

In this section, I describe various typologies developed in the welfare state literature and how 

the inclusion of public services may affect these classifications. I also summarise some main 

characteristics of the five welfare state regimes referred to throughout the thesis. One of the 

principal objectives of my doctoral research is to analyse if childcare, education, health care, 

and elderly care services fit Esping-Andersen’s categorisation of three regimes or if it should be 

modified and in what way exactly (this task will be addressed in the last chapter of the 

dissertation).  

 

4.1. Different Typologies, Changing Reality 
 

Much of the comparative analysis of the welfare state centres on the ways in which welfare is 

delivered and their distributive implications. Over time the focus has shifted from ‘welfare effort’ 

(e.g. social expenditure) to the study of ‘welfare outcomes’ (e.g. income distribution before and 

after benefits). Traditional comparisons between welfare programmes have concentrated on the 

impact of particular instruments, the operation of means testing, the extent of coverage, the 

degree of benefit equality, and the extent of income replacement of certain programmes (Castles 

and Mitchell 1991, 3). Even if all these influence my research, the focus is upon the instruments, 

and especially on their redistributive potential. In other words, I conduct a comparative study of 

welfare outcomes. Paying attention solely to the expenditure side is inadequate since 

governments need different inputs to reach similar outcomes depending on the society’s 

demographic and social structure. In addition, this approach ignores how the spending is used 

and who reaps the benefits. Consequently, not all spending counts equally, nor is all spending 

equally committed to social citizenship and solidarity. Identical output can produce quite 

different results in inequality and poverty depending for example on the prior distribution of 

market income (Esping-Andersen 1990, 19–20; Castles and Mitchell 1992, 4). This is why 
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concentrating on the redistributive outcomes – rather than on inputs – is more important when 

comparing different countries. 

 

Welfare state typologies serve as an excellent starting point for comparisons.23 They form 

classificatory framework specifying the key features of different kinds of welfare systems and 

reduce complexity of various programmes and policies. At the same time, my focus on four (or 

five if we consider non-tertiary and tertiary education as separate) policy fields might produce 

new insights on the classification of countries, especially because public services have seldom 

been included in previous classificatory attempts. Existing literature consists of many other 

approaches to typologies. Earlier works usually conceptualised models as representing different 

stages in process to transform into a mature welfare state and only later typologies were used as 

compact overviews of specific features of distinct models (Österle 2002, 98). Peter Abrahamson 

(1999) recapitulates this ‘welfare modelling business’ starting with the earliest distinction 

between institutional and residual systems by Wilkinson and Lebaux and moving into Titmuss’ 

models of institutional-redistributive, achievement-performance and residual welfare states. 

While various distinctions between types of welfare state were made in the late 1980s and early 

1990s, Gøsta Esping-Andersen’s prominent work The Three Worlds of Welfare Capitalism (1990) set 

the scene and became the most oft-used typology, distinguishing between social-democratic, 

conservative, and liberal models of welfare state named after the political ideology in each 

regime. He is less concerned with the redistributive aspects of the welfare states and instead uses 

the concepts of stratification and de-commodification, and a distinction of qualitatively different 

arrangements between state, market and family. As a difference to Titmuss or Marshall, Esping-

Andersen developed a welfare state taxonomy that is not based only on the difference in the 

scale, scope, and entitlements, but incorporates also the differences in policy-making styles and 

processes as well as underlying patterns of class-formation and political structures (May 2003, 

21). Esping-Andersen also considers welfare state not solely a sum of its social programmes but 

as an institutional force expressing itself beyond its policy. In this sense his typology is not an end 

in itself but can be used as an independent variable to explain cross-national variation and 

national trajectories or path dependency (Arts and Gelissen 2002, 139–140). 

 

                                                
23 However, Kasza (2002) is sceptical of the usefulness of regime concept as an instrument in comparative 
welfare research. He claims that social programmes in most countries are a “contradictory and disjointed set 
of policies that are far from constituting a coherent whole of any sort”. As today’s welfare state is an 
accumulation of past policies and responses to past problems by various governments, the resulting policies 
do not reflect one practical concern or normative agreement anymore. As many other authors, he also 
suggests that comparisons and typologies should focus on particular policy fields and not aim to encompass 
the entire welfare state. 
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4.2. Impact of Public Services on Typologies 
 

Many studies have tried to complement Esping-Andersen’s categorisation, adding more 

countries or new clusters (Castles and Mitchell 1991; Ferrera 1996) and factors like gender 

(O’Connor 1993; Orfloff 1993), into the analyses (for a review see Arts and Gelissen 2002). 

Leibfried (1991) extends Esping-Andersen’s analysis utilizing the concept of poverty regimes and 

identified four ideal types: Scandinavian, Bismarckian, Anglo-Saxon, and Latin. Bonoli (1997) 

finds similar classifications with the focus on two dimensions of the welfare state, namely the how 

much and how of welfare provision. In this approach both the quantity (social spending as a share 

of GDP) and the quality (the country’s position in the Bismarck-Beveridge axis, i.e. the share of 

contributions vs. taxes in financing the system) are taken into account. But in these studies (as in 

most welfare state studies), no Eastern European countries are taken into account, nor are social 

services included. In general, few researchers have considered public services in their 

classificatory exercises (with the notable exception of Anttonen and Sipilä 1996, and later Bettio 

and Plantenga 2004) and in addition, most typologies are based on old social risks with the now 

obsolete focus on the male worker. For these reasons, Taylor-Gooby (2004a, 14) suggests that 

regime theory needs to be modified in order to include new social risks into analyses and to 

understand the way in which welfare state address these risks. While the ‘old’ regime approach 

draws from class, power resource and industrialisation theories in its focus on 

decommodification and stratification, new social risks should be analysed from the perspectives 

of re-commodification, gender, and flexibility indicating a new source of conceptualisation of 

welfare state regimes. Alber (1995) argues that in analysing social services the state-church and 

periphery-centre relationships also become more important. In addition, Abrahamson (1999) 

observes that the focus on social insurance programmes on the one hand neglects the differences 

in public services, and that on the other hand, the focus on state and market ignores the role of 

family and social networks in providing welfare. 

 

Countries differ greatly in their public provision of services and the variation may not be exactly 

correlated with the variation in major transfer schemes (Abrahamson 1999; Wincott 2006). We 

can presume that welfare states do not cluster precisely in the way Esping-Andersen 

demonstrated when public services are compared as the dimensions he employed – 

decommodification and stratification – fail to establish a basis for differentiating between the 

principal features of public services24. Especially in the case of childcare there is considerable 

                                                
24 Alber (1995, 141–2) suggests using expenditure on services, level of service supply, number of units 
(hospital beds, childcare places…), staffing ratios and take-up ratios (share of target group having access to 
services) as indicators on the quality and quantity of public service system. Explanatory variables would 
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variation within regime types that leads to the conclusion that childcare policies require a 

separate typology. In fact, a study by Gornick et al. (1997, cited in Abrahamson 1999, 410) 

indicates that it is necessary to revise standard typologies as regards to family policy and social 

services. Bettio and Plantenga (2004) compare and categorize care arrangements in European 

countries focusing on various modalities of providing care, financing, and social services for 

children and the frail elderly. Other typologies have also been suggested for health care systems 

(Wendt et al. 2009). In general, as is the case with all research, our impression of different 

welfare states is bound to vary in accordance with the choices we make: about the criteria used 

for classification, the issues covered, and, equally important, those not covered, as well as how 

much emphasis we place upon different aspects of the welfare state. The Danish, for example, 

are cited in some surveys as the happiest populace and yet, at the same time, they have a 

relatively low life expectancy by comparison to other European countries. What then should be 

given more weight when evaluating quality of life? While many typologies confirm the apparition 

of previously identified clusters, these above-mentioned alternatives might influence the 

clustering of countries (Österle 2002, 100). Even when comparisons have encompassed personal 

social services, the classifications have been based very differently. For example, in Alber (1995) 

the focus is on regulatory, financing and delivery structure, while Anttonen and Sipilä (1996) 

stress the importance of another organisational aspect, namely of the options offered to care 

givers and care receivers. Another approach categorised countries based on the legal obligation 

to care of dependant family members (Millar and Warman 1996, cited in Österle 2002, 101). In 

the past fifteen years many changes have emerged in the sector of personal social services and 

these studies also need updating. Munday (2003) provides a descriptive summary of personal 

social services in Europe. It follows closely the categorisations of Esping-Andersen (1990) and 

Anttonen and Sipilä (1996) with a distinction made between the Nordic model of public 

services, the family care model of Mediterranean countries, the means-tested Beveridge model 

of the UK, and the Continental25 European subsidiarity model in Germany and the 

Netherlands, and to a lesser extent in France, where responsibility is shared by the family and 

third sector. In addition to many previous studies, Munday’s contribution is to extend his 

analysis to Central and Eastern European countries where he sees the potential materialisation 

of a separate model or a variation of the Continental one. 

 

                                                                                                                                                  
include regulatory, delivery and financing structure and consumer power. Pfau-Effinger (2005) also argues 
about the importance of culture or values in explaining country variation. 
25 Munday writes about the Northern European subsidiarity model but I prefer ‘continental’ in order to 
distinguish it from the Nordic model. 
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The broad categorisations of welfare states based on the cash transfer side of social policies may 

hide many particularities when it comes to in-kind aspects of the welfare state. While some 

studies have promoted a more encompassing analysis taking into account both sides (Daly and 

Lewis 2000), others have suggested that the use of more restricted typologies concentrating only 

on one policy domain can better illustrate the differences and changes in various regimes. Mikko 

Kautto (2002, 54) observes that it is precisely the social services that seem to produce the most 

variation between countries; generating a rough distinction between service states and transfer 

states in the literature. As already highlighted in this dissertation, countries have various 

alternatives in their social policy ‘toolbox’, and they have emphasized in distinct ways the 

balance between services and transfers which combined, in Kautto’s words, can “manifest an 

overall redistribution strategy”. Therefore, the sole focus on transfers in modelling regimes only 

grasps one half of the strategy. Esping-Andersen (1999) has reconsidered his typology from this 

perspective but only to confirm the original classification: the social-democratic regime is not 

distinguished by its transfer generosity but precisely by its reliance on public services as 

complementing cash transfers. Instead conservative countries count on transfers as the principal 

component of their strategy of redistribution. Finally, Esping-Andersen’s liberal model still 

represents a distinct strategy that places less emphasis on cash transfers but has a strong 

tradition of public health care provision. While Esping-Andersen did not detach a separate 

Mediterranean model from the conservative cluster, it can be argued that it would present a 

fourth bloc in the fourfold table constructed with the service and transfer effort of countries 

(Table 1.1). Analysing countries’ public spending on cash transfers and services, Kautto (2002, 

62) discovered that aside from the Nordic countries France, and later (in 1997) Germany and 

the UK were characterised by both high service and transfer effort; high transfers and low level 

of services were found in Belgium, the Netherlands, Austria and Italy; and the least generous in 

both dimensions were the Southern countries and Ireland.  

 

Table 1.1. Welfare State Regime Typology Based on Service and Transfer Effort. 

Source: Based on Esping-Andersen 1999 and Kautto 2002. 

 

Services Low High

Low 
Mediterranean 

regime
Conservative 

regime

High Liberal regime Nordic regime

Cash transfers
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I believe, however, that even this classification overlooks many differences between countries 

and also ignores considerably the different efforts in organising childcare and elderly care for 

example in Denmark and the UK or the Netherlands and Italy found in the same cluster here. 

My research thus aims at improving this categorisation and, while keeping in mind Esping-

Andersen’s seminal work, I depart from his typology to see if different typologies emerge when 

childcare, education, health care and elderly care are examined. In particular, a hypothesis of a 

separate Southern regime will be tested. Moreover, Kautto (2002) only considers spending as a 

percentage of total social expenditure as a proxy of the welfare state’s effort in providing 

services. As seen above, this is not an adequate way to apprehend the country differences and 

outcomes. Instead, the percentage of users of an eligible population group, inequality of use of 

the services, and spending as a share of the mean disposable income per user may offer us more 

information on cross-national variation. 
 

Figure 1.3. In Cash and In-kind Spending as Percentage of GDP. 

 

Source: OECD Social Expenditure Database and Eurostat, ESSPROS. 2006. 

 

Adding to Table 1.1, Figure 1.3 divides the countries into four groups based on their actual 

spending on cash transfers and on public services studied in this thesis. We see that it already 

deviates from the simple typology presented earlier. Denmark and Sweden form the traditional 

cluster of Nordic countries, Iceland and Norway having lower spending levels on cash transfers 

deviate from this group. Conversely Finland groups with the Conservative countries (the 

traditional, as well as Southern and post-communist) as in Esping-Andersen’s typology, while 

the last group includes the UK, the Netherlands, and Estonia, somewhat an outlier. However, 

as discussed earlier, the spending levels alone do not tell us everything about the differences 

between welfare state regimes and therefore, we should move beyond this figure. 
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4.3. Broad Characteristics of Five Regimes 
 

The development of the modern welfare state has been closely tied to the promotion of a more 

equal distribution of income and reduction of poverty. Nevertheless, in different countries the 

instruments and objectives have varied, as well as the level of inequality, and countries have 

often been grouped into different welfare state regimes or care models according to the success 

of policies enhancing a more egalitarian redistribution or the state’s responsibility of services and 

care (Esping-Andersen 1990; Anttonen and Sipilä 1996; Daly and Lewis 2000). In studies on 

income distribution we can discern to what extent welfare state regimes correspond with distinct 

outcomes and achieve redistributive objectives. In their study on four worlds of welfare 

capitalism, Castles and Mitchell (1991, 25) concluded that there is no pronounced connection 

between levels of inequality and welfare regimes when examining pre-transfer Gini coefficients. 

However, focusing on disposable income gives a completely different picture in which the 

efficiency of welfare state policies appears clearly: Nordic countries rank as the most equal, 

conservative countries having slightly less favourable equality outcomes, with the Mediterranean 

countries lagging far behind. Likewise, Smeeding et al. (2008) conclude that studies focusing on 

disposable income in Europe usually confirm the hypothesis about distinct welfare states and 

tend to underline the redistributive impact of cash transfers especially for those belonging to the 

lowest income classes. When health care, education and social housing were taken into account 

the differences between countries diminished but the country ranking remained basically the 

same (Marical et al. 2006, 51). This study inspects if adding in-kind transfers from childcare, 

education, health care and elderly care to disposable income influences this conclusion and what 

kind of regimes emerge when other aspects of these services are analysed. Although the initial 

level of inequality is likely to remain a significant predictor of the inequality of final income, the 

inclusion of personal social services may affect the appearance of clear clusters. 

 

The following section presents the typical welfare state regimes used in social policy literature, 

while in the coming chapters some more details are considered for each service in question. The 

overview is extended from Esping-Andersen’s typology as his work has been often criticised for 

its choice of only three regimes (Castles and Mitchell 1991; Ferrera 1996). In this thesis, the 

social-democratic, conservative and liberal regimes have been complemented with the post-

communist and southern regimes. I hypothesise that this selection of five regimes better fits the 

analysis of public services. Since the difference between Mediterranean countries and 

continental ones is important (especially when it comes to personal social services) I use a 

typology that makes this difference explicit. However, few studies have included Eastern and 

Central European countries in the typologies, and it is not clear whether they form their own 
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separate regime or whether there are more variances than similarities among these new EU 

member states. I therefore use a modified typology of five distinct regimes and empirical 

analyses are made for countries from each of these regimes.  

 

The Social-democratic or Nordic regime (Denmark, Finland, Iceland, Norway, and Sweden) is 

characterized by universal benefits, a high degree of benefit equality, and institutionalization of 

social citizenship. In Nordic countries (sometimes the Netherlands is also placed in this regime), 

social policies aim for redistribution on the normative basis of equality. Very often these 

countries are also referred to as service states because of their extensive public service sector and 

considerable state involvement in organising and providing childcare and elderly care. In these 

countries both in cash and in-kind transfers are generous and equal access to services is 

guaranteed at least de jure. Access to higher education is also very equal, regardless of the socio-

economic background of the student. The inclusion of public services could further distance 

these countries from the other regimes as the reliance on state has crowded out market-based 

solutions. 

 

The Continental or conservative regime (France, Germany, and the Netherlands) is associated 

with an institutional welfare state and the commitment to full (male) employment. The idea of 

male citizenship has slowed the development of personal social services, which are still, to some 

extent, the responsibility of housewives. This principle of subsidiarity is an important 

characteristic of the regime. It is not really more egalitarian than its liberal counterpart because 

benefits are earnings-related and welfare state has only a negligible redistributive impact. 

However, observable variations within this regime might increase substantially when public 

services are included in comparison, due to different commitments to public childcare and 

elderly care. Leibfried (1991, 21) has argued that a strong emphasis on family policies could 

distinguish France as its own regime or at least one being closer to the Nordic model (the same is 

true for the Netherlands in public elderly care provision). In contrast, a weak service 

infrastructure is still a dominant characteristic of the German welfare state, making it more 

reminiscent of Mediterranean countries (Aust and Bönker 2004, 32). In addition, levels of public 

spending on health care vary remarkably within the regime as the Netherlands rely more on 

private spending as opposed to France having the highest spending of the countries studied. 

 

 

The Liberal or Anglo-Saxon regime (the United Kingdom) is selective and epitomizes a residual 

welfare model in contrast to an institutional one. In cash transfers are often means-tested, as are 

some personal social services. Private market is mainly in charge of providing personal social 
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services making public involvement limited. However, the public health care system is universal 

and extensive in the UK (in opposition to some other countries in this regime, such as the USA). 

Original inequalities (when market income or disposable income measures are used) are higher 

in the UK (together with Estonia) than elsewhere in Europe. Moreover, access to higher 

education in England is often considered to be more unequal than in many other countries (e.g. 

Blanden et al. 2003). 

 

The Mediterranean regime or Southern regime (Italy and Spain) has only rudimentary social 

policies stressing residualism. It combines both liberal and corporatist elements, and accordingly 

it was not categorized as its own regime but was part of the conservative regime in Esping-

Andersen’s original typology. Ferrera (1996) has, however, strongly advocated a separate cluster 

identified by Southern countries’ highly fragmented and corporatist maintenance system, 

universalistic principles in the field of health care, low degree of state intervention in welfare and 

the persistence of clientelism. Katrougalos (1996, 40) still regards these institutional 

particularities as qualitatively insufficient to form a new institutional paradigm and suggests that 

Southern countries seem to be a separate regime only because their welfare system is still in its 

infancy. In the sphere of public services, as compared to continental countries, the Catholic 

Church and family values have left a stronger imprint in Mediterranean countries that are more 

committed to the preservation of the traditional family model with day-care and other care 

services underdeveloped. Inclusion of public services is likely to widen the gap between 

Southern countries and continental ones and make the distinction between these regimes even 

clearer on the redistributive issue. Leibfried (1991, 20) has included Ireland in this rudimentary 

model: “perhaps its peripheral location, bent towards agriculture and Latinity in terms of 

religion are responsible for this similarity”. While inclusion of public services in a typology could 

confirm his assessment, Ireland is not included in my empirical cases. 

 

The Post-communist regime or Eastern and Central European regime (Estonia, Hungary and 

Slovenia) is far less studied than other regimes. Due to the lack of stability of the policy 

outcomes and their character as a “virtual laboratory of experimentation” they have often been 

omitted from welfare state classifications (Esping-Andersen 1996). Recent literature has 

suggested that time will tell us more about the direction these countries eventually take, more 

neo-liberal or social democrat. The usual presumption is that these countries form their own 

cluster due to their common policy legacy. Aspalter et al. (2009) argue that Eastern European 

countries have returned to their common historical and cultural roots of welfare state 

organisation before the onset of state socialism in the Soviet times. In their comparison of the 

institutional design of pensions and health care, they conclude that Poland, the Czech republic, 
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Slovenia and Hungary rely heavily on a Bismarckian style of social security and, from the ideal-

type perspective, these countries belong to the Continental European cluster. However, closer 

comparisons show that the differences within this regime are significant and that we cannot 

speak of a homogenous group. While they can be considered as part of the continental regime 

when social security is compared, from the perspective of personal social services, they might be 

closer to the Mediterranean model of subsidiarity. All in all, compared to the rest of Europe, 

their welfare states and public service sector are still much less developed and the inclusion of 

public services will probably only slightly alter this situation. 
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CHAPTER II: Research design 
 

 

1. Research Design  
 

In this section I set an outline for my doctoral thesis. The previous sections have already 

presented the background, reviewed the state of the art in the field of income distribution studies 

and introduced the normative and conceptual questions embedded in my study. I now turn in 

greater detail to the questions to be answered and clarify how the empirical part of the research 

will be conducted. Specific service-related methodological issues are discussed in the empirical 

chapters. 

 

1.1. Mapping the Study 
 

Naturally the fundamental question to ask of oneself before diving into the data is why study 

inequality and income distribution in the first place? The reasons can be divided into two broad 

categories: Firstly, income distribution can intrinsically tell us something about a society. It is a 

social phenomenon that researchers want to describe or explain. Secondly, income distribution 

has an instrumental role in our analyses and improves our understanding of some other aspects 

of the society (Atkinson 2004, 167). My focus lies on the first category: describing income 

distribution among European countries and explaining its connection to public services. 

Comparing across population groups and across countries is also a politically salient task; giving 

us an idea of which models to follow in order to fight inequality and poverty. Furthermore, a 

study on the beneficiaries of public services is important for the design and financing of such 

services. 

 

Clearly public services have objectives other than income redistribution alone, however their 

role in the well-being and living standards of people is indisputable even though they have not 

often been included in traditional research on income distribution. In fact, surprisingly few 

studies have tried to empirically investigate their impact on equality and redistribution of 

income and even fewer studies include any international comparison – even though many 
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studies explicitly indicate that this would affect the results in welfare state comparisons (Bradley 

et al. 2003, 198–9). The most important exception is a study by Marical et al. (2006) analysing 

the impact of education, health care and social housing on inequality in the OECD countries. In 

order to avoid repeating the results of this research I complement its results by investigating in 

particular the redistributive effect of ECEC services, higher education and elderly care, while 

non-tertiary education and health care provide a larger context about government-provided 

services. 

 

In the latest wave of research on distributional issues, the significant role played by public 

services has stood out (e.g. Garfinkel et al. 2006; Smeeding et al. 1993). My doctoral thesis follows 

in this vein of thought by integrating public childcare, primary and secondary education, higher 

education, health care and elderly care services into the analyses of income (re)distribution. I 

argue that these services form a neglected but potentially important means of redistribution. 

Entitlement to utilise public services saves individuals from resorting to private monetary 

resources to secure such services. Usually the use of certain services is related to an individual 

need, thus in-kind transfer compensates recipient’s lower well-being or social need (e.g. health / 

education) rather than contributing to their economic resources. Hence, the addition of in-kind 

transfer to individual’s monetary resources cannot be interpreted in terms of increased standards 

of living. However, it is important to study the distribution of another aspect of social spending 

(i.e. in-kind benefits) and the failure to account for needs or individual conditions does not 

hinder this ambition. By public services I mean the government-provided services that are 

available to citizens for free or at a subsidized rate (Canberra Group 2001, 15). I have chosen 

these services since they form an increasingly important part of the welfare state: although 

health care and education are the biggest spending categories of in-kind transfers, childcare and 

elderly care are of great significance for certain household types and will probably better reflect 

the variance in public service provision in different countries and welfare state regimes. At the 

same time, I have excluded some other services, such as vocational training and disability 

services, mainly because of the lack of appropriate data (see Table A.22 on the relative 

importance of different categories of social expenditure). Even with a more limited selection of 

public services, the inclusion of in-kind benefits will broaden the scope of the methodological 

and theoretical choices. For this reason, earlier studies have varied in many aspects: the mode of 

imputation and the services included are often different, making it difficult to compare these 

studies, while nonetheless opening up the field for a potentially interesting study. My 

contribution to this literature is an international comparison with the latest available data and 

four important categories of public spending of which childcare and elderly care have not 

previously been studied and higher education has been subjected only to a limited analysis. 
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Extending the focus to new member states of the European Union will provide us more 

information on countries previously omitted from the majority of welfare state studies. 

 

1.1.1. The Interdisciplinary Character of the Study 
 

The study of social policy is part of the social sciences. However, unlike other disciplines in the 

social sciences, it is based on a distinct empirical focus: that of a “support for the well-being of 

citizens provided through social action” (Alcock 2003, 3). In his attempt to define comparative 

social policy Clasen (2004, 92) writes: 

 

“There is no consensus as to the academic nature of social policy analysis either. Is it a discipline in its 

own right, or is it a field of research which attracts scientists from different disciplines, such as sociology, 

political science, economics, history and legal studies, and is thus approached from within a number of 

theoretical perspectives, guided by different research questions, and subjected to a variety of 

methodological tools?” 

 

Social policy as a discipline does not have its own unique set of methods, theories or approaches, 

but it is principally defined by its subject of research: various social programmes (Spicker 1995, 

8). I have already offered evidence of the interdisciplinary character of this dissertation. It is, 

above all, a study on the functioning of the welfare states’ redistributive activities and besides 

social policy it includes contributions from sociology, public policy, economics as well as 

philosophy; together, these areas form the basis of my understanding of welfare state research. A 

perfect measuring of income distribution has mainly been the task of scholars in economics 

departments, and in the field of social policy the main focus has been on the social programmes 

smoothing income distribution or increasing social mobility and enhancing equal opportunities. 

In fact the connection between my thesis and economics remains strong, even if this study does 

not purport to be an economic one. Nevertheless, a large bulk of the relevant literature 

originates from economic research. My aim, however, is to emphasize the socio-political nature 

of the subject and the results.  

 

In the introduction to the Handbook of Income Distribution, Atkinson and Bourguignon (2000, 3) 

write: “It is difficult to think of an issue ranking high in the public economic debate without 

some strong distributive implications.” I would rather invert this statement; factors playing a 

role in income distribution have policy implications and they need to be taken into account 

explicitly in political decision-making. My task here is to find out if public services might be 

those influencing factors and to describe the policy implications of these findings. When issues of 

inequality and income are tackled, as in this study, normative aspects are also encountered. This 
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is true also for this study and my starting point is the belief that some degree of equality and 

fairness in income distribution are the basic objectives that welfare states should pursue. The 

quest for social justice will be an underlying theme of this study – indeed, not a quest of 

efficiency as in many economist studies, for they tend to argue that even without ethical reasons 

to study income distribution, this research would be necessary as conditioning other economic 

phenomena (Atkinson and Bourguignon 2000, 4).  

 

1.1.2. Why Is an International Comparison Needed? 
 

The impact of public services on income distribution has been examined in some national 

studies but it is hard to compare their results because of the different methods employed, 

services included, or periods of time in question. Even though the need for international 

comparisons and detailed analyses has been vigorously indicated, comparative studies taking 

into account public services are still rare in the field of income distribution (e.g. Canberra Group 

2001; Marical et al. 2006; Callan et al. 2007). My aim is to address this gap in the existing 

research and to examine how government-provided services influence income distribution; what 

kind of role these services play for different kinds of households in the European countries; and 

in general, who benefit from social expenditure on services. This can change our 

comprehension of the working of different types of welfare states in reducing inequalities and 

poverty. Do countries still cluster together in different worlds of welfare states? Do Nordic 

welfare states based on public services out-perform the other countries even more remarkably? 

Where do the new member states of the European Union fit?  

 

Previous studies have concluded that, on a national level, public welfare services certainly have 

an important effect on income distribution. Earlier studies provide the inspiration to continue in 

this field and to improve research on income distribution from the comparative perspective. 

Marsh (1967, 9) has distinguished between intra-societal and inter-societal comparison. My 

research includes both: while the analysis of differences within one country is important to 

understand the distributional consequences of publicly provided services, comparison between 

several countries can provide evidence for benchmarking and finding the best practises for 

future policy-making. The study of social policy inevitably includes some kinds of comparisons; 

between groups, countries or past and current practices. In a ‘macro’ approach, as used in this 

study, the objective is to compare entire systems across a range of societies. According to May 

(2003, 19–20) this perspective consists of encapsulating the country’s response to social need by 

considering, for example, key forms of welfare input or effort, predominant processes of welfare 

allocation, patterns of welfare production and the main welfare outputs and outcomes. At the 
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outset, it is concerned with improving policies through the method of benchmarking as we can 

assess the implications of different regimes on inequality. As Heidenheimer et al. (1990, 1) put it: 

 

“While everyday comparisons generally serve some personal end, the academic study of comparative 

public policy has a broader agenda… One aim is to look for guidance in designing better policies. The 

fact that different countries adopt alternative strategies for dealing with similar problems represents a 

natural experiment. Careful comparative research can begin to disentangle those results that may be due 

to unique circumstances from those that are more generally relevant to other countries.” 

 

Countries can have four different roles in comparative research: firstly, they can be the object of 

the study in which the main interest lies specifically in the countries in question; secondly, 

countries may provide a context for the study when results are tested for a number of countries; 

thirdly, they can be the unit of analysis; and finally, a trans-national context may consider 

countries as belonging to an international system (Österle 2002, 90). Here, the second and third 

roles mentioned are applicable. Countries offer a particular set of circumstances, features and 

social policies and the principal interest is precisely in analysing results, the consequences of the 

diverging policies, in various countries. 

 

1.2. Objectives of the Study 
 

As I have already demonstrated in the previous sections, there is a widespread belief, with 

substantial supporting evidence, that public services can promote equality of opportunity and of 

outcome, and this ideal has, to a great degree, led public policy decisions in all welfare states. 

Some studies have, however, also raised a concern that redistribution is not working for the 

benefit of the worse-off as envisaged by the Director’s Law and Julian Le Grand (see previous 

chapter, section 3.2). First of all, one might pose the question equality of what? Le Grand (1982, 

14–17) distinguished five different types of equality: i) equality of public spending, ii) equality of 

final income, iii) equality of use, iv) equality of cost, and finally v) equality of outcome. They all 

are, of course, interconnected, but I concentrate on the first two aspects of equality, which Le 

Grand (1982, 14) describes in the following way:  

 

“Public expenditure on the social services should be allocated in such a way as to favour the poor, so that 

their ‘final incomes’ (roughly, private money income plus the value of any public subsidy received in cash 

or in kind) are brought more into line with those of the rich.”  

 

This description contains the idea of the redistributive impact of public services that is 

investigated in this thesis. The other aspects of equality certainly influence the results directly or 
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indirectly. Although the title of the thesis focuses on the question of income inequality, and thus 

final income, the distribution of public expenditure has important implications for this study and 

is, in itself, highly interesting aspect of the study. The distinction between equality of public 

spending and equality of final income appears as a thin red line. While the former can be 

distributed in a way that benefits the higher income classes in an absolute way, the lower income 

deciles still benefit from this in a disproportionate way – by comparison to their market income 

and disposable income – and thus it can reduce the inequality of final income. In this sense, we 

should distinguish between the volume impact (the absolute amount received) and the relative impact 

(the ratio between the amount received and initial disposable income). In conclusion, even if 

distribution of benefits is somewhat unequal it can still decrease the gap between the rich and 

the poor when final income is analysed. Both aspects are studied in the empirical section of the 

dissertation. 

 

My doctoral thesis has three principal aims: to analyze distribution of in-kind benefits and their 

impact on inequality in income distribution; to examine how socioeconomic inequalities in 

access are reflected in the income distribution in the case of higher education and ECEC 

services; and to study the validity of division of traditional welfare state regimes.  

 

1) Distribution of income and in-kind benefits. I complement previous studies by analyzing the 

mechanism of income distribution in an international comparative perspective, taking into 

account public services from four different policy fields. My primary objective is to investigate 

how public services perform as an instrument of redistribution; who the beneficiaries are (i.e. 

which household types and which income quintiles), and what their role is in reducing 

inequality. The word ‘impact’ in the title of the thesis does not refer to dynamic effects of the 

services but on the static and direct effect when we add them to the disposable income of 

households. Earlier studies motivate this approach since the general consensus is that public 

services do matter in the field of redistribution of income. However, services responding to new 

social risks (reconciling work and family, demand for high skilled labour force and care of frail 

elderly) have not been analysed from this perspective before and we might assume that these 

services are less evenly distributed among income classes than education and health care. 

 

2) Inequality of access or use. My second aim is to take into account the differences between 

socioeconomic groups in the equality of access to tertiary education and childcare; this has been 

a major deficiency in earlier studies.  
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3) Welfare state regimes. Thirdly, I examine whether the traditional division of the welfare state 

regimes is still valid after the inclusion of these services. It seems especially fruitful because in-

kind aspect of the welfare state is rarely included in these typologies. With the intention of 

explaining the differences between countries, I take a close look at welfare state systems and care 

regimes in general. Firstly, how well do different regimes appear after the inclusion of public 

services? Secondly, how does inequality of access influence the efficiency of redistribution? 

Thirdly, are there any differences in the role of public services as a means of redistribution, or is 

their role proportional to in cash transfers? And, connected to this question, do some countries 

use in-kind transfers as a substitute for in cash transfers, or are they more likely to be a 

complementary means of redistribution?  

 

While economic theories try to explain income distribution and find the optimal redistribution, I 

am more concerned with describing income and benefit distribution. How efficiently do public 

services redistribute and to whom? And what is the nature of this redistribution? However, I also 

include the why and how questions, above all when trying to understand the differences between 

countries. My aim is not to study if inequality is, first and foremost, caused by labour markets, 

government action, or human capital. Undoubtedly all of these play their part in impacting 

upon the level of inequality; however my focus is on governmental action, and especially on its 

capacity to smooth the income inequality via public services. Or is it that public services are 

more likely to follow the Director’s Law and benefit the middle classes? To sum up, I am trying 

to measure the structure of inequality by income sources and then, by population subgroups. 

 

 

2. Methodological design 
 

In this section I firstly present the data used to answer my research questions and then I address 

the methodological issues and difficulties in income distribution studies in general, and the 

inclusion of public services in particular. The objective is to give a representative description of 

the pitfalls and assumptions involved in this study (further developed in the following chapters) 

so that the results can be evaluated in the most pertinent manner. 

 

2.1. Data: EU-SILC 2007 
 

Probably the biggest challenge for this type of study is the lack of appropriate data for all the 

necessary factors. There has been a great deal of improvement in the available datasets during 

the last two decades, for example the creation of Luxembourg Income Study has definitely 
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increased the number of studies on income distribution. In my research I employ a more recent 

dataset: the EU-SILC, (European Union Statistics on Income and Living Conditions). This 

provides high-quality comparable cross-sectional data on income, poverty, social exclusion and 

living conditions in the 25 European Union member states and Norway and Iceland for the year 

2007 (reference year for income is 2006).26 

 

The EU-SILC contains data on household income as well as socio-demographic information on 

both household and individual levels. It also includes measures of income at different 

component levels. For my purposes, this dataset is appropriate; it was designed in the context of 

Lisbon agenda and Open Method of Coordination so it is designed especially for income 

distribution and poverty studies. I use the data for 2007, which makes it a very good basis for 

exploring recent phenomenon. At the moment, it includes the information of the 25 EU 

member states (excluding Romania and Bulgaria) so it offers a basis for an extensive European 

comparison. It is especially refreshing to include the new member states in this study because 

the Central and East European countries are almost always omitted from international 

comparisons.  

 

I rely on the OECD statistics on education and health care to provide information about the 

cost of production in European Union countries; this information is used to calculate a 

monetary value for services. However, as the OECD does not have sufficient data on all the 

services I wish to study, information on childcare and elderly care services is acquired from 

national statistical offices. This might influence the comparability between countries but allows 

access to more detailed data. The specific challenges and data are described in more detail in 

the chapters on ECEC services and elderly care. 

 

2.2. Methodological considerations 
 

The departing point of my study is to move from the concept of household’s disposable income 

to extended income. This more thorough notion of income will widen our comprehension of the 

well-being of households and of the prevailing gaps in the living standards within a society and 

the functioning of alternative redistribution mechanisms. It takes into account in-kind transfers – 

considered as equivalent to in cash transfers – as a means of redistribution. This certainly marks 

                                                
26 For more information about EU-SILC, see Eurostat on-line (visited 11.5.2010): 
http://epp.eurostat.ec.europa.eu/portal/page/portal/living_conditions_and_social_protection/introduction/inco
me_social_inclusion_living_conditions  
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an advance in income distribution studies, but while achieving a better measure of inequality in 

income distribution it also poses some new (as well as old) problems described in this section. 

 

2.2.1. Imputation Method and Its Problems 

 
The extension of the concept of income to potential and real use of public services requires a 

wider consideration of technical questions. First, what should the value of the services included 

be, that is to say, how do we give them a monetary value that can be added, unproblematically, 

to a purely monetary income? Secondly, to whom should these benefits be accorded? These two 

questions are the basis of the imputation method through which public services will be assigned 

a monetary value that is provided from the cost of production in each country (e.g. Smeeding et 

al. 1993; Marical et al. 2006; OECD 2011). The monetary value will then be added to an 

individuals’ disposable income by age, and in some cases, by gender, or by actual use. To use 

this method, we are obliged to make certain  assumptions as developed below. 

 

How much? The Monetary Value of Public Services 

Julian Le Grand (1987) has discussed many of the problems embedded in this kind of empirical 

work. Most importantly, studies analysing the effects of public spending measure the distribution 

of subsidies and not that of benefits. Hence using the cost of production does not reflect the value 

of the service to the individual. In addition, the use of cost of production may overestimate the 

real increase in households’ well-being since some people would even prefer smaller monetary 

transfers than the free use of public services. Economists often argue that in-kind transfers are 

less valuable to their recipients than an equivalent amount in cash that entails the liberty to 

consume the money as wished (Smeeding et al. 1993, 249; Canberra Group 2001, 15; Garfinkel 

et al. 2006, 24). Therefore, other ways to assess the equivalent monetary value have also been 

employed, such as the price that individuals would be ready to pay themselves for the services 

(Smeeding 1977; Hugounenq 1998, 6). However, this method can be criticized on the grounds 

that people do not understand the real value of services (like health care). Smeeding and Moon 

(1980) tested three alternative ways to calculate the monetary value of services: 1) the cost of 

production, 2) the equivalent monetary value, and 3) the money ‘freed’ for other consumption. 

In conclusion, they preferred the second method, i.e. an in cash transfer, which would be as 

valuable to its recipient as the service (so-called utility value).27 Nevertheless, the empirical 

                                                
27 However, the choice of method might depend on the approach of the study. For example, in poverty 
studies it could be reasonable to use the third way of getting the monetary value for the services, this would 
prevent the poor individual from becoming rich only because she is sick.  
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results based on these different methods did not vary significantly, enabling me to safely use the 

first option – for which reliable data is also available.28 

 

Another significant assumption usually taken for granted in the studies (and also here) is that in-

kind transfers are considered to be as valuable to the rich as to the poor. Smeeding (1977), 

however, discovered that as an individual’s income grows, the public services substitute in cash 

transfers more efficiently and, consequently, the value of these services grows as well. The value 

of the services is the smallest for the people with low income who would rather receive the 

benefit in cash. As a consequence, this kind of a study may overestimate the equalizing effect of 

public services. As Feld and Schnellenbach (2008, 21) argue:  

 

”We can see how far income redistribution reduces the inequality of the primary distribution of market 

incomes, but we can, for example, not directly observe the redistribution of utility that occurs through the 

supply of public good bundles that are more preferred by one income group than by the other.”  

 

In addition, public expenditure does not always reveal the real quantity and quality of services 

provided. One of the problems of international comparisons is that the euro in Germany is not 

equivalent to the euro in Slovenia – for the same money you obtain services of a very different 

value. The quality and efficiency of public service sectors vary greatly between countries, as well 

as within countries; in some countries (or e.g. regions, schools, hospitals) you can get more with 

less money. For example, according to results by Linna et al. (2002) the average cost-efficiency of 

Norwegian hospitals is about 20–25 per cent lower than that of Finnish hospitals because of the 

lower salaries and higher productivity found in the latter. Moreover, the variance among 

Finnish hospitals was noticeable. The same could be argued about education; pupils in Finland 

famously achieve the highest test scores in PISA29 studies even if the public spending on 

education is not significantly different from other countries (OECD 2007d). Due to the omission 

of this fact the results cannot reflect the exact differences in international comparison because 

the cost of production cannot include these differences in efficiency, quality, or productivity. 

Within countries this also leads to a pro-rich bias of services’ quality, since people with lower 

incomes are more prone to living in more deprived areas and using services of poorer quality. 

Despite this criticism and the above-mentioned remarks, I use the cost of production as a base 

                                                
28 Smeeding (1982) compared these three alternatives in a later study taking into account housing, food 
stamps, medical care and institutional care. When the market value approach was used, poverty decreased 
from 11,1 % to 6,4%, medical care being the most important in decreasing the poverty rate. The second 
method reduced the poverty rate from 11,1% to 8,2% so less than market value approach. Finally, the poverty 
budget or funds-release approach had the smallest effect: decreasing poverty from 11,1% to 8,9%. 
29 The Program for International Student Assessment (PISA) organized by the OECD investigates 
achievement in reading, mathematics and science among 15-year old students across 58 countries (in 2006). 
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for the monetary value of public services. It is not only the standard way of dealing with in-kind 

benefits but, in addition, more systematic and coherent data are available for this method.  

 

Who benefits? 

Even if we can agree that the cost of production is the most appropriate way to deal with 

obtaining a monetary value for public services, the question remains as to whom to allocate such 

benefits. Generally, it is assumed that only those who really use the service in question (or those 

eligible to do so) will receive the benefit. When the EU-SILC data does not include information 

on the use of services examined in this study, the imputation is based on the probability of use of 

these services (see the following chapters for more details). This static incidence approach 

assumes away the externalities produced by the service. This is the second methodological 

problem that Le Grand (1987, 30) raises: “An individual’s use of a particular service may benefit 

(or cost) not only the individual him/herself, but others as well, that is, it may generate an 

‘external’ benefit (or cost).” It is not only that the use of a service may benefit the whole society 

but it is also that an individual may benefit from this in-kind transfer years later and not only 

during the moment of actual use. However, it is impossible to take into account the indirect 

effects of public services, and it is sufficient for the purpose of this study to concentrate only on 

the direct redistributive impacts.  

 

Whether we should allocate the benefit for the entire household or only to the individual using 

the services is another issue related to the question about the beneficiary. In the case of 

education for example, we usually assume that the child’s family benefit as much as the child 

him/herself. This decision to assume an equal share of the benefits and resources is compatible 

with the standards of distribution analysis of cash income in general (OECD 2011, 4). My 

empirical analyses follow the same logic. It is another theoretical question altogether whether it 

is actually the daughter of a frail person using home help services who benefits of public elderly 

care services rather than the elderly person him/herself. As these individuals  might not even 

live under the same roof, it is therefore very difficult to allocate the benefit to informal caregivers 

in this way. This is why all the benefits are allocated to individuals eligible of using them and 

hence to the other people living in the same household with them. Table 2.1 summarises the 

imputation method used in this thesis. The first column indicates the basis of allocation and the 

second offers the usual beneficiary of the service (together with his or her household). 

 

 

 

 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 52 

Table 2.1. The Basis of Allocation. 

 

 

 

 

 

 

 

 

 

 

 

2.2.2. Counterfactual Problems of Income Distribution Studies 

 

The difficulty in all studies attempting to examine the impacts of the welfare state on 

redistribution is the counterfactual problem. Stein Ringen (1987, 178) has condensed this 

challenge into one question: “What is the alternative distribution against which the distribution 

after transfers and taxes should be compared in order to determine if there is less inequality?” 

Andreas Bergh (2005)30 has criticized the standard method of comparing income distribution 

before and after taxes and transfers because it incorrectly supposes that the before situation is 

independent of the welfare state. Indeed, government-provided benefits change people’s 

behaviour: the decision to have children, the incentive to work more or to save money, the 

greater possibility for women to work, the obligation to take care of frail relatives, etc. (Danziger 

et al. 1981; Uusitalo 1985, 168–169; Bergh 2005). For example, Bradley et al. (2003) note that in 

a public pension system with high replacement rates such as in Nordic countries, future 

pensioners very rarely make supplementary retirement plans. Consequently, Mäkinen (1998 

cited in Bradley et al. 2003) finds that 93 per cent of Finnish pensioners and 89 per cent of 

Swedish ones are poor before cash transfers, but only 4 per cent and 2 per cent are poor, 

respectively, after transfers (especially pensions) are added to disposable income resulting in an 

artificially great reduction in levels of poverty and inequality. Moreover, all these factors 

influence income distribution even before the introduction of redistributive policies, so we 

cannot really compare the situation ‘with welfare state’ and ‘without welfare state’ ceteris paribus. 

                                                
30 He claims that this approach is biased because 1) it does not take into account the redistribution over the 
lifecycle, 2) the pre fisc. incomes also depend on the structure of taxes and transfers, 3) it does not take into 
account the redistributive effect of social insurance that crowds out market alternatives, and 4) it does not 
include the fact that welfare state policies influence the earnings capacity through education. 

 Allocation based on   Direct beneficiaries 

Childcare and pre-
primary education 

Real use as indicated in EU-
SILC 

Children using services 

Primary and secondary 
education 

Age All children around 5 to 25 
years old 

Tertiary education 1) Real use as indicated in 
EU-SILC 
2) Educational level of 
potential parents 

1) All enrolled students in 
higher education 
2) Enrolled students and 
potential parents of students 

Health care Age Everybody 

Elderly care Age Everybody aged 60+ or 65+ 
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The distribution of market income in these comparisons is unrealistically inegalitarian because 

the before situation would be very different if people knew that there were no public social 

security networks: individuals always adjust their behaviour to the mechanisms of prevailing 

institutions. 

 

However, there exists no other way of analysing the effects of redistributive policies than the 

criticized ‘standard method’,31 comparing income distribution before and after taxes and 

benefits (see also Ringen 1987, 171–178). Despite the simplification of the situation, the 

difference between these two stages of distribution gives us a measure of the direction and 

degree of redistribution even if it might overestimate the real redistribution. In this research 

such counterfactual problems are slightly less urgent as I am comparing a situation where 

certain publicly provided services have been included and a situation where only disposable 

income is accounted for. In both situations, the welfare state is playing an important role. 

Obviously, the lack of public services would lead to another kind of reality: where more women 

would stay at home, education would be purchased from private markets and perhaps 

employers would provide health care insurance and childcare to a larger extent, all potentially 

influencing the distribution of market and disposable income. All the same, I would argue that 

here this is not important as I am trying to analyse the relative role of public services in 

smoothening income inequalities as well as examining the social distribution of in-kind benefits. 

Thus I am concentrating more on the proportional impact of in cash and in-kind transfers, and 

hence the results are not biased by the unrealistic inequality in market income distribution or 

different realities that could exist without public services. 

 

2.3. Analysing inequality and redistribution 
 

2.3.1. Unit of Reference and Period of Analysis 
 

The basic unit of analysis is household and individual, whereas his or her income is calculated 

from the total household income, in other words, equivalised income per household member is 

employed here. Likewise, I assume that all household members benefit equally from in-kind 

transfers received by other household members. The household is a so-called natural unit of 

                                                
31 Pedersen (1994) discusses two alternative ways of analysing the impact of welfare state in income 
distribution. Firstly, in comparative approaches we assume that the income distribution after taxes and 
transfers in one country can be used as an estimation of a situation that could have happened in another 
country had it adopted the same policy measures. Secondly, a time-series approach compares distribution at 
different points of time with different policies, providing information on the impact of a set of new policies. 
Pedersen however notes that the standard approach has the benefit of assessing directly redistributive effects 
of one case in particular. 
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income use as the economic well-being of individuals is determined by the general economic 

situation of the household (Uusitalo 1988, 21). There is a range of different definitions for 

‘household’. Atkinson et al. (2002, 27) have defined four possible meanings: the first is a 

‘common dwelling’ (a household comprising those resident in the same dwelling place, sharing 

some degree of common housekeeping but not necessarily connected by family ties); the second 

is a ‘spending unit’ (those who make spending decisions together, it may cover people with no 

family ties); the third is a ‘family unit’ (people related by marriage, cohabitation, or blood 

relatives); and the fourth definition is an ‘inner family’ (a single person or a couple and any 

dependent children). In this study, household means all the people living under the same roof, 

the ‘common dwelling’, the notion used in the EU-SILC. While the choice of conceptualization 

of the household may seem irrelevant, it is not in fact without consequence. The use of a wider 

definition can reduce the measured poverty rate because it involves more income-sharing. For 

example, a student may seem to have a low income if she is a unit by herself; however, if she is 

counted as belonging to her parents’ household, she may “escape” poverty. This issue is 

especially important in my study because students benefiting from major expenditures in higher 

education are usually situated in the lower income deciles if they do not live in the parental 

home. However, because of the more or less unequal access to tertiary education, they normally 

belong to higher income classes (see more in chapter on higher education). An equal distribution 

within households is assumed32 even if some empirical studies have shown that this is not a 

realistic assumption and that unequal sharing of resources might influence the measurement of 

inequality and poverty (Findlay and Wright 1996). All analyses are weighted by personal cross-

sectional weight in order to receive a better representation of the real society (variable rb050 in 

EU-SILC). 

 

Income is adjusted to reflect the size and composition of the household, it makes the comparison 

between different household types possible: equivalence scale used in the EU-SILC (modified 

OECD scale, variable hx050) assigns the first adult of the household the value of 1, the next 

adult 0,5 and all children under 14 years old gets the value of 0,3. Radner (1997) has called into 

question the practice of correcting non-cash income with the same equivalence scale than cash 

income but this remains the standard method in studies including non-cash elements. On the 

other hand, Garfinkel et al. (2006) note that in-kind benefits do not involve economies in scale, 

so they should be divided by the household size rather than equivalised household size. Thus, 

the OECD study (2011) concludes that using the same equivalence scale might be a good 

compromise between adjusting for needs and using simple household size. Recently, differing 
                                                

32 Burton et al. (2007, 106) note that if household members share their incomes, overall inequality is reduced, 
on the contrary, if incomes are not fully shared, the estimates on income inequality might understate the 
inequality in distribution of incomes. 
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needs associated with the use of services have been reconsidered more thoroughly, for example 

Aaberge, Bhuller et al. (2010) adjusted for differences in needs for public services in their study 

on distributional effects of health care and education in Norway. They found that taking into 

account differing needs across a population offsets about half of the inequality reduction 

connected to the inclusion of non-cash benefits. Klavus (1999) advocates strongly the use of 

different equivalence scales for non-cash income, however for the lack of data on expenditures, I 

have not taken into account the needs related to services – even if it obviously improved the 

accuracy of analyses:  

 
“Inconsistency between the income concept and the needs associated with its use can yield seriously 

misleading welfare assessments in comparisons concerning different household types. Equivalence scales 

are typically estimated from expenditure data that make them compatible with welfare adjustments 

involving cash income. However, if the welfare analysis extends to economic benefits other than cash 

income, the equivalence scale must be adjusted to account for needs relevant to the particular form of 

benefit. The results clearly reveal the conceptual importance of accounting for health status, household 

size and age in welfare comparisons concerning non-cash transfers. It is also shown that the redistributive 

effect of public health care is heavily dependent upon assumptions made about its scope.” 

 

The period of analysis in this study is one year. Annual income is a much better proxy of 

economic resources since it ignores the transitory fluctuations of income, which increase 

inequality in a shorter period but averages out in the longer term. In this sense, the best 

situation would be to analyse lifetime income because even annual income can overestimate the 

inequality, but we can also take interest in short-term inequalities associated with certain life 

phases for example (Gottschalk and Smeeding 2000, 272). Especially in the case of public 

services, annual income has been considered to be too limited since most individuals benefit 

from the services at some point in their lives; the elderly have received education and the young 

will later use health care services more intensively. Yet, concentrating on lifecycle income 

conceals the fact that certain societal groups are constantly doing worse than others, be it the 

elderly or families with young children. Therefore a snapshot description is more illuminating 

for our purposes, since the focus is not solely on inequalities between income classes but also 

between different population sub-groups. Of course, for an individual to undergo a short period 

of hardship during their life is not as dramatic as enduring a lifetime of poverty but studying 

both aspects of inequality are important for understanding the reasons behind it and hence for 

the better design of public policies. 
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2.3.2. Measures of Inequality  
 

There are various different ways of measuring income inequality and Atkinson (1970), for 

example, has demonstrated that the choice of a measure is not merely a technical one but also 

influences the results. He recognized that the choice contains an implicit judgement on which 

differences in income distribution are the most important ones, i.e. the gap between the middle 

classes and the rich or between the poor and the rich. The appropriate inequality measure to 

use depends also on our research question. For example, we might be more interested in the first 

case if we are studying voting behaviour, but the latter case is more important when analysing 

poverty (Schwabish et al. 2004, 4). In this research, I use the most common measures: the Gini 

coefficient, the percentile ratio (p90/p10), the ratio between the highest and the lowest income 

quintile (s80/s20), i.e. quintile share ratio,33 and also the mean income shares of different 

quintiles with and without public services. I emphasise the results based on quintile share ratio 

in this study for the measure’s tangibility but also because it does not involve re-grouping of 

individuals into new income quintiles after the inclusion of public services, instead, the quintiles 

are always based on disposable income. The quintile share ratio is also preferred to the Gini 

coefficient when one wants to know where the changes in the income distribution occur. One 

strong point in favour of percentile ratio is that it avoids the problem of ‘top-coding’ (replacing 

incomes above certain level with that value), as noted by Jenkins and van Kerm (2008, 9). As 

mentioned above, this is significant because the Gini coefficient can decrease and indicate less 

inequality even if the change actually occurs only between the middle deciles, while the poorest 

and the richest people would still maintain their prior economic situation. In short, the quintile 

ratios are more sensitive to the changes at both ends of the distribution and also more accessible 

in general. Percentile ratio is even more concentrated on the extremes, so it gives us a better 

idea about the effects on the very poorest, however, because it involves re-ranking of the 

individuals it might remain untouched when public services are included because the 

beneficiaries will move up a rung on the income ladder. 

 

                                                
33 Quintile share ratio should be distinguished from the ratio of the quintile points, which is the ratio between 
the income of the person at the bottom of the top quintile and the income of the person at the top of the 
bottom quintile as in percentile ratio (10th and 90th percentiles are shown here) (Atkinson et al. 2002, 125). 
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CHAPTER III: Early Childhood Education and Childcare 
 

 

1. Introduction 
 

Early childhood education and childcare (ECEC) make up a considerably small expenditure 

category in government budgets. However, reconciling work and family, it is an increasingly 

important tool in fighting new social risks in post-industrial welfare states. Childcare has already 

been acknowledged as one of the most important policy issues in the developed world and 

research on the topic has burgeoned during the last decade (OECD 2001; Gornick and Meyers 

2003; Crompton 2006; Glendinning and Kemp 2006; Lewis 2006; Morgan 2006; OECD 2006; 

OECD 2007a; Plantenga and Remery 2009). Its economic importance for families with children 

should no longer be overlooked in income distribution studies either. Even though reduction of 

child poverty34 is behind some policy developments, no studies have been conducted on the 

redistributive impact of childcare services.35 The indirect impact of care services on income 

distribution can, of course, be important, especially for women who have traditionally taken 

care of the children and the elderly at home. This impact can work in two ways: by liberating 

women to work outside of the home and by offering paid formal jobs to women in the public 

service sector. As a consequence of increased female employment, income inequalities will also 

decline as shown by Harkness (2010) in her study on the contribution of women’s earnings to 

income distribution in 17 OECD countries. However, the direct redistributional effects of 

childcare have not been taken into account in earlier research with the exception of Ghysels et 

al. (2010) which analysed the redistributive impact of family policies in Belgium, Finland and 

Germany and established that while home care allowances favour the lower income classes, 

childcare services have the opposite effect of benefiting high income groups except in Germany. 

Another recent study by Ghysels and van Lancker (2010) focusing solely on Flanders indicated 

                                                
34 For example, Aust and Bönker (2004, 32) explain that the difficulty of reconciling work and family in 
Germany has actually become an important determinant of poverty, and that the high percentage of lone-
parents relying on social assistance can be attributed to the lack of childcare facilities. 
35 A special focus was put on poverty reduction potential of ECEC services (and elderly care) in the recent 
OECD/EU joint study that is based on the method and data developed in this chapter (OECD 2011). The 
research demonstrates a considerable effect on poverty among young children as relative poverty rate 
declines on average by 30 per cent. 
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that formal childcare services are socially more selective than the child benefit system. They 

concluded that it is expected that childcare services reduce the redistributive character of family 

policies throughout all European societies. This assumption should be studied through a 

budgetary analysis as undertaken here. 

 

Although the share of childcare in total public spending is fairly small, the inclusion of childcare 

services in income distribution study will certainly have an impact on a cross-country 

comparison due to considerable differences between countries. Moreover, it is extremely 

important to include these services into an international study on economic welfare if we want 

to make a truly comparative analysis: in some countries, governmental support towards families 

is provided through the tax system or in the form of cash benefits. Thus, it is automatically taken 

into account when comparing income distribution based on disposable income. Instead, the 

same aid offered through generous public services in other countries is not allowed for. This 

discrepancy produces an inaccurate image of welfare states’ endeavour to reduce inequalities; 

countries preferring monetary benefits may appear more generous, whereas the effort of 

countries providing in-kind support to families with children is disregarded. The inclusion of 

public childcare services might also offset the equalizing effect of cash transfers if mainly higher 

income classes use the services (as hypothesized by Ghysels and van Lancker 2010). The same 

logic applies to elderly care services where monetary or non-monetary transfers can be 

substitutable while the goal and the outcome remain basically the same.  

 

The chapter is organized as follows. The growing body of literature on childcare has mostly 

explained policy variations between countries, or childcare has been studied from the 

perspective of gender equality, fertility, children’s cognitive development, and female 

employment. The next section discusses the previous literature from relevant parts. These 

insights will facilitate formulating hypotheses and sketching some general ideas about childcare 

services around Europe. The literature review is followed by some statistical evidence, 

hypotheses, and explanations of the imputation of childcare spending in this study. The results 

from empirical analyses are presented in the fourth section. The concluding part discusses the 

results. 
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2. Previous Literature  
 

2.1. New Policy Paradigm and Increase in Childcare Services 
 

One century after the early design of the welfare state, risk structures in modern societies have 

changed dramatically. The traditional focus on the male-breadwinner has been questioned and 

welfare states now have to cover new risks and new risk groups such as women, the low-skilled 

and young people. The growing literature on ‘new social risks’ has emphasized the role of care 

services in reconciling work and family life, helping single parents or people with frail relatives, 

and lessening the effect of family instability (Bonoli 2006; Jenson 2006). The concern about new 

social risks has also shifted welfare state’s focus from insurance to investment and traditional 

child allowances have been accompanied by services. Anthony Giddens (1998) first coined the 

term ‘social investment state’ in his famous formulation of the third way. In social investment 

state the focus is, as the name indicates, on preparing for the future proactively through 

investment in human capital and less on direct provision of economic maintenance and 

protection of adults against the misfortunes of the present (Lister 2003; Jenson 2006, 28). Social 

policies that used to help people in distress are now considered inadequate, instead, they should 

solve the causes of poverty and other social problems by changing the economic and social 

conditions in which we live and work. According to Jenson and Saint-Martin (2003, 86), social 

protection is no longer a sufficient source of security as economic stability, paradoxically, will 

increasingly demand capacity to adapt to changes (see also Giddens et al. 2006). Such capacity 

needs to be built during healthy childhood and life-long learning, both major targets of social 

investment policies. Likewise, Martin and Pearson (2005) urged not only to support those in 

need but also to invest in minimizing future social breakdown. The look towards the future – 

often implying a focus on children – is the central aspect of social investment policies. 

 

Cleveland and Krashinsky (2003, 8) divide the reasons for government involvement in family 

policies into two broad groups: The first set of policies is concerned with transferring resources 

to families with young children. Raising children can be expensive and parents are typically 

young themselves with relatively low incomes. The second reason is connected to a public 

interest in raising children and the various externalities associated with children. Targeted 

policies to children in particular result partly from extensive research on cognitive development 

and educational achievement. While there is no consensus among psychologists at which age 

exactly ability is determined, it is now well known that a significant part of the differentiation in 

ability, motivation to learn and cognitive skills takes place prior to entering primary school 
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(Esping-Andersen 2005, 153; Dronkers 2007).36 Early childhood experiences have long-term 

effects and many studies show that poverty and disadvantage in childhood are precursors to 

educational and labour market failure later in the life. Therefore, fighting social inequalities 

should begin during this sensitive period of childhood (Cleveland and Krashinsky 2003, 9). 

Esping-Andersen (2005, 156) explains that the Nordic success in equality could follow from the 

universal attendance in high-quality childcare, equalizing cognitive abilities and educational 

chances. Similarly, evidence from the United States shows that ECEC programmes narrow the 

gaps in test scores between the children of white and ethnic minority families (Magnuson and 

Waldfogel 2005). A limited and unequal access to childcare services thus maintains social 

inequalities but, on the other hand, investment in early education pays off efficiently and can 

protect children from further social disadvantages.37 Therefore, childcare does not only 

represent an instrument against new social risks, allowing both parents to work, but it can also 

be considered as a form of prevention, having the potential of diminishing “the chance of school 

failure and therefore the need for basic skills training later in the life as well as likelihood of 

encounters with the criminal justice system” (Jenson 2006, 30; see also the discussion on various 

benefits for children and mothers by Cleveland and Krashinsky 2003). Although the rationale of 

investment in human capital is founded on a significant body of multi-disciplinary research, this 

focus on an improved future adult life has also provoked some criticism. Prout (2000, 306) 

argues that the discourse is “unbalanced and needs to be accompanied by a concern for the 

present well-being of children, for their participation in social life and for their opportunities for 

human self-realisation” (emphasis added). 

 

For various reasons, childcare has become a central focus of the contemporary welfare state 

redesign. The issue has also entered the European-level political debates as a part of the 

employment strategy where the objectives are to free mothers for labour markets and achieve 

greater gender equality: “Member States should remove disincentives to female labour force 

participation and – taking into account the demand for childcare facilities and in line with 

national patterns of provision – strive to provide childcare by 2010 to at least 90% of children 

between 3 years old and the mandatory school age and at least 33% of children under 3 years of 

age.” (European Council 2002 cited in Plantenga et al. 2008, 27). Some countries, such as 

Germany and the United Kingdom, are still far from these percentages but progress is clearly 

visible. In the latter, expenditure in early-years education and childcare has tripled since 1997 

                                                
36 Esping-Andersen (2005, 147) also remarks that remedial programmes (activation, retraining, life-long 
learning etc.) are ineffective if participants do not have motivational abilities to start with. 
37 While some scholars argue that investments in ECEC programmes are the only efficient interventions, 
others assert that the payoffs diminish rapidly and need to be nurtured through the whole education 
experience to offset social disadvantages (Machin 2006, 20).  
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when New Labour government emphasised the importance of early intervention. A dual-earner 

model was also promoted as a way to fight poverty since working mothers are assumed to earn 

more in paid employment than through social assistance (Quarmby 2003; Wincott 2006).38 

Whatever the reason behind public support for childcare, we cannot neglect the fact that care 

services will take a more important place in future public spending. A recent OECD policy 

recommendation also reminded that most countries need to substantially increase their 

investment per child in order to guarantee high quality standards, rather than just create sufficient 

number of places (OECD 2009, 14). In general, while the departing points vary remarkably 

between countries, we can observe a trend of delegating childcare responsibilities from the 

family to the collective all over Europe (Letablier and Jönsson 2005, 41).  

 

2.2. Childcare Regimes 
 

Different categorisations have been developed in order to analyse childcare policies in more 

systematic ways. The first attempt by Anttonen and Sipilä 1996 (see also the chapter on elderly 

care) is still heavily referred to and relied upon. However, besides the Nordic care model, 

clustering varies for childcare and elderly care to some extent; France and Italy providing more 

childcare (or, more precisely, pre-school education) than elderly care services, and on the 

contrary, Germany and the UK having lesser developed childcare systems by comparison to 

elderly care services. In another classification based on the motivations behind the public system 

and on the main responsibility for provision, Letablier and Jönsson (2005, 43–50) identified five 

childcare regimes: Firstly, the Nordic childcare regime is characterised by gender equality, dual-

earner family, and state responsibility. In addition, personal social benefits and services are 

preferred to tax reductions and family allowances. Likewise, in the second regime, illustrated by 

France, the state has a great role in childcare, which is considered as an instrument of collective 

socialisation and demographic regulation. The United Kingdom represents the third regime 

where childcare is a private responsibility and the main providers of care are family, voluntary 

organisations and the market. The fourth regime relies on mothers as principal caregivers. As in 

West Germany, this idea is connected to a strong male-breadwinner model and mothers are 

encouraged to work part-time or to take long parental leaves. The last regime is found in 

Mediterranean countries where, in addition to the mother, the family and kin assume childcare 

responsibility. Once again, no Eastern or Central European countries were surveyed in this 

categorisation. 

                                                
38 Even by tripling the spending, the United Kingdom still fares comparatively poorly by European 
standards, as its starting point in childcare coverage was fairly dire in 1997. A decade ago childcare 
provision in the UK ranked among the worst in the developed world: fewer than one in eight children under 
the age of eight had access to a place at a private or state nursery (Quarmby 2003). 
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Just as the reasons behind childcare vary within Europe, so does the form and coverage of 

childcare systems. Kamerman (2000, 7, 11) extends the list of variables where cross-national 

variation can be found: locus of policy-making authority (national or local), administrative 

auspice (education, health, social welfare), age group served and other eligibility criteria, funding 

strategies (government, employer, parent fees), locus of care (pre-primary school, center, home), 

primary caregiver (professional, paraprofessional, parent), and programme philosophy.39 

Broadly speaking, national responses can be divided between the male-breadwinner and female-

friendly childcare regimes where policies reflect respective roles and responsibility of state, 

market, family and civil society as in the general welfare state literature (Letablier and Jönsson 

2005, 41). Mahon (2008) adds that state involvement does not solely include public provision 

and financing, but it affects the roles of other instances as well, for example through corporate 

and individual tax credits, family allowances, and parental leave. 

 

The empirical part of this study incorporates some of these above-mentioned variables explicitly 

(age, funding, coverage). Others affect the realisation of the project in practical terms: The two-

tier organisation of ECEC services in many countries distinguishes between childcare for 

children below 3 years old and pre-primary education for those from 3 years old to school age. 

This has led to fragmentation and incoherence of the data available on ECEC services. For 

better comparison across countries, I have decided to treat all services provided for children 

below school age under this chapter, even if part of the ECEC services are under the supervision 

of education administration in many countries. Moreover, care services for school-aged 

children, such as after-school activities, are omitted from the analyses due to lack of comparable 

data. 

 

In the majority of countries pre-school education is available for most children well before 5 

years of age. According to the OECD (2009, 10), two-thirds of the 3 and 4 years-olds are 

already enrolled in education, and the idea of universal access for 3 to 6 years-olds is put in 

practise everywhere in Europe. Most of the variation thus occurs in childcare for children under 

3 years old. Only in the Nordic countries does there appear to be a sufficient supply of public 

childcare places for younger children while in many other countries parents still juggle childcare 

through the combination of family members, voluntary organisations, and the private sector. In 

Denmark, the coverage for children under 3 years old is the highest, around 60 per cent. In 

                                                
39 Eurostat (2004, Annex 1) provides good description of ECEC systems in Europe, including names of 
provision, setting, ages served, opening hours, and national administrative auspices. 
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Finland and Sweden around half of the age groups of 1 and 2 years old are enrolled, compared 

to under 10 per cent in Germany and under 30 per cent in France (Kamerman 2000, 11–12; 

Klammer and Letablier 2007, 674–5). Additional differences are found in the availability of full-

time day care: while the enrolment rates in Germany and the Netherlands are equivalent to 

Nordic countries, the pre-school programmes are only part-day and very few supplementary 

services exist. Table 3.1 in the third section illuminates these differences based on the data from 

EU-SILC. 

 

In general, the most advanced public childcare is found in the Nordic countries. In Finland, for 

example, every child under school age has an unconditional right to a place in day care 

regardless of the parents’ employment status or income (Eurostat 2004, 84–5). However, there 

are some differences even within the Nordic countries: Finland and to lesser extent Norway 

have advanced more generous cash benefits and family-based solutions, while Sweden and 

Denmark prioritise gender equality and mothers’ employment (Borchorst 2002). Hiilamo and 

Kangas (2009) illuminate the political discourses that form family policies in these countries: the 

dominant discussion in Sweden has framed cash schemes as “trap for women”, whereas in 

Finland the idea of “freedom to choose” has been hegemonic. Finland, deviating from other 

Nordic countries, has chosen a more familistic childcare policy as in France, emphasising the 

choice of mother to stay at home or to work. 

 

In all Nordic countries, local authorities operate care services, while private care is modest and 

usually publicly funded and regulated (Bergqvist and Nyberg 2002; Eurostat 2004, 52). The 

situation is very different in the United Kingdom where public provision has not crowded out 

private options as in many other European countries, and extensive tax benefits subsidize 

parents who recourse to private services. In Germany, voluntary and non-profit organisations 

are the main providers of care, but they are heavily subsidized and regulated by the state. Even 

in Catholic countries, public programmes predominate. For example in Italy and France, a 

great majority of pre-schoolers attend a public programme, or as in Germany, religious 

organisations are publicly subsidized (Kamerman 2000, 13–14; Morgan 2002). 

 

France has a well-established system of pre-school education, école maternelle, and its childcare 

policies do not comply with other conservative countries. France has an extremely high rate – 

almost 100 per cent – of coverage for 3 to 6 year-olds and its pre-school system has long been 

the most extensive in the world. The dual-system of ECEC services (Mahon 2008) means that 

compared to pre-school education, the services provided for children below the age of 3 are still 

scarce and, in fact, an increasing number of 2 year-olds (around 35 per cent of the age group) 
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are already enrolled in pre-school transforming école maternelle into a care-giving center (Morgan 

2002). While France corresponds more closely with the Nordic countries, the focus has 

traditionally been on improving school-readiness, collective socialisation of children and the 

transmission of republican ideas, rather than on the reconciliation of work and family life. 

Distinguishing between three rival childcare models in Europe, Mahon (2002, 344–6) places 

France and Finland together in a neo-familistic regime in which policy focuses on the mother’s 

choice between work and care. The rest of the Nordic governments support working mothers 

with an objective of promoting gender equality, while the UK and the Netherlands represent a 

‘third way’ model (see also Klammer and Letablier 2007, 674). 

 

Recently the idealisation of libre choix in France has shifted spending from collective forms of 

childcare to individualized forms such as nannies or home care. These new policies have 

naturally benefited middle and upper class families as they gain more from tax credits and, in 

general, can afford to pay for home care. Simultaneously, the weaker commitment to collective 

care has led to worsening quality of public crèches (Morgan 2002). The stratification of the 

childcare system has become a new source of social inequality in France and a contradiction to 

France’s post-1968 ideology where pre-school education was considered as a remedy for 

inequality. According to Morgan (2002), unified childcare policy in France is under threat as 

parents from different social classes have diverging interests in the kind of system they prefer: 

higher-income families, essential for the funding of public system, are opting out and choosing 

cash benefits instead of services. Citing Jallade (1992), Morgan concludes that the diversification 

of choices in childcare caters to a wider set of interests at the cost of distributional fairness. 

Likewise, Klammer and Letablier (2007, 676, 687) remark that the same policies have different 

effects on different income classes: whereas more affluent families hire a nanny or use other 

forms of individualized care, cash benefits may encourage low-income mothers to stay home 

with children with the risk of being trapped in unemployment in the long term. This transition 

from work to care will also deepen the social gap between rich and poor families.40 Similar 

discussions have emerged in Sweden as new tax cuts were introduced to reimburse privately 

purchased childcare services; this was considered as a form of stratification as only the upper 

end of income distribution would use these benefits and others would need to rely on public 

services with bigger group sizes and decreasing budgets per child (Hobson et al. 2010). 

 

                                                
40 In addition, opening the childcare sector to companies may increase inequalities between families and 
compromise the idea of a public service (Klammer and Letablier 2007, 687). 
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The Netherlands has only recently developed a comprehensive system of childcare services. At 

the beginning of the 1990s, it was still a typical conservative country offering few public 

childcare facilities and relied on a male-breadwinner system. Nowadays, childcare is considered 

to be a shared responsibility between the family, the employer and the state. Employers were 

not obliged to contribute until 2007, but tax reliefs encouraged them to pay a third of 

employees’ childcare costs. In 2007 the contribution became mandatory and is paid to parents 

through tax administration (van Selm 2004; Ministry of Education, Culture and Science 2008). 

The majority of Dutch children enter primary school at the age of 4 (there is actually no pre-

primary school system), while compulsory school attendance starts at the age of 5 (however, for 

the sake of coherence, here the education given to 4 and 5 year-old children is considered as 

pre-school education as it is categorised in EU-SILC). 

 

Another conservative welfare state, Germany, has developed its childcare policies inside the 

Bismarckian framework as opposed to France (Klammer and Letablier 2007, 672, 675). 

Institutionalised division of labour between men and women has not encouraged mothers to 

seek paid work outside home in West Germany, where state policies have promoted the male-

breadwinner model. Although the Western model prevailed after the unification, the socialist 

tradition still manifests itself in childcare policies in East Germany where women usually return 

to full-time employment after maternity leave. Childcare issues have recently entered the 

political agenda, especially as a consequence of low fertility rates and threatening demographic 

pressures. In 2002, the coalition between SPD and Greens set the expansion of childcare 

facilities as their principal aim in family policy (Aust and Bönker 2004, 39). However, public 

support has been developed mostly in the form of cash benefits, maintaining the male-

breadwinner model (Klammer and Letablier 2007). The idea to invest in childcare instead of 

child allowances failed, as supporting childcare was considered to establish wrong priorities; only 

children over 3 years old have a right to a place in kindergarten (Eurostat 2004, 54–55). Besides 

Germany, the Mediterranean countries belong to the traditional male-breadwinner regime 

where the family – meaning mothers and grandmothers – is in charge of care responsibilities. 

The principal form of care for children under school age is free pre-school that is well developed 

nowadays. In contrast, families struggle with care for children under 3, and in Spain, even 

private care is almost non-existent. However, as in many other countries, the fast declining 

fertility rates have put some pressure on developing childcare and families with children under 3 

years old receive significant tax reductions to meet their childcare costs (Eurostat 2004; Valiente 

2002). 
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In the United Kingdom childcare remains a private responsibility and until recently state 

intervention was very limited. While the use of formal care has become less income dependent 

since New Labour came into power and all 3 and 4 year-old children are entitled to free part-

time pre-school, the cost of childcare is still a considerable financial burden for families with 

young children. In 2005, families spent 11 per cent of their income on childcare and those with 

the lowest incomes spent a higher proportion, around a fifth of their income (Daycare Trust 

2008).41 In many cases, the cost of childcare establishes a barrier to short-term employment for 

the second earner of the household (OECD 2007a, 22). In the context of one of the highest child 

poverty rates in Europe, the lack of affordable day care has led to a vicious cycle where single 

parents in particular are unable to escape poverty through employment (Randall 2002; Baldock 

2003). As a consequence, lone-parent families are especially prone to the risk of poverty, having 

five times greater probability of falling below the 60% median income poverty threshold in 

comparison to the population in general. It also presents a more pronounced risk than in any 

other EU country except for Ireland (Taylor-Gooby and Larsen 2004, 57–8). Although 

aspirations for universal day care have evolved as a response to new social risks, the liberal 

ideology is still steering British social policy. Many targeted programmes, such as “Sure Start”, 

have been developed for deprived neighbourhoods as a means to fight child poverty and 

transform the opportunities for poor children. The importance of tax credits in the childcare 

system, as opposed to public provision, might also result from the liberal tradition: they promote 

diverse provision and free choice of parents while restraining direct public spending (Wincott 

2006, 293, 296). 

 

While the Central and Eastern European country group is usually taken as a homogeneous 

entity, Szeleva and Polakowski (2008) define four family policy clusters within it. They are based 

on the extensiveness of pre-primary education for 3 to 6 years-olds, quality of childcare services, 

generosity of parental leave and its universality. The first cluster with Estonia and Latvia 

provides high coverage of good quality childcare. Together with universal but fairly ungenerous 

parental leave it encourages women to participate in the labour market, hence representing 

female mobilising policy. Hungary and Lithuania offer comprehensive support to families with children, 

scoring high on all the dimensions studied, thus leaving parents to choose freely between care 

and work (while many women with young children stay at home). However, due to conservative 

and traditionalist attitudes and values, only 16 per cent of Hungarian women with a child under 

3 years old are working; it is the lowest percentage in the OECD (Hobson et al. 2010). The last 

two groups of countries promote care within the family. Czech Republic, Slovakia and Slovenia 

                                                
41 However, the government does provide a number of schemes to reduce the amount that parents actually 
pay and some families claim up to 80% of childcare costs through tax credit system (Daycare Trust 2008). 
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belong to an explicit familism policy model supporting the traditional family with long parental 

leaves (two to four years) and few subsidies for childcare centres. Poland scores low in all 

dimensions of family policies. It provides only residual support and represents implicit familism. 

Both in Slovenia and Hungary, there is also an obligatory preparatory year before compulsory 

school. While CEE countries have a common legacy of state socialism with high level of female 

employment and developed childcare services, transformations since the beginning of the 1990s 

has opened possibilities for diverging policies. In general, in all countries the provision of public 

childcare services has been cut (Munday 2003; Szeleva and Polakowski 2008, 117). It will be 

interesting to compare these countries more carefully with the old EU member states and to see 

if they can be distinguished as a separate cluster or whether the image, as Szeleva and 

Polakowski suggest, is more diffuse. 

 

 

3. Statistical Evidence, Imputation and Hypotheses 
 

3.1. Quality of the Data Used and Imputation 
 

Acquiring comparable data on childcare is challenging since harmonised statistics have not been 

fully developed at the European level (Eurostat 2004). Responsibility for providing ECEC 

services is usually divided between education and family or welfare policies scattering available 

data across administrations. Only in Sweden, England and Scotland is the control over them 

assembled under one governmental department, namely education (Petrie et al. 2003, 5). 

Moreover, categories of services often vary considerably across countries and, even within, 

expenditures are not always detailed, leading to the elimination of certain categories of users 

and expenditure.42 However, this was the case only in very limited expenditure categories in 

childcare services (such as various forms of playground and after-school activities) and will not 

be reflected in the overall results. The differentiation between public and private services is 

sometimes almost impossible and, to the misfortune of this study, there is no distinction between 

the uses of these two in the EU-SILC.43 Consequently, in some cases public money is allocated 

for people buying a private service. This is not necessarily a substantial problem for many 

countries where private services are rare or almost entirely subsidized by the state (as in the 

Nordic countries and most other countries with the exception of the UK, Spain, Italy, and to a 

lesser extent France). But in the case of the United Kingdom, where many parents pay for 

                                                
42 The data sources, exact levels of expenditure and number of users are detailed in the appendix. 
43 Moreover, there are some other contradiction between national statistics and the EU-SILC due to different 
categorisations, for example between formal and informal (Plantega and Remery 2009, 31). 
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private childcare and are partly reimbursed through the tax system, this might lead to a double 

counting of the benefits. 

 

As categories of pre-primary education and childcare are overlapping in the OECD and 

national data, and in some countries there is no distinction between the two, pre-primary 

education is taken into account here together with childcare in order to avoid the double 

counting of children using these services. We will also have a more comparable image of services 

provided to children below school age. Eurostat defines pre-primary education (ISCED level 0) 

as “the initial stage of organised instruction, designed primarily to introduce very young 

children to a school-type environment”. Childcare, instead, can comprise formal and informal 

providers in the form of crèches, kindergartens, pre-school, out-of-school clubs, family care, 

childminders, nannies, relatives, friends, neighbours etc. (Eurostat 2004, 11–12). While almost 

the entire age group of 3 to 6 year-olds is often enrolled in pre-primary school, services provided 

to younger children (under 3 years old) are scarcer and opening hours are limited in many 

countries (see Table 3.1).  

 

EU-SILC contains data on the number of hours per week a child attends day care and pre-

primary school. Thus, the imputation of ECEC transfers is based on the real use of these 

services by an hourly basis in order to allow for differences in the intensity of use. The monetary 

value of benefit is calculated from the cost of production of the service per user (as for other 

services studied in this dissertation) (Table A.3). Furthermore, an hourly price is received by 

dividing this benefit by average hours of use in each country (as shown in Table 3.1). Pre-

primary education is free in all countries studied but in kindergartens, crèches and other forms 

of day care, there are often user fees that are tied to parent’s income; these payments (as with 

out-of-pocket payments or other fees in higher education, health care and elderly care) are not 

taken into account in the imputation. According to the OECD Family database (PF12) childcare 

fees for a child of 2 years old vary between 4,5 per cent of average wage (earnings of “average 

worker”) in Sweden and 30,3 per cent in Spain, average for EU-24 being 14,1 per cent. The net 

cost after tax and other benefits is considerably lower in many countries (12,4 per cent for EU-

24).44 

 

The provision of childcare (and elderly care) is usually the responsibility of the local 

government. This often leads to some regional differences in the quality and quantity of services 

                                                
44 Ghysels and van Lancker (2010, 20) note that the organisation of the tax system might lead to higher 
income quintiles benefiting more if fees can be reduced from taxed income. For example, in Flanders, 
childcare spending is tax deductible and implies a reduction at the highest marginal tariff, producing greater 
tax benefits for the richest even when same amount of money is spent. 
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since some municipalities are better off in supplying public services to their residents. For 

example, the difference between East and West Germany is considerable (Kreyenfeld et al. 

2000). In the former, the legacy of the socialist era is visible in state promotion of mothers’ 

employment and as much as half of all the children under 3 years old are enrolled in childcare 

in comparison to around 10 per cent nationally. In Italy, we can observe a similar situation with 

coverage of around 30 per cent in the region of Bologna and 6 per cent in all regions together 

(Kamerman 2000, 12). It poses no problem to my research if the population of different income 

classes is distributed equally between regions and there is no correlation between income and 

geographical area. In the (likely) case that people from lower income classes are 

disproportionately represented in the poorer municipalities with fewer resources designated for 

provision of services, the omission of regional differences might result in overestimating the 

progressivity of non-monetary transfers.  

 

3.2. Public Expenditure and Users 
 

As remarked above, numerous government activities to support families with children include 

direct financing and delivery of services, subsidising of providers of childcare and early 

education facilities, financial subsidies or tax benefits for parents to buy services, public spending 

on family services, including centre-based facilities and home help services for families in need. 

To further complicate matters, in many OECD countries, including Germany and France, 

support for families with children is embedded in the tax unit, so that at a given income level, 

the larger the family the lower the taxable income (OECD 2007b). These policies create 

financial support for families but are difficult to distinguish in income distribution studies (here 

they are automatically taken into account in disposable income). Some differences between 

countries may thus be slightly misleading or, at least, more or less visible in assessing the 

governments’ efforts to reduce inequalities between different household types. 
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Figure 3.1. Public Spending on Families as a Percentage of GDP, in 2005. 

Source: Eurostat: Living Conditions and Social Protection.  
 

Figure 3.1 compares the levels of public expenditure on families divided between in cash and in-

kind spending. While the latter can include in-kind benefits aside from day care, childcare is the 

main component in it. Denmark is by far the most family-friendly welfare state in this respect 

with 3,9 per cent of its GDP supporting families (EU-25 average is 2,1 per cent); the 

Netherlands, Spain and Italy spend only a third of this. If we consider services only, the Nordic 

countries form a clear cluster of relatively high expenditure as is expected by several regime 

typologies; nowhere else does the spending exceed 1 per cent of GDP, while in the Nordic 

cluster the average is 1,6. It leaves us to presume that childcare services form a non-negligible 

share of support for families in a few countries only (however, childhood services are categorized 

under pre-primary education in many countries and this can change the picture, as will be 

explored in Figure 3.3). There are considerable differences between the Eurostat data shown 

here and data provided by the OECD social expenditure database, so these figures should only 

be considered as an estimate (see Table A.1 for comparison between the datasets). For example, 

according to the OECD, France spends 1,6 per cent on benefits in kind while the corresponding 

figure is mere 0,5 in the Eurostat data. These differences only encapsulate the data challenges 

one has to face when dealing with this heterogeneous policy domain. 
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Figure 3.2. Scatterplot on the Connection Between In Cash and In-Kind Spending. 

 
Note: R=0.19. 

Source: Based on Figure 3.1.  
 

Figure 3.2 shows that there is no strong association between the level of public spending on 

services and cash. Three obvious country groups emerge from this graph: Nordic countries 

spending the most in both services and cash transfers, Southern countries and the Netherlands 

with very low spending on both, and the rest of the countries spending considerably more on 

cash benefits than on services. Only Denmark, Iceland and Spain spend more in services than in 

cash transfers. Even if the expenditure on these services is not hugely important, the inclusion of 

childcare may produce some interesting results in a cross-national study given that the amounts 

spent on services vary greatly between countries. In addition, social distribution of ECEC 

spending is of interesting policy relevance, and on a micro-level, the role of childcare services for 

single-parent families in particular is of great importance. Naturally, they allow single parents to 

work full-time but also as non-monetary support they are of major importance, increasing the 

overall well-being of these households in many ways. Indeed, publicly provided and financed 

day care forms a great in-kind transfer to these vulnerable households that in many European 

countries fall below the poverty line (see Table A.17 and A.18 in the appendix on poverty rates 

for different household types and age groups). 
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Figure 3.3. Public Expenditure in Childcare and Pre-primary Education as a Percentage of GDP, in 
2005. 

Source: OECD Family Database. 
 

As opposed to Figure 3.1, Figure 3.3 focuses only on the public expenditure on services 

provided to young children. The level of spending on childcare shown here does not correspond 

exactly to the in-kind spending of Figure 3.1 as other benefits in kind are excluded here and the 

source of data is the OECD, not Eurostat. Moreover, in order to get a better comparison 

between countries, in this data the indicators are adjusted for national variation in compulsory 

school age. In other words, spending takes into account the fact that in some Nordic countries 

children enter primary school only at the age of 7, while attending pre-primary school the 

previous year at the age of 6. In most other countries, children are already in primary school at 

this age, leading to different spending levels as the size of the target group varies (Adema and 

Ladaique 2009, 10). In the imputation used in this research it is not problematic because 

spending is calculated per user, hence taking into account the number of users and spending 

simultaneously. In general, the relative ranking of Italy and France improves when pre-primary 

education is included in the comparison; otherwise the Nordic countries still lead in spending on 

child services.  

 

Figure 3.4 illustrates the cross-national variance in spending by incorporating the mean 

disposable income into the figure. When actual spending per child is compared to the average 

income level of the country, we have a better understanding of the relative economic 

importance of ECEC services. This time, Slovenia joins the Nordic countries, meaning that 

while the overall spending in the country is not high as a percentage of GDP, the spending per 

user is relatively significant.  In Sweden, Hungary and Finland, the spending on childcare is the 

highest, while in Hungary and Slovenia, the spending on pre-school is more important than 

elsewhere. 
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Figure 3.4. Relative Importance of Spending on Childcare and Pre-School Education. 

Note: a.) The figure shows spending per child using the services (total expenditure divided by number of 
children enrolled), in the actual imputation the intensity of use is also taken into account. 
b.) National currencies are translated into euros according to the exchange rates used in the EU-SILC. 
c.) For Spain and Iceland, no different spending data for childcare and pre-school education available. 

Source: Own calculations based on EU-SILC for mean income and national sources for spending (see Table A.3). 
 

Given the importance of family-friendly objectives45 in many countries, it is not surprising that 

spending for families has grown significantly since 1980. Kamerman (2000, 26) concludes that 

universal pre-school has already become the dominant model of ECEC and many countries 

have achieved full coverage for children over 3 years old regardless of parents’ economic or 

employment situation. The in-kind part of the family transfers, i.e. investment in day care and 

early education, has also increased (OECD 2007b; see also fn 3) and state involvement in 

providing childcare will undoubtedly grow even further in those countries where it is currently 

less developed. In Spain, in-kind spending on day care (excluding pre-school) increased from a 

negligible 0,03 per cent of GDP in 1980 to 0,53 in 2005, in Finland from 0,65 to 0,96, and in 

France from 0,17 to 1,19 (OECD Social Expenditure database). Moreover, in France, childcare 

places rose from 250 000 in 1992 to 320 000 a decade later and the needs are still not being met 

(Klammer and Letablier 2007, 677). Even if the fertility rates are falling in the vast majority of 

countries, there is more and more demand for public day care services since women are 

entering labour markets to a growing degree. The role of childcare in redistribution of income 

can thus increase in the future. 

                                                
45 The OECD’s definition of family-friendly policies is: “policies that facilitate the reconciliation of work and 
family life, ensure the adequacy of family resources, facilitate parental choice about work and care, and 
promote gender equity in employment opportunities. They include improved access to affordable and quality 
childcare, arrangements that allow working parents to take leave to care for children, and flexible workplace 
practices that allow a better reconciliation of work and commitments. They also include financial incentives 
to work for families with children and employment support for jobless parents” (OECD 2007a, 13). 
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Table 3.1. Share of Age Group Using ECEC Services, by Age, and the Average Use, by Hours. 

Note: a.) In Estonia only 4 cases for use of childcare in EU-SILC, so it is not taken into account here or in the 
analyses. 
b.) In Norway no data for use of pre-primary education in EU-SILC as it does not exist separately. 
c.) Childcare includes all kind of care organised / controlled by a structure (public / private), meaning that the 
parents and the carer are not the only persons involved in the care, e.g. day care centre, crèche, organised 
family care, controlled child-minders (such as assistante maternelle in France)… 
d.) Admission age to pre-primary education: 2 in France and Spain; 2,5 in Italy and Germany; 3 in Denmark, 
Finland, Sweden and the UK; 4 in the Netherlands. Compulsory school starts at the age of: 5 in the UK; 5,5 
in Italy; 7 in Denmark, Finland and Sweden; 6 in the rest of the countries (Eurostat 2004, 14). 
e.) Average hours include only those who use the services. 

Source: Own calculations based on EU-SILC: child care at day-care centre and education at pre-school. 
 

Differences between countries and age groups on the enrolment in formal day care and pre-

primary education are illustrated in Table 3.1 and Figure 3.5 in which childcare and pre-

primary education are shown together for two age groups only. Firstly, it should be underlined 

that the division between childcare and pre-primary care vary from one country to another. In 

Norway, there is no such distinction and in many other countries pre-school is strictly entitled 

for certain age groups only (e.g. in Finland for 6 year-olds only, and in the Netherlands for those 

older than 4 years). In some other countries such as Estonia, Spain and Slovenia, children of all 

ages attend public pre-primary education while additional childcare services are usually private; 

in Sweden all day care facilities are found under the rubric of pre-school. Conversely, in 

Germany it is the other way around, children below 3 years old attend centre-based crèches and 

0 1 2 3 4 5 6
Average 

use, hours

Denmark 0,18 0,82 0,90 0,96 0,96 0,35 0,00 34,0
Estonia .. .. .. .. .. .. .. ..
Finland 0,01 0,18 0,48 0,60 0,69 0,71 0,17 34,0
France 0,15 0,27 0,37 0,21 0,06 0,07 0,04 23,4

Germany 0,05 0,15 0,32 0,70 0,91 0,88 0,69 24,2
Hungary 0,00 0,03 0,14 0,08 0,02 0,01 0,01 30,6
Iceland .. .. .. .. .. .. .. ..

Italy 0,00 0,01 0,03 0,04 0,07 0,11 0,13 4,2
Netherlands 0,21 0,41 0,62 0,86 0,05 0,00 0,00 14,3

Norway 0,01 0,38 0,58 0,76 0,84 0,79 0,24 32,7
Slovenia 0,00 0,01 0,01 0,08 0,09 0,09 0,01 3,8

Spain 0,00 0,03 0,03 0,02 0,01 0,01 0,01 12,4
Sweden 0,00 0,53 0,83 0,84 0,87 0,78 0,04 29,4

United Kingdom 0,04 0,08 0,06 0,03 0,01 0,00 0,00 17,3

0 1 2 3 4 5 6
Average 

use, hours

Denmark .. .. .. .. .. 0,08 0,42 24,5
Estonia 0,00 0,09 0,36 0,83 0,83 0,89 0,91 39,4
Finland .. .. .. .. .. .. 0,72 19,6
France .. .. 0,06 0,71 0,97 0,95 0,41 26,5

Germany 0,00 0,01 0,00 0,02 0,04 0,06 0,06 20,8
Hungary 0,00 0,00 0,04 0,65 0,89 0,88 0,73 32,5
Iceland 0,02 0,22 0,88 0,97 0,96 0,98 0,27 36,3

Italy 0,13 0,17 0,40 0,83 0,92 0,66 0,00 31,1
Netherlands .. .. .. .. 0,91 1,00 0,53 24,3

Norway .. .. .. .. .. .. .. ..
Slovenia 0,01 0,30 0,56 0,75 0,84 0,85 0,21 35,3

Spain 0,06 0,35 0,60 0,88 0,91 0,91 0,40 28,0
Sweden 0,00 0,00 0,00 0,00 0,05 0,40 0,79 15,0

United Kingdom 0,05 0,32 0,51 0,75 0,53 0,03 0,02 14,7

Childcare

Pre-primary education
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older children kindergartens with no mention of pre-school education. Secondly, these 

participation rates are not necessarily equal to national statistics on enrolment levels as children 

using these services even for only a few hours or irregularly are considered “users”. Since the 

imputation is based also on hourly use, this deficit is taken into account in the empirical analyses 

conducted in this research. Differences between countries are not only explained by the 

existence of publicly funded childcare facilities but also by a diverging emphasis on various 

forms of childcare. For example, as a result of the generous home-care allowances offered to 

parents in Finland, the participation rate there is lower than in other Nordic countries. 
 
Figure 3.5. Share of Age Group using ECEC Services. 

Note: Age groups used reflect the age at which compulsory school starts. Therefore for Denmark, Estonia, 
Finland, Hungary and Sweden age group 3–6 is used and for the UK 3–4, in the rest of the countries the age 
group is 3–5. 

Source: Own calculations based on EU-SILC 2007. 
 

The last illustrative measure added here is distribution of young children across income quintiles 

(Figure 3.6). We observe that Hungarian and Icelandic children are the most likely to be in the 

lowest income quintiles, more than half of them belong to the two poorest quintiles. In Estonia 

the economic situation of the children is the best. This means that support for children in 

Hungary, Iceland and the United Kingdom is likely to be slightly more redistributive than in 

Estonia or Denmark for example. 
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Figure 3.6. Distribution of Children across Income Quintiles. In Descending Order According to First 
Income Quintile.  

Note: The unit is child below 6 years old (not household with children). 

Source: Own calculations based on EU-SILC 2007. 
 
 
However, in the richest income classes, children are more frequently cared for by somebody 

other than their parents. This is especially the case in Spain, Italy and France (see Ghysels and 

van Lacker 2010 for exact calculations with EU-SILC for households with children under 3 

years old). For example in France, 69 per cent of the children under 3 years old in the top 

income quintile are in formal day care, in comparison to only 9 per cent in the poorest quintile 

(Ananian and Robert-Bobée 2009). This phenomenon is known in sociology as the “Matthew 

effect” or accumulated advantage.46 In the case of all public services studied here, this means 

that those who are already better off will be more likely to use services provided due to better 

access, information etc. In the simplest example, priority for childcare places is given to working 

mothers in many countries (Kremer 2002). Wasoff and Dey (2000, cited in Baldock 2003, 115) 

found that users of formal childcare are more likely to be full-time workers with high incomes, 

enjoying a higher status and living in dual income households, making them the more privileged 

citizens in the United Kingdom. Likewise, a report by Daycare Trust (2008) worries that the 

small proportion of children not receiving the free pre-school in the UK, are more likely to 

belong to already disadvantaged groups. Obviously, the choice of family’s care arrangements 

depends on labour market attachment, generosity and length of care leaves and availability of 

alternative care possibilities. Therefore, the fact that fewer children in Finland are enrolled in 

formal care does not necessarily imply that the Finnish welfare state has renounced its family-

friendly ethos altogether but rather that the state is offering alternative policies that make it 

economically feasible for mothers to stay home. Consequently, it should be emphasized that this 
                                                

46 According to Matthew’s Gospel (25:29): “For to all those who have, more will be given, and they will 
have an abundance; but from those who have nothing, even what they have will be taken away.” 
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chapter considers only childcare and pre-primary education with no discussion devoted to other 

family policies that may complement or replace the public delivery of services. 

 

Table 3.2 summarises the variables studied in this section and allows some explorations on the 

homogeneity of welfare state clusters when we study childcare services. Above average values 

are set in bold in the table and a regime’s average values are also indicated. Nordic countries 

seem to constitute a homogeneous cluster with higher than average spending (high cash, high 

kind), high female employment and low child poverty rates, while enrolment rates vary more 

from one country to another. In the continental cluster, the Netherlands seems to be closer to 

the Southern countries when it comes to public family expenditure (low cash, low kind) but not 

for child poverty rates or female employment. France and Germany instead show high 

expenditure on cash transfers and low on in-kind benefits, similar pattern is found in the post-

communist countries and the UK (high cash, low kind). Together with the Mediterranean 

countries, they have few services for small children but the coverage is almost complete for the 

older age group. 

  

Table 3.2. Welfare State Regimes and ECEC Services, a Summary. 

 

Note: a.) Female employment rate for 15–64 years old women (Eurostat, Labour Force Survey). Otherwise 
variables are already presented earlier in this chapter. 
b.) Enrolment rates do not distinguish between full- and part-time use of services. In addition, in the 
Netherlands various playground activities are included. 

 

 

 

In cash: 
Spending 
% GDP

In kind: 
Spending 
% GDP

Childcare: 
Spending 

share of dpi

Pre-
education: 
Spending 

share of dpi

Enrolment  
0-2 years 

old

Enrolment  
3-5 years 

old

Child 
poverty 

rate

Female 
employment 

rate

Nordic countries
Denmark 1,6 2,3 0,31 0,25 0,70 0,68 0,11 77,0
Finland 1,6 1,4 0,41 0,20 0,24 0,73 0,11 73,3
Iceland 1,3 1,7 .. 0,21 0,40 0,97 0,16 83,4
Norway 1,6 1,3 0,26 0,15 0,36 0,80 0,14 74,7
Sweden 1,5 1,4 0,52 0,25 0,46 0,86 0,12 76,3

Avergae Nordic 1,5 1,6 0,38 0,21 0,43 0,81 0,13 76,9

Continental countries
France 2,0 0,5 0,16 0,23 0,28 0,91 0,13 64,9

Germany 2,3 0,8 0,20 0,18 0,19 0,86 0,14 69,3
Netherlands 0,6 0,6 0,03 0,25 0,42 0,94 0,13 70,7

Average Continental 1,6 0,6 0,13 0,22 0,30 0,90 0,13 68,3

Southern countries
Italy 0,6 0,5 0,35 0,24 0,25 0,81 0,23 50,8
Spain 0,4 0,7 .. 0,29 0,36 0,90 0,19 60,2

Average Southern 0,5 0,6 0,35 0,27 0,31 0,86 0,21 55,5

Post-communist countries
Estonia 1,4 0,1 0,04 0,15 0,14 0,86 0,15 69,3
Hungary 1,9 0,6 0,45 0,49 0,08 0,82 0,20 55,5
Slovenia 1,4 0,6 0,28 0,30 0,33 0,84 0,10 66,7

Average Post-communist 1,6 0,4 0,26 0,31 0,18 0,84 0,15 63,8

Anglo-Saxon countries
United Kingdom 1,2 0,4 0,14 0,24 0,37 0,66 0,23 69,2

Average 1,4 0,9 0,26 0,25 0,33 0,83 0,15 68,7

ECEC
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3.3. Hypotheses 
 

H1: When ECEC services are scarcely provided, their use is likely to be concentrated in middle 

and higher classes with two parents working. However, the higher the share of children in 

public childcare, the more widespread the use of these services will be.  

H2: The inclusion of ECEC will impact upon the cross-country comparison because the share 

of childcare in the total public expenditure, though fairly small, varies greatly across countries. 

(Some countries also prefer monetary transfers instead of the provision of services). 

H3: Though variance in the relative economic position of small children is quite limited, it may 

reinforce or lessen the redistributive efficiency of ECEC services: in countries with higher child 

poverty rates, inequality can be reduced more than in countries where children belong to the 

middle classes. 

 

 

4. Results: Too Small and Middle-Class to Make a Difference 
 

Results presented in Table 3.3 show only modest changes in the level of income inequality when 

ECEC services are included in the notion of income. In fact, when studying quintile share ratios 

we see that only in Hungary and Sweden is the gap between the richest and the poorest income 

quintile reduced in a non-trivial way, by 7 and 6 per cent respectively, on average the ECEC 

services induce a 4 per cent decline in inequality. In general, it seems that the monetary value of 

in-kind benefits from ECEC is too small or there are too few beneficiaries even in the most 

generous countries to make an overall impact on inequality (Hungary and Sweden had the 

highest levels of relative spending per capita), thus, ultimately, country differences remain 

basically the same in contrast to hypothesis H2.  

 
Table 3.3. The Impact of Early Childhood Education and Childcare Services on Income Inequality, in 
Descending Order for Reduction in Inequality (s80/s20). 

 

ECEC
Disposable 

income
 + ECEC

Impact on 
inequality

Disposable 
income

 + ECEC
Impact on 
inequality

Disposable 
income

 + ECEC
Impact on 
inequality

Hungary 3,077 2,932 5% 3,69 3,42 7% 0,257 0,252 2%
Sweden 2,734 2,724 0% 3,35 3,15 6% 0,232 0,231 0%
Spain 4,221 4,178 1% 5,29 5,06 4% 0,311 0,306 2%

Iceland 2,975 2,904 2% 3,95 3,77 4% 0,280 0,273 2%
Italy 4,106 4,101 0% 5,45 5,22 4% 0,317 0,314 1%

Netherlands 2,904 2,845 2% 3,89 3,76 3% 0,268 0,264 1%
France 3,177 3,132 1% 3,81 3,69 3% 0,263 0,259 1%

Denmark 2,709 2,708 0% 3,50 3,40 3% 0,241 0,240 0%
Germany 3,617 3,527 2% 4,76 4,63 3% 0,296 0,292 2%
Norway 2,798 2,839 -1% 3,57 3,47 3% 0,235 0,233 1%

United Kingdom 4,202 4,174 1% 5,44 5,31 2% 0,326 0,324 1%
Finland 3,013 3,044 -1% 3,71 3,63 2% 0,261 0,260 0%
Slovenia 2,799 2,804 0% 3,23 3,17 2% 0,228 0,226 1%
Estonia 4,271 4,200 2% 5,54 5,44 2% 0,332 0,330 1%

Average 1% 4% 1%

p90/p10 s80/s20 Gini coefficient
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No clear country clusters appear from these results and the connection to children’s relative 

economic position in the society does not explain the results in any coherent way because other 

factors such as equality of access, level of spending and number of users, influence the 

redistributive impact as well (H3). Even when considering the relative importance of the benefits 

for different income classes, countries do not differ significantly. The size of in-kind benefit for 

the bottom income quintile is between 2 and 10 per cent of mean disposable income with 

Hungary and Sweden again having the largest relative impact (10 and 9 per cent), and 

interestingly Spain coming close behind (6 per cent) (Table A.6).  

 

Figure 3.7. Distribution of In-Kind Benefits from ECEC Services across Income Quintiles. 

Figure 3.7 illustrates the distribution of benefits across income quintiles in a more visible way 

and explains partly the results in Table 3.3. We can single out either the impact of economic 

status of young children in this figure and/or the unequal access to ECEC services. Pro-poor 

distribution in the Netherlands, Hungary and Iceland is probably evidence of the former as 

large amount of children belong to the bottom income quintile in these countries (see Figure 

3.6). Likewise, the pro-middle class distribution in most of the countries is more likely to be due 

to this same reason and, to a lesser extent, to the unequal use of ECEC services. Instead, in 

countries like the United Kingdom and Spain where the top income quintiles receive a 

disproportionate bulk of the benefits, the explanation most likely lies in the unequal use of 

services.47 In these countries coverage is low and services are scarce (especially for those under 3 

years old) limiting the access to dual-earner families (H1). However, only a modest correlation is 

found between the coverage rates and levels of reduction. In fact, coverage for children under 3 

                                                
47 There are two sides to the coin: poorer households often have only one member in paid employment while 
the mother stays at home to care for the children whereas richer families have dual earners and use childcare 
services –  the extent to which we can discuss unequal access to childcare services, or free choice between 
work and care, in this case is not at all clear. 
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years old was even negatively associated with inequality reduction (r=-0.20, compared to r=0.21 

for coverage of those aged 3 to 5). This could mean that as the enrolment rates are nowhere 

near 100 per cent in the majority of countries, the higher it is, the greater the number of better-

off families there are benefiting from the service (H1). In general, the use of services by the 

youngest children (below 3 years old) is more socially stratified, i.e. pro-rich, than the overall use 

of ECEC services. Unfortunately, we cannot discern to what extent British and Spanish higher 

classes are actually using private services for which they pay themselves (though we know that in 

Spain they are not widely available either). If we could exclude private services, the distribution 

in both countries would probably become, at least to some degree, more equal. In the other 

countries this is not so much of an issue.  

 

Figure 3.8. Share of ECEC Benefits by Different Household Types. In Descending Order for Working 
Single-Parent and Dual-Earner Couple Together. 

Note: This figure does not take into account the relative shares of different household types, instead it shows 
the average benefit received by each household type. In all countries most young children belong to dual- 
earner or single-earner households (87 per cent on average).  
  

Figure 3.8 takes a closer look at the impact of household’s employment attachment on the use of 

ECEC services. The countries are sorted in descending order for the share of working single-

parents and dual-earner couples that can be estimated to be the greatest beneficiaries of public 

childcare services. Their children have the highest attendance levels and in the majority of 

countries, more than half of all the benefits go to these family types (with the mysterious 

exception of the Netherlands where households with no earners are more likely to be enrolled in 

day care or pre-school education, note however, that only 2 per cent of Dutch children belong 

to these households). Cantillon et al. (2001) have observed that the strategy of dual earnership 

has not been adopted evenly across social classes and it is especially rare among the low skilled. 

In general, it seems that the use of care services is connected more to parents’ employment 
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status than solely income levels (although clearly they are connected). The patterns of use are 

more complex and cannot be explained merely as an outcome of equality of access to services. 

As working single parents usually have fewer alternative options in organising care (such as 

scheduling working hours in a way that both parents can work part-time and care for the 

children and having more grand-parents to rely on), their children are more often in centre-

based care. Of course, we cannot deduct from this data to what extent the non-working parents 

have freely chosen care instead of work and to what extent it is a consequence of lack of 

available public care services. Likewise, Matsaganis and Verbist (2009, 184) have remarked that 

results concerning the distribution of publicly funded childcare are driven not only by patterns 

of provision but also by patterns of use. 

 

Finally, in Figure 3.9 we see the overall importance of ECEC benefits for two types of 

households: households headed by a single parent and other households with children. In most 

cases, benefits represent a larger share of final income for single parent families as they are more 

likely to have a lower equivalised disposable income. When only current beneficiaries are 

considered, these in-kind benefits represent on average 16 per cent of the disposable income of 

individuals living in the households concerned. In Sweden the share is the greatest, more than 

30 per cent, and in Hungary, Finland and Denmark the share is around a fifth of disposable 

income. 

 

Figure 3.9. Relative Share of In-Kind Transfers from Early Childhood Education and Childcare to 
Beneficiaries, Single-Parent Families and Families with Children, as a Share of Disposable Income. In 
Descending Order for ECEC Beneficiaries. 
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5. Conclusions 
 

With the increasing spending on family policies and childcare services in particular, we need to 

consider the distributional effects of these policies. There is a concern that this new policy focus 

would be oriented towards dual-earner families, but also single-parent families, those most in 

need of childcare facilities. This chapter has studied the redistributive impact of early childhood 

education and childcare and their significance for families with children. As an important 

contribution, the chapter also offers a wide statistical overview of these services and discusses 

their role in the modern welfare states. The results show that while the in-kind benefits received 

from these services can be important for the families concerned, their potency in affecting 

income inequality is negligible. This is most probably due to low levels of spending on the one 

hand, and to relatively small target group on the other. Moreover, in many countries, families 

benefiting from these services belong to the middle-classes with the most obvious exceptions of 

Hungary, the United Kingdom and Iceland. The UK and Iceland are, however, also the 

countries where the relative importance of in-kind benefit is only modest and in the UK the 

coverage is, in addition, very poor. We see that many issues influence the redistributive power of 

these services, not only spending and its relative share of the disposable income, but also access 

to services, child poverty rates, and the share of children enrolled. The hypothesis of strong 

social gradient envisaged by Ghysles and van Lacker (2010, 24) is partly true but we cannot 

conclude that ECEC services offset completely the pro-poor character of other family policies. 

Only in a minority of countries do the top income quintiles benefit the most from these services. 

We should, however, pay more attention to the patterns of employment and use of services 

combined, in order to fully understand the interplay between the two and the social distribution 

of ECEC services. 

 

Care systems impact on inequality first and foremost by lowering barriers to female 

employment, in both single-parent families as in families where both parents are present. 

Furthermore, high-quality services offer children an environment where they can develop 

cognitive skills regardless of their socio-economic background and thus the human capital aspect 

of childcare is becoming increasingly important. On the basis of the empirical evidence analysed 

in this chapter, we can embrace a third rationale: while we cannot find a significant reduction in 

inequality after the inclusion of ECEC services in households’ income, with high certainty we 

can advance that their monetary value is significant in the household budget of beneficiaries. 

Therefore, the access to these services should be taken into account when studying the economic 

well-being of children and families. Especially in the United Kingdom, Spain and Estonia where 
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highest income classes still benefit the most, the social distribution of in-kind benefits should be 

analysed more carefully given their high policy relevance. 
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CHAPTER IV: Education 

 
 

This chapter analyses both non-tertiary and tertiary education and is thus later divided into two 

distinct parts as the inclusion of higher education in this study requires further methodological 

creativity. Moreover, the likely results of these two elements of education systems vary from the 

point of view of income distribution and inequality: while primary and secondary education are 

usually suspected to reduce income inequalities, the unequal access to tertiary education is an 

age-old fact for sociologists of education and stratification. In addition, for data reasons, the 

countries studied in the case of higher education are not the same as in the rest of the analyses 

found in this thesis.  

 

After the introduction, I continue with a literature review discussing the role of education in 

Europe and summarizing the previous results on the impact of education on income 

distribution. The third section presents statistical evidence on national differences and possible 

explanatory factors for differing inequality effects. More focus is placed on tertiary education as 

it has not been included in many previous studies and a special effort is invested in finding a 

better means of allocating its monetary value to households: three alternative imputation 

methods are introduced in the third section followed by hypotheses for both non-tertiary and 

tertiary-education. The following two parts consider the redistributive impact of non-tertiary 

and tertiary education separately. Although they offer little unexplored material on the 

equalising effect of public services, primary and secondary education are also of interest in this 

dissertation as their inclusion makes the comparison between different in-kind categories more 

fruitful and enables us to assess the relative redistributive impact of childcare and pre-primary 

education in a wider perspective. 
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1. Introduction 
  

Education is often omitted from welfare state comparisons even though its significance for 

individual’s economic well-being is ever more important in modern societies and a country’s 

commitment to equalising life chances relies to a large extent on education. However, non-

tertiary education has usually been taken into account in studies investigating the redistributive 

effect of public services because the data on compulsory and high school education is widely 

available and easily comparable across countries. For this reason, I do not discuss the differences 

in educational systems in such great depth as those of childcare and elderly care – which have 

been analysed far less from the perspective of income distribution and where the cross-national 

variance is much more remarkable. However, I attempt to combine literature on stratification 

and sociology of education in order to highlight some aspects of inequality in tertiary education. 

 

After health care, non-tertiary education is the second largest expenditure category studied in 

this dissertation. All the children of compulsory school age in developed countries benefit from 

this service making it an efficient transfer towards families (however, as it is compulsory, one 

might question whether it also involves in-kind transfer to families48). It has a far wider coverage 

than childcare or elderly care, but there are also fewer differences between countries in the level 

of public spending49 or inequality of access (almost 100 per cent of this age group is enrolled) 

making it a slightly less interesting focus of research. Previous studies have shown that it reduces 

inequality everywhere (see following section). While the results of this present study are not likely 

to imply the opposite, it is important to include lower levels of education in this dissertation for a 

more detailed comparison between different services. In addition, analyses are based on more 

recent data for 2007.  

 

                                                
48 In fact, Callan and Keane (2008) decide not to include compulsory and free education in their study on 
non-cash income in Ireland. They argue that because of the socially created need for education state subsidies 
for primary and secondary education do not improve the relative welfare of students and their families. 
Nevertheless, if we consider the possibility of lacking compulsory education and free public schools, then 
markets for schools would undoubtedly appear. Therefore, I argue that even compulsory schooling can be 
considered as an indirect transfer for families, in the same way that we can argue compulsory health 
insurance is of some non-negligible economic value for the insured. 
49 If we calculate the ratios between the biggest and smallest spender (% of GDP), the greatest variance is 
found in elderly care services with the ratio of 19 (between Sweden and Estonia); then in childcare (7 
between Denmark and Germany), pre-primary education (3 between France and the UK), tertiary education 
(2,8 between Denmark and Italy), non-tertiary education (2,1 between Iceland and Slovak Republic) and 
finally health care with the most equal spending levels across countries (1,6 between France and the 
Netherlands). When ratios are calculated based on the share of disposable income, the variance is even more 
marked for elderly care and childcare. 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



87 

In contrast, studies have shown that tertiary education remains a relatively unequal institution 

and the very high spending per student benefits affluent families more than lower socio-

economic classes (O’Donoghue 2003; Blanden and Gregg 2004; Blanden and Machin 2004). At 

the same time, in increasingly knowledge-based economies, tertiary education is acknowledged 

as the principal gateway to economic and labour market success and narrowing income 

inequalities: “The school is a promising place to increase the skills and incomes of individuals. 

As a result, educational policies have the potential to decrease existing, and growing, inequalities 

in income” (Ashenfelter and Rouse 2000, 111).50 Recent evidence shows that labour market 

changes have heightened the link between education and employment. The risk of social 

exclusion is now, more than in the past, the greatest for those with a poor education. 

Furthermore, those with a minimum level of education are about two and a half times more 

likely to be trapped in long-term poverty compared with those who have attended university 

(Taylor-Gooby 2004a, 4).51 Nevertheless, the New York Times (Steinberg 2010) recently 

reported that researchers are increasingly studying if college is actually too highly valued and 

overly promoted as the best option for all, despite the fact that a degree is not necessary for 

many jobs. In fact, of the 30 jobs projected to grow at the fastest rate in the USA, only seven 

require a bachelor’s degree. Similarly, Keep and Mayhew (2004) argue that the government’s 

focus on higher education alone may damage vocational education which remains important in 

an economy where there exist many jobs without degree requirement. 

 

As opposed to other in-kind benefits examined in this thesis, higher education is more likely to 

be pro-rich and hence, it directs our attention to the non-egalitarian services provided by the 

welfare state. Moreover, as with the other empirical chapters of my thesis, I analyse the 

redistributive impact of higher education in each country, while additional emphasis is given to 

the factors explaining country variation. As a contribution to the existing literature, I conduct an 

extensive cross-country comparison that takes inequality in access to higher education into 

account more explicitly. Therefore, the technical aspects of the experimentation differ from the 

other parts of the thesis as I use different methods of imputation in order to compare their 

impact on the results. Three alternative options will be employed to examine which households 

receive the in-kind benefits from higher education. The analysis of non-tertiary education will 

follow more closely the outline of the other empirical chapters. 

                                                
50 However, as the number of graduates increase, job opportunities and possible routes to social mobility for 
those with no degree or low qualifications may worsen still, thereby polarizing the society into two 
educational classes (Keep and Mayhew 2004, 299). 
51 During the latest recession in the OECD countries, unemployment rates among people with a higher-level 
education have stayed at or below 4 per cent on average as opposed to 9 per cent for people who failed to 
complete upper secondary education (OECD 2010a). 
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2. Previous Literature 
 

2.1. Education in Contemporary Europe 
 

Education is often apprehended through the concept of human capital (Becker 1964) or by 

concentrating on the equality of opportunity (Roemer 1998; Schütz et al. 2005). These are both 

indirectly connected to the questions of income distribution, economic and social justice, 

inequality and success (Jencks 1979). First and foremost, education is considered as a 

fundamental element in producing equal opportunities for the rich and the poor and in 

promoting social mobility. On the other hand, some scholars – perhaps most famously, 

Bourdieu and Passeron (1977) – have argued that education actually reproduces socioeconomic 

inequalities by reinforcing the dominant middle class culture through ‘cultural reproduction’, 

therefore hampering the success of the lower social classes. From this perspective, the 

educational system is seen as a means of social control rather than a mechanism for widening 

opportunities. Initial socialisation into dominant culture and ‘cultural capital’52 are essential for 

educational success in a conservative system designed for the ‘dominant’ classes by themselves in 

order to exploit original inequalities (Goldthorpe 2007, 28). Whilst in knowledge-based societies 

the former theory – education broadening opportunities for all – usually gains more support and 

public education is considered as contributing to more equal societies, it is still important to 

distinguish between different levels of education. While compulsory elementary school is 

attended by almost one hundred percent of school age children, attendance to non-compulsory 

education (i.e. universities; high schools to a much lesser extent) varies according to the 

socioeconomic background of the student - such as wealth and educational level of parents. 

Thus, higher education benefits the better-off more, whereas the benefits of elementary 

schooling are distributed far more evenly.  

 

Since the 1960s, higher education has expanded substantially across in Europe. The biggest 

increase in enrolment has taken place in Portugal where the amount of students is now three 

times greater than in 1985 (for selected countries, see Figure 4.1). There are several reasons for 

this development: on the one hand, it is due to a growing demand as the students (and 

governments alike) prepare themselves for the exigencies of the knowledge-based economy, and 

                                                
52  Cultural capital means non-financial assets that can facilitate social mobility or maintenance of social 
positions. Bourdieu (1977, 178) extends the concept to “all goods material and symbolic, without distinction, 
which present themselves as rare and worthy of being sought after in a particular social formation”. Of 
course, besides the elites of the society, other groups have their own cultural capital, but the one necessary in 
performing well in educational system is the one connected to higher social classes. 
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on the other hand, increased participation is connected to economic incentives (Blanden and 

Machin 2004, 232).  

 

Figure 4.1. Development of the Enrolment in Tertiary Education in Eight European Countries 1985–
2007. 

Source: OECD Education Database.  
 

As claimed by the liberal theory, the logic of industrialism requires more efficient utilisation of 

human resources leading to an increased educational provision and an equal access to higher 

levels of education. Accordingly, governments consider higher education necessary for the 

improvement of economic performance of the country as well as of the lower class individuals. 

The recent OECD Education Ministerial Meeting concluded: “Education and training continue 

to fuel the engine of social mobility and contribute to social cohesion and integration in our ever 

more diverse societies and cultures” (OECD 2010b). Empirical evidence, however, shows that 

while in all modern societies more young people from all class backgrounds attend higher 

education, the association between social class and educational chances has resisted the changes 

as concluded in a major comparative work by Shavit and Blossfeld (1993). More recently, 

Blanden and Machin (2004; also Blanden and Gregg 2004) discovered that even if higher 

education has become more widespread in the United Kingdom, it has been disproportionately 

more beneficial to affluent children and degree attainment has become more closely linked to 

family income. Likewise, Hansen (2008) demonstrated that in Norway, longer educational paths 

are still connected to family income levels, and this connection grows more powerful with 

increases in income inequality and unemployment.  

 

The findings are not unambiguous; other research has run counter to the ‘persistent inequalities’ 

hypothesis (for a literature review see Breen and Jonsson 2005). Breen et al. (2010) reason that 
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educational inequalities have declined during the 20th century as financial resources of lower 

class households have increased and institutional reforms have reduced tracking in earlier stages 

of education. Their research on seven European countries affirms declining inequality in access 

to education for both men and women of different class origins. However, Lucas (2001) argues 

that even in the context of widening opportunities for children with lower socioeconomic 

backgrounds, privileged groups maintain their superior status by choosing more exclusive, or 

selective, programmes.53 Thus, quantitative advances towards equality have not supplanted the 

qualitative inequalities. The argument of ‘maximally maintained inequality’ (Raftery and Hout 

1993) proposes that inequalities in education will persist because inequalities simply shift to the 

next level of education when some degree of equalisation finally appears to occur at a lower 

level. However, Arum et al. (2007, 28) find that in the context of ‘saturation’ (the point at which 

nearly all children with advantaged origins attains the educational level under consideration) 

educational expansion often results in decline in inequality. 

 

Goldthorpe (2007; Goldthorpe and Breen 2007) explores this puzzle using rational action theory 

and Boudon’s (1974) distinction between primary and secondary effects of social class. While the 

primary effects of social class – i.e. the direct impact of class on demonstrated ability – establish a 

potential range of educational outcomes, it is the secondary effects in the form of the decisions 

children and their parents make about their educational options that will eventually determine 

to what extent those potentials are exploited. Goldthorpe (2007, 39) argues that subjective 

feeling of costs and benefits still vary from one class to another perpetuating the unequal 

distribution of higher education: 

 

“Class differentials in the take-up of more ambitious educational options have been maintained because 

so too have conditions in which the perceived costs and benefits of these options lead to children in less 

advantaged families requiring, on average, a greater assurance of success than their more advantaged 

counterparts before such options are pursued; and the persistence of these differing propensities over time 

can be seen to have a basis in action of rational kind once the implications of the resources, opportunities, 

and constraints that continue to typify differing class situations are taken into account.” 

 

It is widely accepted that both material and cultural resources influence the choice for a longer 

educational path and they both contribute to the relationship between class background and 

                                                
53 Keep and Mayhew (2004, 308) note that in the UK, the access is skewed according to institutions: students 
with lower socio-economic backgrounds tend to enrol at newer colleges and not at elite universities. 
Likewise, in France this qualitative difference is obvious: access to grandes écoles is still very unequal 
(Albouy and Wanecq 2003). Alon (2009) finds that social class has a direct impact on enrolment in selective 
post-secondary education in the USA as well. Consequently, graduates from the more prestigious universities 
have usually better labour-market outcomes, thus maintaining the existing economic gap between children 
from lower and upper social classes. 
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student achievement (Marks 2005). The two variables are interconnected and hence it is difficult 

to distinguish their separate impact and functioning in producing educational inequalities. After 

the expansion of the welfare state, public education and financial support for students in the 

form of grants and subsidized loans, the relative impact of material resources has decreased, yet, 

for example, it is much harder to erase the obstacles that ‘cultural deprivation’ or lack of 

‘cultural capital’ produce to some children (Hansen 1997, 307–9). The material resources 

approach means that the differences in student performance or choice of educational career are 

triggered by their financial situation (and as mentioned earlier, income and educational 

attainment have been proved to correlate). However, if this was the only problem affecting 

access to non-compulsory education it could be easily fixed by in cash transfers to poor families. 

Instead, as seen above, the perceived benefits of education may represent a more important 

factor in determining access to higher education; and this is also much harder to alter. Parents 

who have themselves enjoyed higher education acknowledge its benefits and worth and 

therefore tend to encourage their children to continue schooling. In general, parents are 

concerned about their children obtaining qualifications sufficient to preserve the class position of 

the family (‘relative risk aversion’); and, in the context of educational expansion, higher class 

parents are under pressure to maintain the educational difference and invest ever more in 

education – a response Thurow (1972) describes as ‘defensive expenditure’ (cited in Goldthorpe 

2007, 37). 

 

Hare (1988, 78) reminds us that governments rarely provide education in order to satisfy 

consumption of education as such. Instead, they are more concerned with the ideological 

function of education: its contribution to social cohesiveness and socialisation at the early age 

and its role in transmitting knowledge and skills relevant to the labour market. However, 

questions on equality have been embedded in universal and free public education for a long 

time. Erikson and Jonsson (1996, 2) assert that school reforms with the explicit aim to increase 

social equality in Sweden were motivated by four main reasons: first, social selection at schools 

leads to waste of talent of the lower social classes; second, it is unjust if children from lower 

classes are not given the same actual opportunities to develop their intellectual potential; third, 

differentiation by social class leads to a deleterious sense of class; and fourth, social inequality in 

education will be reproduced in the political elite. According to the European Commission 

(2006b) free education does not necessarily guarantee an equal system, and family educational 

level, rather than its income, influences the length and quality of children’s educational paths. 

However, O’Donoghue (2003) for example claims that tertiary education provided for free or at 

a subsidized rate lessens the impact of a student’s socio-economic background on the decision to 

persist with their education and thus encourages poorer children to continue after compulsory 
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education ends as the continuation would not imply direct economic costs.54 However, insofar as 

the public educational system is incapable of eliminating above-mentioned class differences in 

perceived costs and benefits, more affluent families are likely to receive state support. On the 

other hand, in many countries higher expenditures in education have increased the overall level 

of enrolment and, as a consequence, the opportunity of the lower social classes to continue in 

non-compulsory education as well. Likewise, Arum et al. (2007, 28) conclude that overall 

expansion is inclusive in the sense that more children attend higher education from all social 

backgrounds even if social selection remains stable. This issue is exactly my focus in the 

empirical part of this chapter as I explore, among other things, the distribution of educational 

benefits and its connection to enrolment rates. 

 

2.2. Distributional Effects of Education 

 

2.2.1. Non-Tertiary Education, An Efficient Transfer to Families 
 

Previous studies on the redistributive effects of public education have demonstrated that primary 

and secondary education reduce inequalities in income distribution substantially (Tsakloglou 

and Antoninis 1999 on Greece; Sefton 2002 on the UK; Marical et al. 2006 on the OECD 

countries; Callan et al. 2007 on seven European countries; Jones 2008 on the UK), and families 

with children are the net beneficiaries of welfare services largely because of education (Steckmest 

1996; Harding et al. 2004). In some countries, where generous cash transfers are already directed 

to families with children, education is rather pro-middle class (Nordic countries), while in 

countries with higher levels of child poverty, education can accomplish a pro-poor redistribution 

more strongly (the UK). The variation between educational systems and the consequent 

educational stratification have not been empirically taken into account in these studies. Hence, 

the quality of education is assumed equal within countries even though in reality it varies across 

poor and rich neighbourhoods. As with other public services, the value of education may 

therefore be greater to the rich benefiting from higher-quality services.  

 

                                                
54 The so-called opportunity cost (lost income during education) also affects the decision to attend non-
compulsory education. In the USA, the participation in high schools increased from 30 per cent in the 
beginning of the 1930s to 50 per cent in the 1940s: due to the Great Depression, there were no good 
alternatives to education as unemployment was widespread. Accordingly, enrolment rates in colleges have 
grown after 2007 when the latest economic crisis hit the country severely and young adolescents did not have 
great opportunities in the labour market (Leonhardt 2010). However, according to the US Department of 
Education, only half of those who began a bachelor programme in 2006 will get that degree within six years 
(Steinberg 2010). 
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The redistributive characteristic of education holds true only when one looks at primary and 

secondary education, and research that has taken into account tertiary education has concluded 

that the top quintiles benefit the most from this in-kind transfer (see next section). These results 

on higher education are slightly compromised by methodological assumptions and choices that 

need to be analysed more carefully. For this reason, I feel it is more useful to study tertiary-level 

education more thoroughly, while primary and secondary education have been adequately 

covered so far. Elsewhere in this thesis, the research on redistributive impacts of non-cash 

income has shown very egalitarian results and great faith in the redistributive power of services. 

Turning our attention to tertiary education might reveal the Director’s Law (see p. 28) aspect of 

welfare states or distinguish between different patterns of distribution among public services. 

 

2.2.2. Methodological Challenges of Higher Education 
 

The limited amount of research that has taken into account tertiary education has found strong 

evidence of the pro-rich character of higher education (Hugounenq 1998; Tsakloglou and 

Antoninis 1999; Sefton 2002; Albouy and Wanecq 2003; Lakin 2004; Callan et al. 2007). 

Despite this fact, Evandrou et al. (1993, 59) have observed that even this kind of a distribution 

can be progressive in the sense that education represents a larger share of the final income of 

lower income households or it is more equally distributed than disposable income.55 In addition, 

Sefton (2002, 34) argues that one should understand the significance of demographic variables 

in explaining this distortion: parents of university-age young adults, now in their middle age, are 

in the heyday of their careers and earning capacity – accordingly, university students often 

belong to the highest deciles. This means, in his opinion, that demographic factors, rather than 

inequality in the access to higher education, influence the distribution of benefits. Nevertheless, 

even if his remark proved partly correct, it should not disguise the real inequalities of access that 

do exist in relation to parental occupation and educational level. 

 

The inclusion of higher education in studies on income distribution increases the importance of 

methodological and theoretical considerations. As a result, a comparison between different 

studies opting for divergent solutions is almost impossible. On a practical level, problems occur 

when in some cases students living outside the parental home have not been taken into account 

in the production of statistics or reports (e.g. Lakin 2004). Alternatively, we can include students’ 

independent households in the data used. In this case, allocating the expenditures of higher 

education directly to the students increases the redistributive impact significantly since students 

                                                
55 We can contrast the volume effect and the relative effect, where the former refers to absolute benefit and 
the latter takes into account the original income. 
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living alone most often belong to the lowest income deciles. Allocating the benefit to the 

student’s family offers a very different picture of the situation. However, this latter way could 

reflect the existing socio-economic inequalities more sharply. Callan et al. (2007) compared the 

empirical results when student households were included as their own independent unit, and 

when only students living at their parental home were included: in the latter case, when student 

households were excluded, tertiary education was significantly more pro-rich (especially in 

Germany, Greece and Ireland of the seven European countries studied). The problem in such 

separation, however, might be the low level of students living at their parental home in some 

countries, for example in Finland they count for only 4 per cent of all students, compared to 

Italy’s 73 per cent (Table 4.2). These are the challenges I attempt to overcome by trying three 

different methods of imputation in the empirical part of the chapter. 

 

In other respects as well, the question ‘who benefits from publicly financed higher education’ is 

not straightforward. Is it the rich who are still over-presented there; the poor who now have an 

easier access to higher education; or the employers who can benefit from a more qualified 

labour-force? Le Grand (1987, 24) predicts that if educational benefits were removed it would 

reduce the number of graduates and hence, their salaries would get higher and finally the 

employers would face larger expenses. So in the end, we find out that the chain of benefits will 

meander through the entire society, influencing factors we cannot take into account when 

conducting research. It is not totally self-evident in which direction distribution is going, nor if 

we can really talk about a vertical redistribution from the rich to the poor. Most importantly, 

this study is only a snapshot image of redistribution, ignoring impacts on future earnings and 

inequality created by education stratifying labour force into low- and high-skilled. But these 

form different – although very important – research questions altogether. 

 

 

3. Statistical Evidence, Imputation Methods and Hypotheses 
 

Several factors influence the results of this study. As they are able to explain the variation 

between countries at least in part, I present them in this section in more detail. Based on this 

account and previous literature, the hypotheses are formulated at the end of the section. 

Considerable effort is also made for the explanation and description of the imputation method of 

tertiary education which differs from the one used in the other chapters of this dissertation. 
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3.1. Public Expenditure and Users  
 

After health care, education is the second largest expenditure category of public services and its 

importance is likely to persist in modern societies emphasizing the value of knowledge and 

human capital. As seen in Figure 4.2, the Nordic countries rank as the most generous spenders 

(Denmark: 7,1 % of GDP) while Spain (3,7 %) and Slovak Republic (3,3 %) spend only around 

half of this; however, this presents still noticeably less variance than in spending on childcare or 

elderly care (see fn 49). As in the case of other public services, the regional differences within 

countries can be considerable. For example in Spain the expenditure per student (other than 

university students) in the Basque Country is almost twice as great as in Andalusia (OECD 

2007c, 22). Where local authorities have the decision-making power instead of central 

government these differences are even more important, this is especially evident in Spain with 

autonomous regions and in Germany with a federal system. Such differences are not taken into 

account in this study. 

 

Figure 4.2. Public Spending on Education by Level of Education as a Percentage of GDP, in 2006. 

Note: In Slovenia primary education also includes lower secondary education while secondary education 
equals to upper secondary education only. 

Source: Eurostat. 
 

The levels of spending on primary and secondary education vary to a lesser extent than 

spending on tertiary education: between 2,4 per cent of GDP in Slovak Republic and 5,2 per 

cent in Iceland. When it comes to tertiary education, the expenditure levels range from 0,8 per 

cent of GDP in Italy to 2,3 in Denmark. However, the magnitude of redistribution depends 

more on the relative value of in-kind benefits, i.e. their size as a share of mean disposable 

income. The variation in this respect is illustrated in Figures 4.3 (different levels of non-tertiary 
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education and 4.4 (tertiary education). Although the range of variation remains similar, some 

changes do occur in comparison to the percentage of gross domestic product: Denmark, 

Norway and Sweden continue as the greatest spenders along with Hungary, while the least 

generous countries are now the United Kingdom, Germany and Iceland. Even though 

Denmark (spending on non-tertiary education is 4,8 % of GDP vs. 49 % of disposable income) 

and Sweden (4,4 % vs. 42 % respectively) rank equally well in both categories, there is no clear 

connection between spending as a percentage of GDP and spending as a share of disposable 

income: Iceland ranking highest in the former is doing far worse when the latter is examined 

(5,2 % of GDP vs. 29 % of disposable income) and the opposite is true for Hungary (3,4 % vs. 

47 % respectively). It is likely that these differences will be reflected in the pattern of 

redistribution towards families with school-aged children, and they are crucial in explaining 

variation between countries.  

 

Figure 4.3. Spending on Non-Tertiary Education per Student as a Share of Mean Disposable Income, in 
2006. In Descending Order for Primary and Secondary Spending Together. 

Source: For spending on primary and secondary education: OECD Education Database. Mean disposable income from 
EU-SILC. 
 
As for tertiary education, Norway and Sweden again demonstrate the most significant 

expenditures, while Slovenia is lacking far behind. In the former group of countries, the 

inclusion of in-kind benefits will almost certainly make a greater impact on income distribution. 

In contrast to expenditure levels (% of GDP) alone, there are some considerable differences in 

the country ranking: while the public expenditure as a percentage of GDP is higher than 

average in Slovenia, the country spends the least when spending is related to disposable income 

(only around 32 per cent compared to Norwegian 86 per cent). Conversely, the Slovak Republic 

appears more generous when the relation to disposable income is under scrutiny.  
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Figure 4.4. Spending on Higher Education per Student as a Share of Mean Disposable Income, in 2006. 

Source: For spending on higher education: OECD Education Database. Mean disposable income from EU-SILC. 
 

Fernandez and Rogerson (1995) argue that the amount of spending determines the number of 

people attending tertiary education: the larger the expenditure, the lower the threshold above 

which people will enrol. In other words, the chance becomes greater that the poor will also 

access universities. However, as Bergh and Fink (2006) have proven, a higher expenditure on 

tertiary education does not necessarily increase the enrolment rate. Instead, they go on to show 

that spending on basic education is more likely to increase the enrolment in higher education: 

the more people there are enrolled in secondary education, the more students are capable of 

proceeding into tertiary education. Hansen (1997) has indeed confirmed many previous results 

indicating that social inequality plays the biggest role in early transitions in education, that is, in 

the decision to continue to upper secondary level after compulsory school. Likewise, those 

“surviving” secondary education have much more equal chances in accessing tertiary education 

regardless of their socio-economic background. However, in the countries studied here, the 

expenditure in basic and in tertiary education are highly correlated (R=0.76), and the Nordic 

countries devote the most resources in both.  Furthermore, Figure 4.5 illustrates the strong 

correlation between public spending on tertiary education and enrolment rate. 
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Figure 4.5. Scatterplot of the Correlation between Public Expenditure on Tertiary Education and 
Enrolment Rates, in 2006. 

 
Note: R= 0.70. 

Source: OECD Education Database. 

 

Countries also differ in their dependency on private financing of the higher education (Figure 

4.6). Naturally greater reliance on student fees or other forms of students’ involvement in 

financing their studies increases the importance of family income in accessing tertiary 

education.56 In this study, student fees are not taken into account but these differences can 

contribute to understanding the reasons behind inequality of access and the distributional 

pattern of non-cash benefits from higher education. In comparison to Nordic countries where 

private financing is basically non-existent and where there are no tuition fees, the share of 

students’ financial obligations in the United Kingdom, Portugal and the Slovak Republic is 

closer to a one-third of total educational expenditure. In the UK, the government has tried to 

accompany the introduction of higher fees with support for students from lower socio-economic 

backgrounds so that the new arrangements would not deter their participation in tertiary 

education; at the same time, the government considers the weaker reliance of universities on 

public funding as a tribute to the success of British higher education (OECD Observer 2006, 8–

9). 

 

 

 

 

                                                
56 More data about public and private financing and tuition fees is presented in OECD 2010a, Indicator B5: 
“How much do tertiary students pay and how much subsidies do they receive?” 
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Figure 4.6. Share of Government and Private Expenditure of Total Spending in 2006. In Descending 
Order for Government Share. 
Source: OECD Education Database.  

 

The magnitude of redistribution depends not only on the amounts spent but also on the socio-

demographic structure of the original income distribution (i.e. based on disposable income) and 

especially on the number of students enrolled. As for many other factors presented in this 

section, the same countries tend to score the highest marks even in this latter issue (see Table 

4.1). Slovenia has the highest participation rate for 20 to 24 years-olds (44,5%) and Finland for 

those aged between 25 and 29 (23,2%, and still more than 10% for the age group of 30–34); the 

British and the Germans have the lowest rates, half of those in Slovenia and Finland (20,1% and 

22,7% respectively for 20 to 24 years old). These rates are not without significance for this study 

since higher participation rates imply more equal access to education and also greater overall 

impact of the in-kind benefits. However, in most OECD countries, higher education is still 

dominated by students from more affluent backgrounds. In 1995, children of highly educated 

parents were two to six times more likely to complete tertiary education compared to children 

whose parents had less than secondary education (OECD 2007c, 39). Eurostudent report (2008, 

Ch. 3) has determined that under-representation of low socio-economic groups still prevails 

throughout all higher education systems. The Netherlands and Finland are estimated as the 

most open systems, and, at the other end, the Slovak Republic, Germany and Estonia appear as 

the least open countries (see also Table 4.3 and Figure 4.7 on inequality of access). This 

important fact is taken into account in my study by imputing the benefit from tertiary education 

also according to educational level of student’s parents. 
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Table 4.1. Enrolment in Tertiary Education as a Share of the Age Group, in 2006. In Descending Order 
for Enrolment for 20 to 24 Years-Olds. 
 

 
Source: OECD Education Database. 

 
Table 4.2. Welfare State Regimes and Education, a Summary. 

 

Table 4.2 considers the variable studied above from the perspective of welfare state regimes. 

Esping-Andersen and Myles (2009, 653) suggest that, as the coverage of health care and 

compulsory education is practically universal in the European Union member states, it is the 

“other” category, such as family services and elderly care, that distinguishes the welfare state 

regimes. Indeed, spending on primary and secondary education is quite similar overall and thus 

even within regimes there exist few great differences. Only Germany and Spain stand out with 

their generally low levels of spending. Higher education seems to conform to a division of five 

clusters. In the Nordic countries, public spending is the greatest and private spending 

unimportant. They have also succeeded in achieving high enrolment levels and relatively equal 

access regardless of parents’ educational level. The continental countries, on the other hand, 

15–19 
years old

20–24 
years old

25–29 
years old

30–34 
years old

35–39 
years old

Slovenia 10,3% 44,5% 13,6% 5,3% 3,7%
Finland 4,1% 39,9% 23,2% 10,3% 5,6%
Norway 2,9% 32,3% 15,9% 6,9% 4,8%
Estonia 9,4% 30,8% 11,9% 7,3% 4,4%

Netherlands 11,3% 30,8% 9,0% 2,3% 1,3%
Sweden 2,8% 30,5% 17,6% 8,2% 5,5%

Italy 9,3% 30,0% 8,7% 2,9% 3,0%
France 13,9% 29,0% 6,5% 4,6% 0,0%
Spain 13,2% 28,8% 9,7% 3,5% 2,0%

Portugal 9,5% 25,4% 8,6% 3,5% 1,9%
Slovak Republic 5,6% 25,1% 6,4% 3,2% 2,3%

Germany 2,6% 22,7% 14,1% 4,0% 1,3%
United Kingdom 11,8% 20,1% 7,7% 4,8% 3,7%

Spending 
% GDP

Spending 
% dpi

Spending 
% GDP

Spending 
% dpi

Enrollment 
20-24 

years old

Enrollment 
25-29 

years old

Inequality 
of access

Private 
spending

Nordic countries Nordic countries
Denmark 4,84 0,49 Finland 1,9 0,51 0,40 0,23 1,43 0,04
Finland 3,86 0,35 Norway 2,1 0,86 0,32 0,16 1,48 0,02
Iceland 5,16 0,27 Sweden 1,8 0,71 0,30 0,18 1,71 0,09
Norway 3,98 0,41 Avergae Nordic 1,9 0,69 0,34 0,19 1,54 0,05
Sweden 4,39 0,41

Avergae Nordic 4,45 0,39

Continental countries Continental countries
France 3,75 0,37 France 1,2 0,62 0,29 0,06 2,26 0,24

Germany 2,83 0,27 Germany 1,1 0,56 0,23 0,14 2,03 0,21
Netherlands 3,55 0,32 Netherlands 1,5 0,67 0,31 0,09 1,35 0,30

Average Continental 3,38 0,32 Average Continental 1,3 0,62 0,27 0,10 1,88 0,25

Southern countries Southern countries
Italy 3,43 0,38 Italy 0,8 0,37 0,30 0,09 1,73 0,48
Spain 2,78 0,35 Portugal 1,0 0,57 0,25 0,09 3,11 0,44

Average Southern 3,11 0,37 Spain 1,0 0,44 0,29 0,10 1,64 0,26
Average Southern 0,9 0,46 0,28 0,09 2,16 0,39

Post-communist countries Post-communist countries
Estonia 3,52 0,36 Estonia 0,9 0,44 0,31 0,12 2,42 0,31
Hungary 3,39 0,46 Slovak Republic 0,9 0,49 0,25 0,06 2,13 0,42
Slovenia 3,98 0,36 Slovenia 1,2 0,32 0,44 0,14 1,56 0,23

Average Post-communist 3,63 0,39 Average Post-communist 1,0 0,42 0,33 0,11 2,04 0,32

Anglo-Saxon countries Anglo-Saxon countries
United Kingdom 3,98 0,19 United Kingdom 1,1 0,36 0,20 0,08 1,89 0,54

Average 3,82 0,36 Average 1,3 0,50 0,30 0,10 1,90 0,30

Higher educationEducation
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have slightly lower spending levels and higher share of private financing sources. The 

Netherlands could fit social-democratic cluster better if it was not for the high share of private 

spending. The Southern countries have even lower levels of public expenditure but higher 

private spending, in this sense they are close to post-communist countries, although the degree 

of inequality of access varies considerably between these countries. The UK differs from the 

other countries due to its high reliance on private financing. 

 

3.2. Imputation of In-Kind Benefits from Education 
 

As the imputation of benefits from non-tertiary education is solely based on age, there is no need 

to go through this simple procedure in great detail. Instead, this section focuses on explaining 

the basis for allocating the monetary value of higher education, i.e. how the “preparation (or 

manipulation) of the data”, on which the analyses are based, was executed. 

 

3.2.1. Non-Tertiary Education 
 

The imputation of in-kind benefits from non-tertiary education is based on age only. As almost 

100 per cent of compulsory school-age children attend primary and secondary education, there 

should not be significant bias of inequality of access (the exact probabilities are detailed in 

appendix Table A.8). Likewise, the dropout rates are so low that they will not impact upon the 

overall distribution of benefits – even though those who drop out are most likely to come from 

the most deprived families. The enrolment rates as well as the spending per person in each 

country are based on OECD Education Database for 2005. The actual size of the benefit 

allocated to an individual is adjusted according to enrolment rate of his/her age, in other words, 

enrolment rate*spending per person (the exact spending and number of students in each level of 

education are detailed in Table A.9).  

 

While access to primary and secondary education is very equal, the sources of inequality are to 

be found elsewhere. The question of the quality of schooling is a significant issue related to 

inequality and returns of education. There is a great deal of variation within countries, cities and 

neighbourhoods regarding this aspect. Disadvantaged groups more frequently attend schools 

with fewer resources and of inferior quality. Therefore, not everybody receives the same value of 

public spending. These differences in quality over all the fields studied here are, however, 

impossible to incorporate into this research.  
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3.2.2. Tertiary Education 
 

As elsewhere in this study, the monetary value of in-kind benefit from tertiary education is 

calculated from the cost of production (i.e. public spending) divided by the number of students 

enrolled in each country (Table A.9). This benefit is then allocated to households according to 

the current enrolment in higher education or to the probability that the household is benefiting 

from public higher education (based on parents’ educational level). The study is based on the 

EU-SILC data for 2007, information on the students’ socio-economic background provided by 

the Eurostudent report (2008), and OECD Education Database for 2006. Detailed STATA 

commands and syntaxes can be consulted in Appendix II. 

 

I. The EU-SILC data contains information on the enrolment in higher education 

(“the level of education currently attended”), thereby, identifying people benefiting from 

higher education spending directly proved to be straightforward. All individuals attending 

tertiary education were then allocated the amount of public spending per student. No 

distinction was made between Type A (theory-based education qualifying for advanced 

research programmes and professions of high skill requirements) and B programmes 

(practical, technical or occupational education) or any other qualitative characteristic of 

programme or institution.  

 

II. However, as explained earlier in this chapter, many students living independently 

from the parental household often belong to the poorest income deciles – but usually only 

temporarily, as shown in many studies on economic return of education (Baum and Payea 

2005). If the non-permanent character of low income is not taken into account in the 

imputation it might bias the results as the allocation of benefits from higher education 

would go in large part to the temporarily poor students. Their parents, at the same time, 

are more likely to belong to the higher income classes due to the unequal access to tertiary 

education. In addition, the amount of students living with their parents varies 

considerably across countries from the Finnish at 4 per cent to the Italians at 73 per cent 

(Table 4.3). Therefore, the comparison between countries is also affected by the above-

mentioned problem as its degree is not equal across countries. 
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Table 4.3. Share of Students Living with Their Parents and Students with Their Own Children, in 
Percentage. 

Source: Eurostudent 2008: pp. 33, 73. 

 

III. As a consequence, three different analyses will be conducted in order to tackle the 

issue of unequal access and the question of who should benefit (the student or his/her 

parents), and to consider the corresponding differences between countries:  

 

 1. Analyses including student households as their independent units (student benefits). 

 2. Analyses excluding student households and thus only including students who live with their parents 

(student benefits).  

 3. Analyses adding excluded students to their potential parental households (student and parents benefit).  

 

In the second and third analyses, households considered as ‘student households’ include those 

students living alone or living with another person without children (childless couple)57. 

‘Student’ means here a person under the age of 3058 who is concurrently enrolled in tertiary 

education and defines his/her economic status as student (“self-defined economic status” in EU-

SILC).59 As a result of the elimination of these households in the data, the comparison before 

and after the inclusion of benefits from higher education is not biased by the temporarily poor 

students (whose parents’ income is more likely to characterise their future income level and the 

persistent inequalities in the society). Table 4.5 shows the number of deleted students in each 

country. 

 

                                                
57 Thus, those students who have their own dependant children remain in the data after this procedure (see 
Table 4.3). 
58 I have chosen an age limit of 30 reflecting the logic that older students are already independent of their 
parents. However, the age limit does not make a huge difference to the amount of students eliminated in the 
data. 
59 The use of “self-defined” students instead of people “currently in higher education” seems to correspond to 
the economic status of the individual better since in some countries there are, for example, pensioners and 
housewives currently in higher education, or adults completing their studies whilst employed etc. The 
exclusion of such households from the procedure seems more reasonable than deleting a pensioner who 
cannot be considered as a student from the economic perspective. 

Live with 
parents

Have 
dependant 

children

Live with 
parents

Have 
dependant 

children

Finland 4 9 Netherlands 39 6
Norway 7 22 France 43 5
Sweden 10 17 Slovenia 49 8

United Kingdom 19 5 Portugal 55 4
Germany 23 6 Spain 64 4
Estonia 29 11 Italy 73 3

Slovak Republic 31 15
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IV. In the third analysis, this procedure is followed by the inclusion of the deleted 

students to their “potential parental households” so that the number of students in the 

data would remain the same as before the elimination of independent student households. 

These potential households are headed by a person of 40 to 60 years old (the likely age of 

a university student’s parent and also the one used in Eurostudent report). Since the 

probability of having a child in higher education varies depending on the highest 

educational level attained by the parent, the inclusion of students into new households is 

also based on this factor. Eurostudent report (2008) provides data on the educational level 

of students’ parents and the whole population of 40 to 60 years old in order to reflect the 

over- or under-representation of students with certain social backgrounds. Some studies 

use parents’ occupation instead of their educational level as an indicator of students’ social 

background (e.g. Albouy and Wanecq 2003), however, in comparative studies educational 

background has the advantage of a greater reliability due to better and simpler 

international standards in coding (Eurostudent 2008, 57).  

 

Table 4.4. The Composition of the Student Body by the Educational Level of Father. 

Note: a.) While the figures only refer to student’s father, I have used these for both parents in the imputation 
and tracking down “potential parental households”. 
b.) In the case of the United Kingdom, the figures actually refer to England and Wales only and all non-
tertiary education are collapsed together in “upper secondary”. 

Source: Eurostudent (2008). 
 
 

Based on Eurostudent report, Table 4.4 displays the composition of the student body of higher 

education establishments by father’s educational level. However, these figures cannot illustrate 

the educational inequalities alone but need to be connected to the educational composition of all 

men of 40 to 60 years old; only the ratios between the students’ fathers and the whole male 

population can be used as an indicator of inequality (Figure 4.7). For example, at first glance, 

one might assume that Portugal has equal access to tertiary education as most of the students 

Lower 
secondary 

Upper 
secondary

Tertiary
Post-secondary 

non-tertiary

Estonia 5% 13% 46% 37%

Finland 25% 32% 43% -

France 22% 37% 43% -

Germany 5% 32% 63% 1%

Italy 38% 44% 19% -

Netherlands 30% 12% 42% 15%

Norway 13% 44% 40% 3%

Portugal 57% 15% 28% -

Slovak Republic 3% 57% 32% -

Slovenia 11% 61% 28% -

Spain 28% 31% 41% -
Sweden 17% 37% 29% 17%

United Kingdom  - 49% 51% -
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have a father of  low educational level (57 per cent), but once it is understood that in fact 80 per 

cent of the Portuguese males between 40 and 60 years old have only a elementary school 

qualification it is no longer surprising, while the ratio shows that children of highly educated 

parents have a much greater chance to continue at the tertiary level of education. We see that in 

all countries students with highly educated fathers are over-represented (ratios above 1), while in 

the Netherlands and Finland this ratio is the lowest (1,35 and 1,43 respectively). 

 
 

Figure 4.7. The Ratio Between Student’s Fathers Educational Level and The Level of Education of All 
Men of 40 to 60 Years Old. 

Note: Ratio of 1 means that the student body reflects perfectly the entire male population of 40 to 60 years old, 
while ratios below this mean under-representation and ratios above mean over-representation in the student 
body. 

Source: Eurostudent (2008). 
 

Instead, the figures in Table 4.4 can illustrate how a certain amount of places at the university 

would be allocated among households. This is necessary in order to proceed in my method as I 

am attempting to connect the precise number of deleted students to different households.60 

Using this description of the current student body, we have an estimate of the educational 

background of deleted students. The exact amount of deleted students is added to the same 

number of randomly chosen households of each educational level and with a household 

member of 40 to 60 years old. Now that we have detected the potential parents we allocate 

them the benefit from higher education. Educational spending is imputed to households 

according to the shares shown in Table 4.4: for example, in Finland 43 per cent of deleted 

benefits go to persons with tertiary education, 32 per cent and 25 per cent to people with lower 

                                                
60 If we knew the actual numbers of parents with different educational level having children in higher 
education, we could simply deduce probabilities from these figures the same way as in the case of elderly 
care without the need to connect the exact amount of deleted benefits to potential beneficiaries: 
probability*spending would then be allocated to all individuals of 40 to 60 years old. 
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levels of education.61 In order to take into account the addition of the potential student, not only 

on the benefit side but also on the expenditure side, the household size is adjusted for the 

addition of a new person to the household.62 Disposable income and in-kind benefit are 

equivalised according to this.63 Table 4.5 shows the number of students deleted in each country 

and their share of all the self-defined students. We can estimate that the importance of this third 

analysis is less significant in countries such as Portugal, Slovenia, and the Slovak Republic as 

only as few as 1 per cent of the students were deleted. In contrast, in Finland, Sweden and 

Norway, the deleted students add up to more than 40 per cent of all the self-defined students. 

 

Table 4.5. Number of Students in Higher Education in the EU-SILC and the Students Deleted. In 
Descending Order for the Share of Deleted Students. 

 

Note: a.) First and second column: the total number of people currently in higher education and those who in 
addition define their economic status as student. 
b.) Third column: Share of self-defined students of people currently in higher education. 
c.) Fourth and fifth column: Deleted students in the second and third analyses of this chapter and their share of 
self-defined students. 

 

 

 

 

 

                                                
61 Of course, it could be that the deleted students are more likely to be the children of richer parents who can 
afford to live independently with the help of their parents’ financial resources but as we have only limited 
data we have to assume that this is not the case. 
62 The adjustment of household size might be too radical: the benefit allocated is not the entire benefit, so 
maybe also the adjustment should be relative to the share of benefit received. However, I have added 0.5 
(=value of an additional adult) to households receiving the “deleted student/benefit”. 
63 However, I have not taken into account the disposable income of the deleted students as the main 
component of this income is usually an education grant that is most often connected to parents’ income level, 
especially if student is living with his or her parents. 

In Higher 
education

Self-defined 
"student"

Share of self-
defined 
students

Number of 
students 
deleted

Share of 
deleted 
students

Finland 1217 501 0,41 256 0,51

Sweden 623 505 0,81 215 0,43

Norway 758 411 0,54 167 0,41

Netherlands 938 484 0,52 113 0,23

Germany 1115 796 0,71 205 0,26

France 1045 834 0,80 120 0,14

United Kingdom 627 222 0,35 16 0,07
Italy 2377 1789 0,75 76 0,04

Estonia 684 367 0,54 11 0,03

Spain 1651 1068 0,65 13 0,01

Portugal 374 273 0,73 4 0,01

Slovenia 3224 2089 0,65 20 0,01

Slovak Republic 904 667 0,74 6 0,01
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3.3. Hypotheses 

 
In the empirical section, I test four basic hypotheses drawn from the existing literature and 

statistical evidence presented above. 

 
H1. The underlying hypothesis of this study is that non-tertiary education reduces income 

inequalities, while tertiary education disproportionately benefits the higher income classes. 

H2. Primary and secondary education performs as a more efficient instrument of redistribution 

compared to ECEC services or higher education because the amount of beneficiaries is 

significantly higher.  

H3. As for tertiary education, the method of conducting the empirical analyses is very likely to 

affect the results. Therefore, I investigate this aspect more thoroughly in comparison to previous 

studies: 

 H3a. Excluding student households from the data equalizes the distribution of disposable 

income since mostly poor independent student households are no longer taken into account.  

 H3b. Instead, the distribution of the benefits from tertiary education now concentrates in 

the higher income quintiles as we take into account only the students living with their parents.  

 H3c. Moreover, incorporating the excluded students to their potential parental households will 

enhance this result even further. 

 H3d. Countries vary greatly in this respect and this procedure has only a trivial effect on 

countries where a majority of students already live with their parents. 

H4. The differences between countries vary according to inequality of access, level of 

enrolment, and spending per student.  

 H4a. While the enrolment in tertiary education may never reach 100 percent, the greater 

the enrolment in higher education, the more equal the access and thus the more levelled the 

distribution of benefits between income classes.64 

 H4b. Both a higher per capita spending and a greater number of students are likely to 

contribute to a more important effect on income distribution (the former applies also for non-

tertiary education).  

 

 

                                                
64 However, some studies have stated that the expansion of higher education has still benefited richer children 
relatively more (Blanden and Machin 2004). Of course, this research result for the United Kingdom does not 
deny the fact that poorer people have also seen their opportunity in accessing tertiary education increase but 
it means that, overall, the distribution of benefits from higher education has remained the same or even 
become more unequal. 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 108 

4. Results: Primary and Secondary Education 
 

Hypothesis H1 is confirmed in Table 4.6 regardless of the indicator of inequality employed. 

Quintile share ratio points to the greatest effect on inequality, 17 per cent on average, while 

percentile ratio indicates an especially meagre reduction in the Nordic countries where, owing 

to generous cash benefits for families, few children live in the bottom decile of the income 

distribution. When ordered according to the size of reduction in inequality (s80/s20), Hungary 

and Italy rank the highest. After the inclusion of in-kind transfers from education, the gap 

between the richest and the poorest income quintiles is shrunk by a fifth in these countries. 

Finland and Germany have the weakest reductions, 5 percentage points below the average. 

Compared to ECEC services, the volume of reduction is significantly greater: in Hungary 

(which also ranks the best for ECEC reduction) the inclusion of ECEC services contributed to a 

reduction of 7 per cent while non-tertiary education decreased the level of inequality three times 

more (H2).  

 

Table 4.6. The Impact of Primary and Secondary Education on Income Inequality, in Descending Order 
for Reduction in Inequality (s80/s20). 

 
The distance between the most equal and unequal country narrows significantly yet, except for 

minor shifts, there are no substantial differences in country ranking before and after the 

inclusion of education (Sweden, Italy and Hungary improve their ranking, while the position of 

Denmark, Finland and the UK falls). Overall, country clustering along the lines of traditional 

welfare state regime theory does not seem to hold when we study the redistributive impact of 

primary and secondary education.  

 

The distribution of benefits across income quintiles is shown in Figure 4.8 It resembles the 

distribution of benefits from ECEC services with two clear exceptions: Spain and the United 

Kingdom. In these countries the richest quintile benefits the most from ECEC transfers but here 

EDUCATION

Disposable 
income

 + 
Education

Impact on 
inequality

Disposable 
income

 + 
Education

Impact on 
inequality

Disposable 
income

 + 
Education

Impact on 
inequality

Hungary 3,08 2,67 13% 3,69 2,84 23% 0,257 0,232 10%
Italy 4,11 3,74 9% 5,45 4,27 22% 0,317 0,293 7%

Norway 2,80 2,70 4% 3,57 2,89 19% 0,235 0,218 7%
Spain 4,22 3,81 10% 5,29 4,29 19% 0,311 0,288 7%

Netherlands 2,90 2,73 6% 3,89 3,18 18% 0,268 0,247 8%
France 3,18 2,88 9% 3,81 3,13 18% 0,263 0,243 7%
Sweden 2,73 2,62 4% 3,35 2,77 17% 0,232 0,216 7%
Estonia 4,27 3,94 8% 5,54 4,59 17% 0,332 0,311 6%

Denmark 2,71 2,69 1% 3,50 2,93 16% 0,241 0,230 4%
United Kingdom 4,20 3,81 9% 5,44 4,59 16% 0,326 0,305 6%

Iceland 2,98 2,78 7% 3,95 3,35 15% 0,280 0,257 8%
Slovenia 2,80 2,64 6% 3,23 2,78 14% 0,228 0,213 6%
Germany 3,62 3,37 7% 4,76 4,20 12% 0,296 0,280 5%
Finland 3,01 2,97 1% 3,71 3,28 12% 0,261 0,247 5%

Average 7% 17% 7%

p90/p10 s80/s20 Gini coefficient
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the picture is quite the opposite due to more equal access to primary and secondary education. 

In Italy and France, the distribution is also significantly more pro-poor for educational transfers 

in contrast to ECEC benefits. In general, compared to childcare, distribution is more even 

across income quintiles and also focused more clearly on lower income classes. This pattern 

results from the general economic position of children in each country. As found in previous 

studies, education is an efficient transfer towards the lowest income classes, but in as many 

countries it benefits the middle classes the most. 

 

Figure 4.8. Distribution of In-Kind Benefits from Primary and Secondary Education across Income 
Quintiles. 

 

When we study the economic importance of in-kind transfers to different income quintiles, we 

observe that it equals on average to 10 per cent of households’ disposable income (compared to 

2 per cent of ECEC). Education equals 36 per cent of the disposable income of the bottom 

quintile in Hungary and 31 per cent in Italy. While we cannot automatically conclude that 

households with school-age children are 36 per cent richer when education is accounted for, we 

can say that they would need to spend a great share of their income on education if it was not 

publicly provided. In Germany and Finland the shares are less important, almost half of these 

(Table A.8). When we turn our attention to households with children only, we firstly detect a 

great difference between single-parent families and other families with children (Figure 4.9). 

Secondly, we notice an important variance between countries. Two things should be mentioned 

in order to comprehend the picture given in more accurate terms: on average, single-parent 

families have lower disposable income than other families with children (in the UK, 40 per cent 

smaller). Moreover, when in-kind benefit is equivalised according to household size it will be 

greater in single-parent families with one adult less. These factors explain why the economic 
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value of in-kind transfer from education is almost twice as great for single-parent households 

than for other families. 

 

Figure 4.9. Relative Share of In-Kind Transfer from Primary and Secondary Education to Single-
Parent Families and Families with Children, as a Share of Disposable Income. 

 
 

5. Results: Tertiary Education: Varying Patterns 
 

This section presents the results based on the three different analyses when students are 

included, excluded, and added to potential parental households. One of the underlying 

hypotheses (H4a) was related to the enrolment rate. Figure 4.10 below proves this hypothesis on 

the negative correlation between enrolment rate and inequality of access to be correct with a 

few outliers (most notably Slovenia and the UK). As the enrolment rate increases, the system 

appears to be more open and student’s social background matters less. Many of the following 

analyses stem from this fact and from the ranking of countries in this respect. 

 

Table 4.7 compares the alternative methods of imputation. The greatest impacts are found 

when using quintile share ratio as the indicator of inequality. For different options of imputation 

the average reduction of inequality varies between 3 (2nd option) and 7 per cent (1st option), thus 

comparable to redistributive effect of childcare and elderly care. In contrast to the results 

received from the Gini coefficient or percentile ratio, higher education seems to marginally 

diminish the gap between the rich and the poor when analysed with the quintile share ratios. 

However, only when student households are included (1st option) is there a clear indication that 

higher education lessens the gap between the two extremes. This is especially the case in 

Norway, Germany and Sweden. Interestingly, however, the third imputation option is slightly 
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more equalizing than the second. This contradicts hypothesis H3c that the third option would 

enhance the inequality effect of the second imputation option. This might result from the 

change in household size as in the third option the addition of an extra household member is 

taken into account in the equivalised household income. This is slightly problematic because we 

do not take into account other resources the “added student” can bring with him/her to the 

household, such as educational grants or supplementary income, important sources of income 

especially in the Nordic countries or Germany. This is why it perhaps makes more sense to 

place the principal emphasis on interpreting the distribution of benefits (see next section).  

 

Figure 4.10. Scatterplot of Inequality of Access by Enrolment Rate. 
 

 
Note: a.) Inequality of access refers to the ratio of the probability in accessing higher education between the 
children of parents with lower secondary education and tertiary education as shown in the Figure 4.7 above. 
Therefore, higher ratio means more unequal and closed system. 
b.) Enrolment rate is the rate for 20 to 24 years old as shown in Table 4.4. 
c.) R= –0.72. 

 

The choice of imputation method does not seem to have an effect on the Gini coefficient or 

percentile ratio, contradicting the third hypothesis (H3). For disposable income alone, it remains 

basically the same in all countries. In Germany, Norway and Sweden there was some decrease 

in inequality when independent student households were removed from the data, but less so in 

Finland, the Netherlands or France – even if the data of these countries were managed equally 

heavily (H3a). Thus, the elimination of some students meant getting rid of the low-income 

households in a few countries only; in the majority of countries very few cases were deleted in 

the first place.  
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The comparison before and after the inclusion of in-kind transfers from higher education 

confirms the first hypothesis (H1) only when percentile ratio is used: with this measure, 

regardless of the method employed, income distribution becomes more unequal after the 

inclusion of higher education in all countries except for the United Kingdom and Sweden (and 

Germany for the first option). The unequal character of higher education is especially accurate 

for Slovenia and the Netherlands. In other countries, changes are smaller but the direction is 

still clear. The Gini coefficient shows only marginal changes in both directions. It is probably 

due to the fact that only a few people benefit from higher education that it does not have the 

potency of affecting income distribution when assessed with Gini.  

 

Table 4.7. The Impact of Higher Education on Income Inequality, in Descending Order for Reduction 
in Inequality (s80/s20). 

 

OPTION 1.

Disposable 
income

 + Higher 
education

Impact on 
inequality

Disposable 
income

 + Higher 
education

Impact on 
inequality

Disposable 
income

 + Higher 
education

Impact on 
inequality

Norway 2,80 2,78 1% 3,57 2,94 18% 0,235 0,232 1%
Germany 3,62 3,52 3% 4,76 4,15 13% 0,296 0,291 2%
Sweden 2,73 2,67 3% 3,35 2,99 11% 0,232 0,228 2%

Netherlands 2,90 2,98 -3% 3,89 3,58 8% 0,268 0,268 0%
Finland 3,01 3,02 0% 3,71 3,43 8% 0,261 0,259 1%
Spain 4,22 4,24 0% 5,29 4,93 7% 0,311 0,308 1%
France 3,18 3,17 0% 3,81 3,55 7% 0,263 0,261 1%
Italy 4,11 4,09 0% 5,45 5,20 5% 0,317 0,313 1%

United Kingdom 4,20 4,09 3% 5,44 5,21 4% 0,326 0,323 1%
Slovak Republic 2,81 2,86 -2% 3,46 3,33 4% 0,244 0,244 0%

Portugal 5,23 5,30 -1% 6,46 6,34 2% 0,368 0,369 0%
Slovenia 2,80 2,90 -4% 3,23 3,19 1% 0,228 0,231 -1%
Estonia 4,27 4,27 0% 5,54 5,51 0% 0,332 0,335 -1%

Average 0% 7% 0%

OPTION 2.

Disposable 
income

 + Higher 
education

Impact on 
inequality

Disposable 
income

 + Higher 
education

Impact on 
inequality

Disposable 
income

 + Higher 
education

Impact on 
inequality

Norway 2,70 2,79 -3% 3,41 3,20 6% 0,229 0,233 -2%
Germany 3,56 3,54 0% 4,68 4,45 5% 0,294 0,292 1%

United Kingdom 4,20 4,10 2% 5,43 5,21 4% 0,326 0,323 1%
Slovak Republic 2,81 2,85 -1% 3,46 3,32 4% 0,244 0,244 0%

Italy 4,10 4,09 0% 5,43 5,21 4% 0,316 0,314 1%
Spain 4,22 4,24 0% 5,28 5,10 3% 0,311 0,308 1%

Sweden 2,67 2,67 0% 3,28 3,16 3% 0,229 0,230 0%
Finland 2,99 3,03 -1% 3,67 3,56 3% 0,259 0,260 -1%

Netherlands 2,88 3,00 -4% 3,84 3,76 2% 0,266 0,270 -1%
Portugal 5,22 5,31 -2% 6,46 6,35 2% 0,368 0,369 0%
Slovenia 2,79 2,90 -4% 3,22 3,20 0% 0,227 0,231 -2%
Estonia 4,27 4,27 0% 5,53 5,51 0% 0,332 0,335 -1%
France 3,18 3,17 0% 3,79 3,79 0% 0,262 0,262 0%

Average -1% 3% 0%

OPTION 3.

Disposable 
income

 + Higher 
education

Impact on 
inequality

Disposable 
income

 + Higher 
education

Impact on 
inequality

Disposable 
income

 + Higher 
education

Impact on 
inequality

Norway 2,73 2,78 -2% 3,43 3,16 8% 0,230 0,232 -1%
Germany 3,56 3,57 0% 4,68 4,42 6% 0,295 0,293 1%
France 3,16 3,17 0% 3,81 3,60 5% 0,263 0,261 0%
Sweden 2,71 2,67 1% 3,29 3,13 5% 0,230 0,228 1%

Italy 4,09 4,08 0% 5,43 5,20 4% 0,316 0,313 1%
Slovak Republic 2,81 2,85 -1% 3,47 3,32 4% 0,244 0,244 0%
United Kingdom 4,20 4,10 3% 5,43 5,21 4% 0,326 0,323 1%

Finland 3,01 3,02 -1% 3,69 3,54 4% 0,260 0,260 0%
Spain 4,19 4,24 -1% 5,24 5,06 4% 0,309 0,308 0%

Netherlands 2,89 3,00 -4% 3,87 3,75 3% 0,268 0,270 -1%
Portugal 5,22 5,31 -2% 6,45 6,34 2% 0,368 0,369 0%
Slovenia 2,79 2,90 -4% 3,22 3,20 1% 0,228 0,231 -2%
Estonia 4,28 4,28 0% 5,54 5,52 0% 0,333 0,335 -1%

Average -1% 4% 0%

p90/p10 s80/s20 Gini

p90/p10 s80/s20 Gini

p90/p10 s80/s20 Gini
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The variance between countries is more visible only for the first option measured with quintile 

share ratio; otherwise the level of inequality reduction varies within a quite narrow range and 

country ranking does not change significantly. Regardless of the imputation method used, in 

terms of inequality reduction (s80/s20) Norway and Germany perform the best and Estonia and 

Slovenia the worst. The effect in Germany is quite surprising: firstly, because it is only a median 

spender in higher education (compared to Norway with the largest spending per capita) and it 

does not rank high in any other factors investigated either. But while Germany contradicts the 

hypothesis H4b, other countries seem to conform better to the proposition that higher per capita 

spending relates to greater effects in reducing inequality. Secondly, Eurostudent report (2008) 

estimated Germany to epitomize one of the most unequal educational systems in Europe, while 

the Netherlands and Finland (performing much worse in these analyses) were named as 

examples of the most open systems. In general, the supposition that the effects of higher 

education would vary from country to country depending on the openness of the educational 

system does not seem to hold. However, free public education and low level of tracking in the 

earlier levels of education ensure that people from lower social groups have an easier access to 

education in the Nordic countries, and we do see that these countries are able to reduce 

inequalities above the average rate. The results received here may also reflect the different 

economic returns of education in each country: the degree to which higher education is 

connected to increased earnings varies across countries: in countries where the majority of 

adults have a university degree, the value of education is likely to inflate and thus parents’ 

educational level is not so closely tied to their income level. 

 

These surprisingly modest changes in income distribution do not entail that higher education 

would have no consequences for the egalitarian ambitions of the welfare state. When 

investigating further and examining solely the distribution of benefits from higher education, we 

observe a rather different pattern where the importance of imputation method becomes clear. 

This pattern changes considerably with the three options (Figure 4.11): when students are 

excluded we see a rather pro-rich distribution of benefits (conforming to H3b). Instead, when 

students are included as their own independent households, the distribution in many countries 

changes to quite obviously beneficial for the low-income classes. This is the case especially in the 

Nordic countries and to a lesser extent in France, Germany and the Netherlands. As suggested 

earlier, this reflects the fact that within these countries students often form independent 

households and thus more frequently belong to the lowest income quintiles. Nevertheless, this 

pattern also holds true for Norway and Sweden when student households are excluded 

indicating that, in these countries, the distribution of in-kind benefits is the most equal. 

Complying with my third hypothesis (H3d), the methodological choice provoked the most 
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substantial differences in the countries where the share of students living with their parents was 

the smallest; instead, in Eastern and Southern European countries the pattern of distribution 

remained quite similar. 

 

Figure 4.11. Distribution of In-Kind Benefits from Higher Education by Income Quintile. 
 

Note: Since the distribution of benefits is very similar for the 2nd and the 3rd option, this figure shows only the 
latter one and the 1st option. 
 

Table 4.8 completes the figure shown above. It compares in-kind transfers’ quintile share ratios 

(the ratio between the average benefit that the richest and the poorest income quintile receives) 

when employing the three different methods. In all countries, in-kind benefit is more equally 

distributed than disposable income, the only exception being Slovenia where higher education is 

the most unequally distributed among the income classes. In the 1st option, in-kind transfers are 

benefiting the lowest income quintile more than the highest one in half of the countries studied. 

In Southern and Eastern European countries the distribution of benefits was less equal. 
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Compared to the 1st option, the two other ways of imputation, where student households are 

excluded show considerably more pro-rich distribution of benefits. Regardless of the means of 

imputation employed, Sweden and Norway rank as the most equal and, at the other extreme, 

Estonia, Portugal, and to a lesser extent Slovenia and Spain as the most unequal countries when 

it comes to the distribution of benefits from higher education. 

 
Table 4.8. Quintile Share Ratio for In-Kind Transfers from Higher Education in Ascending Order for 
the First Option. 

 
As we should also consider the significance of this in-kind transfer for different income quintiles, 

Table 4.9 contains information on the non-cash transfer as a share of disposable income (thus, 

contrasting volume and relative impact in the way that Evandrou et al. (1993) suggested). For the 

richest income quintile, its importance is only trivial, regardless of the imputation method or 

country. Instead, as a share of the disposable income of the bottom quintile, in-kind benefit from 

higher education is very significant at least in Norway, Germany and Sweden when the first 

imputation option is employed. However, the methodological choice determines this relative 

impact: when the first method is used, higher education makes up 24 per cent of the disposable 

income in Norway compared to 9 and 12 per cent when the second and the third options are 

used. 

 
Table 4.9. In-Kind Transfer from Higher Education as a Share of Disposable income, in Descending 
Order for 1st Option (Q1). 

Q1 Q5 Q1 Q5 Q1 Q5
Norway 0,24 0,03 0,09 0,02 0,12 0,03

Germany 0,14 0,02 0,07 0,02 0,08 0,02
Sweden 0,14 0,01 0,05 0,01 0,07 0,01

Netherlands 0,12 0,03 0,05 0,03 0,06 0,03
Finland 0,10 0,02 0,05 0,02 0,06 0,02
France 0,09 0,02 0,06 0,02 0,08 0,02

Slovak Republic 0,07 0,03 0,07 0,03 0,07 0,03
Spain 0,07 0,03 0,06 0,03 0,06 0,03
Italy 0,06 0,01 0,06 0,01 0,06 0,01

Slovenia 0,06 0,05 0,05 0,05 0,06 0,05
United Kingdom 0,05 0,01 0,05 0,01 0,05 0,01

Portugal 0,05 0,03 0,05 0,03 0,05 0,03
Estonia 0,04 0,03 0,04 0,03 0,04 0,03

 Student households 
included

 Student households 
excluded

Potential parental 
households

 Student 
households 

included

 Student 
households 

excluded

Potential 
parental 

households

Sweden 0,34 0,81 0,71
Norway 0,37 0,91 0,82

Germany 0,63 1,19 1,13
Finland 0,73 1,44 1,25
France 0,74 1,04 0,92

Netherlands 0,90 2,15 1,78
United Kingdom 0,93 0,96 0,97

Italy 1,28 1,40 1,36
Slovak Republic 1,37 1,37 1,35

Spain 2,19 2,25 2,18
Slovenia 2,74 2,92 2,88
Portugal 3,99 4,16 4,14
Estonia 4,78 4,96 4,80
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Table 4.10. Ranking of Countries by Different Variables in Order of Average Ranking. 

 
Note: The data refer to Tables 4.1, and Figures 4.2, 4.3, 4.6, and 4.7. 

 
Table 4.10 summarizes the ranking of countries for different measures and indicators 

hypothesized as important when investigating the determinants of distribution of non-cash 

transfers. Based on the average ranking we can distinguish three groups: the best performing 

countries are the Nordic countries and the Netherlands, the well-known social-democratic 

cluster of the welfare states; in the second group we have the very heterogeneous welfare states 

of Slovenia, France, Spain, and Germany; and the last group gathers the poorest countries of 

the sample, the Slovak Republic, Estonia and Portugal as well as Italy and the United Kingdom. 

The “success” in one domain is normally reflected in other domains as well. Hence, the 

countries of the first group rank highest in almost all measures used. However, the correlation 

between ranking and distribution of benefits is not very strong as shown in Figure 4.12. In the 

figure, I have used results of the 3rd option but the relation is only slightly stronger when the 1st 

option is used. Table 4.11 presents a correlation matrix of these different aspects of higher 

education, some which have already been discussed above. What seems to be strongly associated 

with an unequal distribution of benefits is lower level of spending per capita (as a share of 

disposable income) and higher initial level of inequality (for disposable income). On the other 

hand, inequality of access or enrolment rate do not correlate with the ratio between benefits 

received by the richest and the poorest quintile (contrary to hypothesis H4a). 

 

 

 

 

 

Inequality 
of access

Enrolment 
rate, 

20–24 
years old

Public 
spending, 
% of GDP

Benefit, 
share of 

disposable 
income

Private 
financing, 
share of 

total

Average 
ranking

Norway 5 3 1 1 1 2
Finland 2 2 2 7 2 3
Sweden 4 6 3 2 3 4

Netherlands 1 5 4 3 8 4
Slovenia 6 1 5 13 5 6
France 9 8 6 4 6 7
Spain 3 9 10 10 7 8

Germany 11 12 7 6 4 8
Portugal 10 10 9 5 11 9
Estonia 12 4 11 9 9 9

Italy 8 7 13 11 12 10
United Kingdom 7 13 8 12 13 11
Slovak Republic 13 11 12 8 10 11
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Figure 4.12. Scatterplot of Inequality in Distribution of In-Kind Benefits and Average Ranking for 
Different Dimensions of Higher Education, 3rd Option. 

 
Note: a.) Average ranking is the ranking of countries for inequality of access, enrolment rate, public spending, 
and share of private financing as shown in Table 4.10. 
b.) Quintile share ratio in the y-axis is the quintile share ratio for the option 3 when excluded students are 
added to potential parental households, Table 4.8. 
c.) R= 0.28 (correlation for ranking and 1st method, R= 0.40). 
 
 
Table 4.11. Correlations between Different Aspects of Tertiary Education. 

 

Note: See Figure 4.12. 

 

 

Quintile share 
ratio, 3. 
option

Quintile share 
ratio, 1. 
option

Public 
spending % 

GDP

Spending 
per capita

Private 
financing

Inequality of 
access

Enrolment 
rate, 20–24 
years old

Inequality of 
disposable 

income

Quintile share ratio, 
3. option 1.0000

Quintile share ratio, 
1. option 0.9717 1.0000

Public spending % 
GDP -0.4207 -0.5034 1.0000

Spending per capita
-0.6361 -0.7174 0.6139 1.0000

Private financing
0.4180 0.4973 -0.8850 -0.5875 1.0000

Inequality of access
0.0661 0.1629 -0.4515 -0.0194 0.4407 1.0000

Enrolment rate, 
20–24 years old -0.0436 -0.1518 0.6973 -0.0087 -0.6411 -0.7188 1.0000

Inequality of 
disposable income 0.5261 0.5542 -0.4861 -0.4614 0.5717 0.1048 -0.3649 1.0000
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6. Conclusion 
 

Based on the results of this chapter we can state with confidence that in-kind benefits received 

from non-tertiary education constitute an efficient tool in reducing inequalities in all countries, 

especially when quintile share ratio is used. This finding corroborates the results shown in other 

studies using a similar method. The greatest reduction in inequality was found in Hungary and 

Italy, both countries where children are over-represented in the lowest income quintile, the 

weakest effect was produced in Finland and Germany. In the case of education, we cannot rely 

on Esping-Andersen’s typology if only spending and provision of education are studied as all the 

countries provide these services for free and no distinction between the responsibility of state, 

market or family is necessary. Therefore, differences between countries are smaller and also 

somewhat less interesting than those of ECEC services, elderly care and higher education 

studied in this dissertation.  

 

Nevertheless, education is not necessarily an insignificant topic when income inequality is 

considered and country differences may be greater than shown here if more detailed analysis 

could be conducted. In the future research more focus should be devoted to the study of school 

differences and how these accumulate with other social disadvantages. What kinds of differences 

exist between countries in this respect? A more pronounced overall inequality in a given country 

might lead to greater differences in quality of schools as well as more marked social and 

economic distances between rich and poor neighbourhoods. How do different policies attack 

school and neighbourhood segregation and their impact to redistribution as studied in this 

chapter? The more general results here should offer motivation for further research on these 

issues. How do European societies fare when school quality is taken into account: to what extent 

do more affluent children go to better schools with more resources? Answering these questions 

may benefit more from different welfare typologies and also contribute to this strand of 

literature with new insights. 

 

The latter part of the chapter examined the distribution of non-cash benefits from higher 

education and their impact on income distribution in thirteen European countries. The 

literature on higher education and inequality contains a very limited amount of similar studies, 

with fewer countries and more restricted comparisons between different methods of identifying 

the beneficiaries. In order to contribute to this literature, I employed three alternative methods 

to deal with independent student households and to take into account the inequality of access to 

tertiary education in a way that has not yet been attempted (the 3rd option). The objective of this 
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chapter was to investigate the impact of the different methods on the results and further 

examine the factors behind the variations between countries. 

 

Based on these analyses it is obvious that the results depend on the method of imputation as well 

as on the indicator used. The impact is especially significant on countries where more 

independently living students are found, owing to the fact that the alternative method 

concentrates especially on detecting the social background of these “parentless” students. The 

choice of imputation method also affects country ranking, while Norway and Germany 

remained the most effective countries in reducing inequalities regardless of the method used. 

Quintile share ratio offered evidence that higher education can actually reduce income 

inequalities to almost the same degree as childcare or elderly care, but with the exception of the 

first imputation option, the reduction was still marginal. Moreover, the impact of higher 

education on the Gini coefficient or percentile ratio was negligible and in fact more or less 

contrary to the findings with quintile share ratio: after the inclusion of in-kind benefits from 

higher education, the Gini coefficient proved the distribution of disposable income to be 

moderately equalizing in some countries and moderately inegalitarian in others, while we can 

discern a definite pro-rich effect when percentile ratio is used. This means that the very poorest 

do not benefit from higher education, an expected result. However, the hypothesis of higher 

education as pro-rich is only partially accurate. 

 

While the changes were modest when income distribution was studied on the whole, more 

substantial changes could be detected when only the distribution of in-kind benefits was 

analysed. The distribution of in-kind benefits from higher education turned out to be pro-rich in 

all countries except in Sweden, Norway, France and the United Kingdom when students were 

added to their potential parental households. Regardless of the method, the most unequal 

countries were, by far, Estonia and Portugal, and to a lesser extent Spain and Slovenia.  

 

The social make-up of the student body is not an unexamined factor in policy debates. Indeed, 

the improvement of social equity is increasingly acknowledged as a pre-requisite for labour 

market competitiveness in Europe. This chapter offered more evidence about the existing 

inequalities and illustrated the degree of challenges to tackle in different countries. As proposed 

in the hypotheses, the results reflected the countries’ inequality of access considerably, as well as 

overall enrolment rate, public spending as a share of GDP, reliance on private financing, 

disposable income inequality and lastly the spending per capita as a share of mean disposable 

income. Countries ranking high in one of these fields normally did well in the others and had a 

more equal distribution of higher education. Governments who wish to exploit human capital 
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potentials within a whole society – and not just that of the most affluent income classes – should 

concentrate on those issues in order to create an equal and more inclusive system of tertiary 

education. If the expensive public spending on higher education is benefiting the richest income 

classes disproportionately, it cannot serve the idea of egalitarian welfare state. 

 

This was of course only a snapshot image of the distribution of benefits from higher education 

and does not extend to future earnings (unless we can consider parents’ income level as an 

indication of this). Many assumptions were made in order to accomplish these analyses and in 

future research the impact of some of these could be lessened and the robustness of analyses 

improved if we were to combine multiple datasets with different statistics regarding the real 

access to education with more minute socio-economic backgrounds of the students. This chapter 

offers a first attempt to move in this direction and explore the factors that should be covered in 

future studies on this very important topic. 
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CHAPTER V: Health Care 
 

 

1. Introduction 
 

Health care has already been included in many previous studies on the redistributive effects of 

non-cash transfers. In these, it is the investigation of its equal or equitable distribution that has 

been considered most important because it touches on the basic human rights of individuals and 

also because, after pensions, it is usually the largest category of welfare state spending. Indeed, as 

Moran (2000, 135) argues, “health-care policy should be central to our understanding of the 

contemporary welfare state for some obvious reasons. In the bundle of goods and services 

commonly packaged under welfare state health care is a major component”.  

 

After the creation of the first statutory health institutions – the Poor Laws in sixteenth-century 

England – and the first compulsory insurance system in Germany in 1883, health care systems 

have become an important manifestation of ideological preferences in Europe (Freeman 2000, 

15–16; de Gooijer 2007, 91). The increases in health care expenditure have been fuelled by the 

developments in biotechnology (supply) and demographic changes65 (demand) (Freeman 2000, 

27). Total expenditure as a share of the GDP, and in absolute terms on both health care and 

long-term care, has accelerated everywhere during the last few decades. In most countries, 

spending in the 1960s was less than half of what it is nowadays. Moreover, Oliveira Martins and 

Maisonneuve (2006, 117, 141) estimate that without any policy measures, public expenditure on 

health and long-term care could double its share of GDP between now and 2050. Growing 

health care spending, illustrated for four European countries in Figure 5.1, is one of the most 

urgent problems for the sustainability of welfare states, and the crisis of public sector also entails 

a reassessment of the financing responsibility of the welfare state in the production of services. 

This has recently led to an introduction of new ways of financing, such as out-of-pocket 

payments which patients pay when visiting a doctor, even in the most social-democratic 

countries. As the distribution of health goods is a potential source of conflict, these changes are 

                                                
65 See the following chapter on elderly care about demographic changes.  
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salient for political decision-makers as well as for all Europeans to whom access to public health 

care has become a feature of democratic citizenship. 

 

Figure 5.1. Development in Total Health Care Spending in Finland, France, Spain and the United 
Kingdom as Percentage of GDP, in 1960-2005.  

Source: OECD Health Data. 

 

During an economic downturn, it is likely that the importance of health care will increase. 

Based on evidence from earlier crises, we know that the consequences of these can be adverse 

for health, as unemployment grows, budget cuts curtail social protection and health spending,66 

and savings are depleted to offset lost income, all of which are factors that cause stress, 

depression, anxiety67 and a general neglect of health68 (WHO 2010). Scholars focus on these 

consequences because health is important from the perspective of justice, human rights, and 

individual well-being. The public health care system insures citizens against the risk of being ill 

since it is clear that only the richest could afford to purchase the expensive services provided by 

high-skilled health care personnel equipped with the most advanced technology.  

 

The structure of the chapter is as follows. The following section briefly presents various equality 

and equity issues related to health care and draws to a large extent from studies on medical 

                                                
66 However in the United Kingdom, for example, despite the drastic cuts in public spending, it has been 
promised that health care will remain untouched. Nevertheless, this does not mean that the British NHS is ‘in 
clover’ since medical and pharmaceutical costs grow higher and waiting lines are already too long (Toynbee 
2010). 
67  As material conditions in which we live have improved greatly during the last century or so, it is the social 
and psychological factors that are increasingly important determinants of health (Wilkinson 2005, 9). 
68 Out-of-pocket payments have already decreased the amount of medical visits in the USA, while the 
situation has not changed dramatically in countries with universal health care systems. At the national level, 
reductions in medical care are related to the degree to which individuals must pay for it, and within countries 
are strongly associated with exogenous shocks to wealth and employment (Lusardi et al. 2010). 
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sociology and health economics – with a brief deviation into the field of philosophy. This 

discussion is followed by a literature review of previous studies on the distribution of health care 

benefits. The third section illustrates some key statistical issues and describes the imputation 

method used and some hypotheses. The following part presents the results from the empirical 

analyses and the last part offers some concluding remarks. 

 

 

2. Previous Literature 
 

2.1. Health Care in Europe: Equity Principles and Persisting Inequalities 
 

2.1.1. Health Care Systems 
 

Different health care systems are often categorised into three groups that do not exactly 

correspond to Esping-Andersen’s welfare regimes (the numerous attempts at constructing 

typologies are reviewed in Wendt et al. 2009). The Bismarckian model is characterised by 

earnings-related social insurance. As in its prototype country, Germany, the consumption of 

health care is based on the labour market position and the system is financed through payroll 

taxes. Conversely in the Beveridgian system, all citizens are entitled to universal health care, 

which is financed by general taxes. The clearest example of this model is the United Kingdom’s 

National Health Service and very modest share of private financing. The last model of the 

quasi-actuarial system, found in its purest form in the USA, is based on markets that provide 

voluntary private insurances against illness. Most countries combine some of these 

characteristics and, especially more recently, the idea of cost sharing, in the form of out-of-

pocket payments, has expanded. Generally speaking, in European countries virtually the entire 

population is covered against health risks, the main difference between systems being that in the 

countries of the first group (together with Germany, Estonia, France, Hungary, the Netherlands 

and Slovenia of the countries studied here also belong to this model), the contributions are 

usually earmarked for health spending. Moving beyond Bismarck and Beveridge (equalling to 

main source of funding), Wendt (2009) creates a typology of 15 European countries by taking 

into account data on expenditures, financing, provision and access to services. As a difference to 

usual categorisation, he finds out that Finland is more similar to the late developed NHS systems 

of Portugal and Spain where public expenditures are low and out-of-pocket payments high. 

Instead, Italy joins the group of the developed NHS systems (Denmark, the UK, and Sweden). 

Notwithstanding these differences, Freeman (2000, 6) emphasises that despite the variations 
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between the institutions of health care, the systems have a ‘comparable geology’, that is, they 

work in similar ways towards common goals. 

 

In Europe, equality has usually been more important than efficiency in the financing and 

delivery of health care services: this has been the point of departure of political decisions and 

redistributive questions continue to form an essential part of health politics (Culyer and Wagstaff 

1993, 432; De Graeve and Van Ourti 2003, 1460). But what does equality in health care mean? 

Culyer and Wagstaff (1993) distinguish four definitions: equality of utilisation, distribution 

according to need, equality of access, and equality of health. In this dissertation, a fifth can be 

added: equality of expenditure. While important from the income perspective, this definition 

does not allow for differences in need and thus cannot be our guideline in studying social justice 

more widely. This is why Culyer and Wagstaff (1993, 432–433; also Paterson and Judge 2002, 

169) prefer their second definition in which a further distinction can be made between 

horizontal (persons with equal need should be treated similarly) and vertical versions of equality 

(persons with greater needs should be treated more favourably). Clearly, an equal utilisation of 

medical services does not reveal anything about inequities in access as clearly people differ in 

preference. Furthermore it does not take into account the differences in costs that people face 

when meeting their health needs (Culyer and Wagstaff 1993, 442). In general, inequity and 

inequality refer to slightly different dimensions: the former is a moral and ethical judgement, the 

latter is a more factual appraisal of a state of matters. Inequities are unnecessary and 

unavoidable; thus inequalities due to e.g. biological differences cannot be understood as 

inequities (Whitehead 1985, 5). 

 

Health care cannot be considered in the same way as other public goods. De Gooijer (2007, 91) 

writes that it is a symbol of democratic rights and citizenship and argues that this is why it is 

difficult to introduce market principles in this domain (in addition to the practical reasons for 

market failures described above, see p. 22). The increased share of patient contributions since 

the 1980s has endangered the idea of equity. Cost containment has been a major component of 

health care reforms, and cost-sharing through out-of-pocket payments, user charges, co-

payments, and co-insurance have played a role in implementing this (De Gooijer 2007, 219). In 

principle, in a publicly financed health care system, everybody faces the costs in proportion to 

their income and this can be considered as intrinsic to the smoothing of income distribution. 

Despite the logic underlying this approach, Klavus and Häkkinen (1998) show that with the new 

ways of financing health care, the pressure of costs is often felt by the lowest income groups, who 
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need and use these services the most.69 Therefore, these kinds of changes in the financing system 

are not without consequence for income inequality and, for this reason, the connection between 

public services and income distribution need to be studied carefully. Van Doorslaer et al. (1999, 

292) describe four factors that influence the redistributive impacts of health care financing: the 

share of a household’s income used for health care services, the progressivism of the system of 

financing, horizontal equality (equality between households in the same income decile), and, 

finally, the re-grouping of households after the inclusion of health care payments. Direct 

taxation seems to be the most progressive way of financing the health care systems in all 

countries, while indirect taxes and out-of-pocket payments are the most regressive source of 

financing (Wagstaff et al. 1999, 286). It should be noted that the more the financing balance 

shifts towards out-of-pocket payments, the more the financial burden is carried by the poor if 

they continue to use these services more extensively than the rich (Klavus and Häkkinen 1996, 

34).  

 

2.1.2. Health Inequalities 

 
In the 1960s, an American scholar declared prematurely that the relationship between social 

class and the prevalence of morbidity or mortality was disappearing (Kadushin 1964).  

However, a great bulk of more recent medical sociology research has shown that even in 

modern European societies, health differences between socioeconomic classes are deep-seated 

and significant (Mackenbach and Kunst 1997; Mackenbach and Bakker 2002; Siegrist and 

Marmot 2006a). Poor health and other social problems (unemployment and poverty, for 

example) are tightly interconnected and no positive development towards reduced health 

inequalities has really occurred during the last decade. In fact, in the UK, for example, health 

differences have even grown wider (Allsop 2003; Kunst et al. 2005). In general, there is plenty of 

evidence that countries with narrow income differentials perform better in this respect, but even 

in social-democratic countries, inequalities in health can be found between age groups, social 

classes, ethnic groups, genders and regions (Allsop 2003; Dahl et al. 2006). For example, in the 

mid-1990s, life expectancy for Finnish white-collar male workers was almost 7 years higher than 

that of Finnish manual workers (Lahelma 2001). Figure 5.2 illustrates these inequalities in health 

according to educational level. We see that throughout Europe, highly educated people more 

                                                
69 The introduction of service fees should reduce the unnecessary medical visits but can also impede the 
access of poorer people. For example, in the USA the increase in patient cost sharing led to a decline in use 
of medical care services. This applied to all socio-economic classes, but, unsurprisingly, lower classes were 
more sensitive to changes (Newhouse 1993 cited in Louckx 2002, 190). However, in many countries, 
safeguarding equal access has been a priority and the most vulnerable groups have been often exempted from 
cost-sharing; but at the same time, higher socio-economic groups have purchased private supplementary 
insurance (sometimes tax deductible) to cover the extra costs (De Gooijer 2007, 221, 229). 
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frequently evaluate their health as “good” in comparison to adults with lower educational 

qualifications. Differences between social classes are particularly significant in Eastern European 

countries but also in Denmark, Finland, France and Italy. 

 

Figure 5.2. Self-Assessed Good Health, by Educational Level, in 2008. 

Source: OECD (2010a). 

 

Many studies have investigated the reasons for this persistent, and somewhat perturbing, 

finding. Material deprivation explains only part of the relationship. As Wilkinson (2005, 9) 

notes, there is plenty of evidence to suggest that social factors are among the most important 

determinants of health in Western democracies: early childhood experience, anxiety and worry, 

quality of social relationships, the amount of control we have over our lives, and our social status 

usually influence our health more than lack of nutrients. Indeed, the problem is not only limited 

to the poorest social groups: general health improves with each step up the income or social 

ladder. In other words, there is a social gradient of mortality and morbidity across the entire 

society. Furthermore, this gradient is steeper among men than women (Siegrist and Marmot 

2006b, 3).  

 

There are at least four possible explanations for the impact of social class on health, the last 

three often being interconnected or accumulative: 1) the relationship between social class and 

ill-health is an artefact, a spurious finding (implausible as many studies corroborate this result); 2) 

poverty is the result of natural and social selection as poor health actually leads to lower social status 

due to hampered learning and working capacity (this reversed causality is hard to prove in lieu 

of appropriate data); 3) for materialist and structural reasons, poor people tend to live and work in 

riskier environments that can negatively impact upon health; and lastly 4) negative cultural and 
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behavioural aspects,70 such as smoking, alcohol abuse, and obesity, contribute to illness, and 

therefore, the lifestyle of the worse-off can be blamed (Allsop 2003; Siegrist and Marmot 2006b, 

5–6). Supporting one or another of these possible causes obviously leads to different policy 

prescriptions: right-leaning governments tend to promote policies that foster personal 

responsibility through health education and information, while left-wing governments focus 

more on gaining results in a long-run through reduced inequalities in living conditions (Allsop 

2003).71 

 

But why are we concerned about these inequities? First of all, they certainly run counter to the 

belief held by many of us that we should be equal before death. They contradict our ideas about 

justice and fairness. Secondly, better health among the lower social classes leads to improved 

health in the whole society (Mackenbach et al. 2002, 26; Wilkinson and Pickett 2009). As serious 

impairments in our health diminish our capabilities and abilities, ill-health narrows individual 

opportunities. As in education, equality of opportunity is often considered more important than 

other forms of equality and thus provides another reason for supporting more equity in health 

and health care (Daniels 1981, 160). John Rawls (cited in Daniels 1981, 162) argued that while 

we can hold society responsible for assuring individuals a fair share of the basic liberties, 

opportunity, income, and wealth that are necessary for pursuing the individual’s understanding 

of good, the individual remains responsible for choosing his means to achieve this end under 

such an arrangement. 

 

While most Western countries are concerned about the equitable distribution of health care 

services and ethical issues associated with health seem obvious, making inequality matter and 

demonstrating the importance of the welfare state sometimes requires that matters are viewed 

from an economic perspective (as discussed earlier in this thesis). For example, the World Bank 

report Investing in Health (1993, 17) reasoned the importance of health in the following way:  

 

“Good health, as people know from their own experience, is a crucial part of well-being, but spending on 

health can also be justified on purely economic grounds. Improved health contributes to economic 

                                                
70 Bourdieu’s concept of ‘habitus’ gives a broader frame of socio-cultural influence on individual behaviour, 
and hence health as well. He claims that through the process of socialisation some practices, shaped by socio-
cultural constraints and opportunities, become ways of perceiving, feeling and acting, transmitted from 
generation to generation (cited in Siegrist and Marmot 2006b, 6–7). 
71 The North Karelia project (1972-1997) in Eastern Finland aimed at lowering the high incidence of 
cardiovascular diseases through health education and lifestyle changes. The project has supposedly saved the 
lives of one quarter of a million people and substantially increased the number of years lived in good health 
(Siukonen 2009). However, it is somewhat uncertain as to what extent these results reflect the overall 
improvements in living standards and the health system. Thus, both “right- and left-wing methods” might be 
at work.  
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growth in four ways: it reduces production losses caused by worker illness; it permits the use of natural 

resources inaccessible because of disease; it increases the enrolment of children in school and makes them 

better able to learn; and it frees for alternative uses resources that would otherwise have been spent on 

treating illness.” 

 

2.2. Insurance vs. Real Use Approach 
 

In previous studies, the imputation of educational benefits has been very straightforward and 

based on age with few troubling assumptions: by contrast, health care tends to be more 

challenging. The in-kind benefits from public health care can be imputed in two different ways: 

either by using a so-called insurance principle or by real use. These two approaches also reflect 

different theoretical choices. For example, can health care services also be considered as 

benefiting those who do not currently use them but still have the possibility of using them? Both 

approaches have been utilized in previous studies to explore distribution of in-kind benefits from 

health care – and both have been criticized since they neglect the different means of financing 

these services (e.g. out-of-pocket costs, direct or indirect taxes) as well as ignoring health care 

needs associated with the non-cash transfer. 

 

Most studies (e.g. Smeeding et al. 1993; Steckmest 1996; Lakin 2004; Garfinkel et al. 2005; 

Aaberge and Longorgen 2006; Smeeding et al. 2008) have used the insurance approach in which 

benefits are distributed to individuals based on their personal characteristics, although usually 

only age. The insurance value can be considered as the price of private insurance; in other 

words, governments provide an equivalent to funding an insurance policy in which the premium 

is the same for everybody within the same age category (Marical et al. 2006; Smeeding et al. 

2008).72 The insurance principle considers public health care services as a public good that 

benefits all: the possibility to use them is more important than their actual use (Ringen 1987, 

255). The studies that have adopted this approach show that health services are a well-

functioning instrument of redistribution, irrespective of whether the system is universal or 

means-tested (Marical et al. 2006). This results from the socio-demographic structure of the 

society: elderly people using these services the most are congregated in the lower income deciles. 

This pattern of distribution is therefore most likely to resemble that of elderly care (see Figure 

6.3 in the next chapter for the distribution of elderly people across income quintiles). 

 

                                                
72 The logic behind it is as follows. The total of “premiums” covers the total public spending on health care. 
A private insurance would of course be more expensive than the premium under public system as the private 
insurer would probably make some profit in addition to just covering the real expenses. 
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However, age and gender are not the only factors influencing the use of health care services (just 

as they are not for elderly care either). If the study is based on actual use, the lowest income 

quintiles may seem to benefit more than is the case in studies based on the insurance principle. 

As discussed earlier, the poor report illness more often and, for this reason, they also use these 

services more frequently (Goddard and Smith 2001). Van Doorslaer et al. (2000) have discovered 

that, on the one hand, poor people are more intensive users of general practitioners, medical 

specialists and hospitals, but, on the other hand — as the study goes on to demonstrate — after 

taking into account differing health care needs, the distribution of use does not provide evidence 

of inequality. However, this issue cannot be separated from the question of equal opportunity of 

access to these services. Indeed, after an analysis based on need, the better-off and more highly 

educated people actually use more special health care services than the poor (Van Doorslaer et 

al. 2000; De Graeve et al. 2003; Van Doorslaer et al. 2004; Kunst et al. 2005; Hernàndez-

Quevado et al. 2006).  

 

Notwithstanding horizontal inequality based on needs, most studies imputing health care 

benefits by actual use show a considerably progressive distribution of benefits (vertical 

redistribution). Evandrou et al. (1993) and Sefton (2002) use detailed micro data from the United 

Kingdom to do so. In addition, Sefton (2002, 30) studies the differences in the distribution of 

benefits between the two methods: the bottom income quintile receives 23,2 per cent of the 

benefits based on actual use, compared to 21,8 per cent when based on gender and age, while 

the top quintile receives 12,6 and 17,2 per cent of the benefits accordingly. Marical et al. (2006, 

29–30) does not corroborate this finding: for eight countries analysed with both approaches, the 

distributive effect is, on average, significantly higher with the insurance approach. However, this 

is, without a doubt, merely a reflection of the re-ranking of households (after the inclusion of in-

kind transfers many poor and sick households actually ‘escape’ poverty and move up the income 

quintiles) and, as Sefton argues, actual use shows steeper pro-poor distribution. Nevertheless, 

regardless of the method of imputation, both approaches show that the lowest quintiles benefit 

the most from publicly provided health care services.  

 

The approach based on real use has also been criticized. The data usually focuses on short 

periods of time; this might lead us to the conclusion that an individual who has gone through a 

major operation during this period appears to benefit greatly from the service, whereas an 

individual fortunate enough to have avoided disease or injury (thus not using these services) 
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appears not to have benefited at all.73 Nevertheless, it would be absurd to argue that for the first 

individual this service is worth a lot and for the second it is of no value: this approach tends to 

consider ill people as better off simply because they are ill (Ringen 1987, 256; Aaberge and 

Langorgen 2006, 69). However, it is virtually impossible to calculate the value of lost well-being 

connected to illness and therefore the problem remains unsolved. Gardiner et al. (1995) have 

proposed a third option: instead of adding a value for health service, they deducted the sum that 

households use for their health care services (out-of-pocket payments and private insurances). 

However, in reality, although this method can reduce inequalities in income distribution; this is 

because the people with higher incomes use more money for these services and the poor are left 

outside the health care system altogether. 

 

Some studies have attempted to examine the above-mentioned problem of lost well-being. 

Smeeding et al. (2008) notice that the main problem connected to imputation of health care 

transfers is the question of different equivalence scales. Consequently, in order to take into 

account the extra costs of ill-health, different equivalence scales should be used in the two 

distributions, one for disposable income and the other for the non-cash income from the health 

care service. Berloffa et al. (2006) develop a model that incorporates health status in the study of 

income inequalities. Based on their results for the USA, incomes are more unequally distributed 

when the health equivalence scale is introduced to correct for differences in health needs. 

Likewise, Klavus (1999) argues that health costs (due to illness or other needs) should be 

considered in inter-household welfare comparisons. He finds that a Finnish household with a 

chronically ill member needs 40 per cent more non-cash income to maintain the same level of 

living standards as a “healthy” reference household. However, in a recent study of seventeen 

European countries, Aaberge, Langorgen et al. (2010) show that adjustment for differing needs 

across subgroups of population has a relatively small impact on inequality and poverty after the 

inclusion of benefits from education and health care (Jones and O’Donnell 1995; Zaidi and 

Burchardt 2005; Aaberge, Bhuller et al. 2010). While acknowledging how important this 

adjustment to non-cash income is, given the lack of expenditure data and information on all the 

other services, the same equivalence scale is used in this dissertation for disposable as well as 

extended income. 

 

In general, while it should be noted that the way of imputing or measuring benefits influences 

the results, all these previous studies clearly show that the public health care system plays a 

                                                
73 This can be especially misleading as data show that around 5 per cent of the population accounts for more 
than 90 per cent of the nights spent in hospital. For medical visits, more than half of the population accounts 
for the same share (Marical et al. 2006, 30).  
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significant role in the mechanism of redistribution. In my opinion, the insurance principle 

presents the most suitable way of imputing in-kind benefits from health care to disposable 

income. It does not make much sense to impute a value of 80,000 euros of surgery to a patient’s 

economic resources, but it does make sense to impute the value of an insurance that a person 

would most probably purchase from the private market if there were no public health care 

system available. In the case of health care and elderly care, the idea of insuring oneself against 

a risk is relevant, but for the other public services studied here it is less intelligible. 

 

 

3. Statistical Evidence, Imputation Method and Hypotheses 
 

3.1. Quality of the Data Used and Imputation 
 

The OECD has calculated health care expenditure per person per age category (in groups of 5 

years). This expenditure encompasses public spending, for example on in-patient care, 

ambulatory medical services, and pharmaceutical goods. One component included in total 

public health care is research and development. This should probably be excluded from the 

value of in-kind transfer but the OECD database does not allow for its deduction (Smeeding et 

al. 2008). Each person in the EU-SILC data is assigned this amount by his or her age. The 

expenditure pattern takes into account the considerable differences of use by different age 

groups but not other characteristics that usually affect the use of health care services (see Figure 

5.3 and Table A.11 for exact expenditures). 

 
Figure 5.3. Public Spending on Health Care for Selected Countries, by Age Groups, in Euros PPP, in 
2002. 

Source: OECD Health Data. 
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Unfortunately, data on health care cost per person by different social and income classes is not 

available. However, questions on access to health care are asked in the EU-SILC. Thus, I have 

included data on the respondents’ perceived access to services below. Table 5.1 shows the 

percentage of individuals with unmet health needs (could not afford, long waiting list, or too far 

to travel) in each income quintile. This allows us to better consider how accurate the imputation 

of health care transfers is when based on age alone. Referring to the information on self-

reported access to health care services, it seems that the approximation of the imputation 

method is only a negligible problem in most countries as differences across quintiles are not 

significant. However, it could be problematic to assume equal access to health care in Germany, 

Estonia and Italy, where the lowest income quintile reports a much higher incidence of unmet 

health needs compared to other income classes. Of course, these numbers do not reveal the 

quality of care that people from different social classes receive; more affluent individuals (with 

more social capital) may be better placed to require the latest technologies, better and longer 

treatments, etc.  

 

Table 5.1. Inequality of Use. Self-Assessed Unmet Health Care Needs, by Income Quintile. 

Source: Eurostat: Health Statistics. People with unmet needs for medical examination by sex, age, reason and income 
quintile, in 2005. 

 

3.2. Public Expenditure and Users 
 

Health care is the largest spending category of public services and, as already mentioned, in 

many ways influences individual well-being. Of the European countries studied, France invests 

the highest amount of public spending in its health care, 8,9 per cent of its GDP, while 

Germany and Iceland are only slightly behind (8,2 and 7,9 % respectively). The Netherlands 

(5,5 % of GDP) and Hungary (5,7 %) show the lowest levels of public spending. When we study 

Q1 Q2 Q3 Q4 Q5

Germany 15,4 8,1 5,4 3,4 2,9
Estonia 8,6 3,7 3,4 0,8 0,9
Italy 8,0 3,8 3,2 1,8 0,7

Hungary 5,5 3,4 1,6 1,8 1,7
Finland 4,2 2,3 1,3 0,7 0,6
France 3,6 1,7 1,1 0,3 0,3
Iceland 3,4 2,8 1,5 0,4 0,6
Norway 1,3 0,9 0,1 0,3 0,1
Sweden 0,9 1,0 0,3 0,4 0,2
Spain 0,8 0,4 0,3 0,2 0,1

Slovenia 0,4 0,1 0,1 0,1 0,1
Netherlands 0,3 0,2 0,4 0,1 0,1

United Kingdom 0,2 0,1 0,1 0,1 0,1
Denmark 0,1 0,3 0,2 0,2 0,2

EU 6,5 3,6 2,6 1,6 1,0
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total spending, however, the Netherlands comes into the category of the countries spending the 

most. Nevertheless, as we know from the infamous example of the United States, which has the 

largest expenditure on health care in the developed world, health care expenditure does not 

always correlate with equality of access and quality of services; in fact, life expectancy in the 

USA is shorter than in most other developed countries. These kinds of variations on quality and 

efficiency are omitted from this study (see p. 50 of this issue). Figure 5.4 illustrates the differences 

in levels of total spending and shares of public spending. As mentioned earlier, the variance in 

public spending is the smallest for health care – ratio of only 1,6 between France and the 

Netherlands – in comparison to other services studied in this dissertation (see fn 49 in the 

previous chapter). 

 
Figure 5.4. Total and Public Expenditure on Health Care Services, in 2006. 

Note: Data from 2002 for the public share in the Netherlands. 

Source: OECD Health Data. 
 

Figure 5.5. Average Spending on Health Care as a Share of Mean Disposable Income and Share of Out-
of-Pocket Payments. 

Source: OECD Health Data for average spending and out-of-pocket payments; EU-SILC for mean disposable income. 
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Again, looking at average spending as a share of disposable income might offer more insights 

into the relative importance of health care transfers.  Sweden, Norway and Denmark — the 

usual suspects — are ahead of other countries in this respect. In addition, out-of-pocket payments 

in these countries are among the smallest. At the other end, we find Spain, the Netherlands and 

Finland with the lowest relative spending. Although not taken into account in the analyses, it 

should be noted that in Spain, Hungary and Estonia, the patients are subjected to the most cost-

sharing. If we compare these relative benefits levels to other services, it is obvious that elderly 

care and ECEC services represent a much larger share of mean disposable income. However, as 

the coverage of health care affects the whole population and not only a small portion of it, 

health care services are more likely to have important overall effects on inequality. 

 

Table 5.2. Welfare State Regimes and Health Care, a Summary. 

 

As in the previous chapters, Table 5.2 examines the differences within and between welfare state 

regimes. When it comes to health care spending, Finland is an outlier in the Nordic group. 

Otherwise, these countries have generous public spending and average/high out-of-pocket 

contributions as in the UK. The Netherlands deviates from other conservative countries where 

high public spending and weak reliance on out-of-pocket payments predominate. Southern 

countries seem to represent their own cluster once again, with lower public spending and higher 

out-of-pocket payments than in the other conservative countries. As Wendt (2009) suggested, 

Finland seems to cluster with these countries. Likewise, post-communist countries do not fit the 

conservative cluster even if their system is based on a similar social insurance approach, instead 

Hungary, for example, clusters with the Southern group. However, these differences between 

Spending 
% GDP

Spending 
% dpi

Out-of-pocket 
payments

Nordic countries
Denmark 7,7 0,10 14,3
Finland 5,9 0,06 19,0
Iceland 7,9 0,08 16,6
Norway 7,6 0,10 15,4
Sweden 7,7 0,10 16,2

Avergae Nordic 7,4 0,09 16,3

Continental countries
France 8,9 0,09 7,0

Germany 8,2 0,09 13,4
Netherlands 5,5 0,06 5,6

Average Continental 7,5 0,08 8,7

Southern countries
Italy 6,8 0,07 19,9
Spain 5,9 0,06 21,4

Average Southern 6,4 0,07 20,7

Post-communist countries
Estonia 3,8 0,08 25,1
Hungary 5,7 0,07 23,0
Slovenia 6,6 0,09 11,8

Average Post-communist 5,4 0,08 20,0

Anglo-Saxon countries
United Kingdom 7,2 0,07 11,4

Average 6,8 0,08 15,7

Health care
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countries or regimes should not be overstated as they remain small and spending as a share of 

disposable income varies little across countries. 

 

3.3. Hypotheses 

 
Since I have adopted the imputation method of insurance-value studies and used it in a similar 

way here, no significant differences in results are expected to emerge. However, as in the case of 

non-tertiary education, the inclusion of health care places the other services examined here in 

an appropriate context for a more meaningful comparison. The hypotheses are very simple in 

the case of health care, as only age is taken into account and no great systematic difference can 

be found between countries, all of them having full coverage and with only modest variations in 

spending levels. 

 

H1. Health care reduces inequalities efficiently in all countries.  

H2. Elderly people benefit the most; therefore, the more they are congregated in the bottom 

income quintile, the more substantial becomes the reduction of inequality. 

H3. The economic status of the elderly in any given country, together with the relative 

importance of health care, are the main determinants of the degree of progressivity. 

 

 

4. Results: Unsurprising Pro-Poor Pattern  
 

Table 5.3 indicates a significant level of reduction in the level of income inequality in all the 

countries studied and for all measures of inequality. Unsurprisingly, this conforms to my first 

hypothesis as well as to previous studies on health care transfers. There is also an important 

reduction in the variance between countries when we move from inequality of disposable 

income to inequality of extended income with health care. Estonia moves up in the ranking 

from its position as the most unequal country. Likewise France improves its rank while Hungary 

and the United Kingdom both fall. 

 

According to my hypothesis H3, we might imagine that the greatest reduction would occur in 

Denmark, with one of the highest levels of relative spending as well as the largest share of elderly 

people in the lowest income quintile (Figure 6.3). However, the strongest effect is actually found 

in Estonia, Italy and Germany. Interestingly, in the latter two countries, people over 65 (and 

over 75) years are quite evenly distributed across income quintiles so we would not necessarily 

expect such a great impact. In Estonia, on the contrary, only a slight minority of elderly people 
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belongs to the top income quintile. Based on these contradicting results, we are not really able to 

judge how accurate H2 is, since factors other than an elderly people’s economic position 

obviously play their part. The smallest redistributive effects are to be found in Hungary, the 

Netherlands and Finland, the same countries with the lowest levels of relative spending. 

However, it should be noted that even in these countries the impact is significant. In general, the 

magnitude of the inequality impact is close to the levels of non-compulsory education. 

 

Table 5.3. The Impact of Public Health Care Spending on Income Inequality, in Descending Order for 
Reduction in Inequality (s80/s20). 

 

As predicted, the distribution of in-kind benefits from health care is pro-poor and in the 

majority of countries, the two bottom quintiles receive the greatest share of benefits. A flatter 

distribution can be found in France, Germany, Slovenia and Italy. Hungary seems to be an 

exception, as the poorest income quintile receives a smaller share of benefits in comparison to 

other quintiles; this reflects the very low proportion of elderly people at the bottom of income 

distribution. 

 

Figure 5.6. Distribution of In-Kind Benefits from Health Care across Income Quintiles. 

 

HEALTH CARE

Disposable 
income

 + Health 
care

Impact on 
inequality

Disposable 
income

 + Health 
care

Impact on 
inequality

Disposable 
income

 + Health 
care

Impact on 
inequality

Estonia 4,271 3,565 17% 5,536 4,458 19% 0,332 0,300 10%
Italy 4,106 3,577 13% 5,446 4,477 18% 0,317 0,292 8%

Germany 3,617 3,120 14% 4,757 3,922 18% 0,296 0,269 9%
United Kingdom 4,202 3,603 14% 5,436 4,487 17% 0,326 0,299 8%

Denmark 2,709 2,364 13% 3,505 2,916 17% 0,241 0,216 10%
Sweden 2,734 2,438 11% 3,349 2,818 16% 0,232 0,207 11%
Norway 2,798 2,485 11% 3,570 3,009 16% 0,235 0,213 9%
Spain 4,221 3,721 12% 5,291 4,472 15% 0,311 0,288 7%
France 3,177 2,832 11% 3,809 3,238 15% 0,263 0,237 10%
Iceland 2,975 2,687 10% 3,946 3,391 14% 0,280 0,255 9%
Slovenia 2,799 2,462 12% 3,226 2,776 14% 0,228 0,204 10%
Finland 3,013 2,689 11% 3,709 3,259 12% 0,261 0,240 8%

Netherlands 2,904 2,714 7% 3,888 3,477 11% 0,268 0,254 5%
Hungary 3,077 2,829 8% 3,691 3,361 9% 0,257 0,240 7%

p90/p10 s80/s20 Gini coefficient

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



137 

When we look at the importance of these benefits for different income classes in Figure 5.7, we 

see that they make a significant contribution to the available resources of the first income 

quintile. On average, they represent 24 per cent of the disposable income for the poorest fifth of 

the population, in comparison to 5 per cent in the richest income quintile. The biggest shares 

are found in Estonia and Denmark. This evidence shows very clearly that health care services 

contribute to reducing inequality and benefit the poorest the most in relative and financial 

terms.  

 
 
Figure 5.7. In-Kind Transfer as a Share of Disposable Income, by Income Quintile. In Descending 
Order for Mean. 

 
 

Figure 5.8. Scatterplot on the Connection between Income Inequality and Impact of Health Care 
Services on Inequality. 

 
Note: R= 0.58. 
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Finally, Figure 5.8 illustrates the correlation between disposable income inequality (s80/s20) and 

reduction in inequality (s80/s20). We see that more unequal countries are achieving higher 

levels of reduction. Reading the next chapter on elderly care, we will see that this relationship is 

turned on its head (for education and ECEC, the association is not significant, R=0.13 and R=-

0.18 respectively). However, we also find a lot of variance between the more equal countries. 

Once again, the difference between Finland and other Nordic countries is quite striking from 

the welfare state regime perspective. The inclusion of health care does not change the country 

ranking in any remarkable way, with the exception of France rising two positions and Hungary, 

accordingly, falling two positions. 

 

 

5. Conclusions 
 

This chapter has replicated the analyses of many previous studies on the redistributive impact of 

public health care. The results received corroborate these earlier findings. In the context of this 

doctoral research, this evidence can be reflected against the results regarding other services 

included here. One of the most important aspects in this respect is the great difference between 

education and health care, on the one hand, and personal social services, on the other. These 

differences will be discussed in more detail in the concluding chapter of the thesis. 

 

Health care is obviously an efficient tool of redistribution towards the lower income quintiles 

and few significant differences between countries occur. What I find especially interesting is the 

connection between initial inequality and the degree of reduction. The most unequal countries 

are able to reduce the level of income inequality the most, while the magnitude of equalisation is 

significant in all countries. In the current economic circumstances, these results should be borne 

in mind, and reforms should be evaluated with special attention paid to the effects on different 

income groups. 

 

It goes without saying that many other inequality aspects are important in the study of health 

care. These have been discussed above. The inequities in health, however, do not compromise 

the findings of this thesis. Instead, what should be considered more carefully is the fact that 

access to services is unequal. The imputation should somehow include this aspect of inequality 

without jeopardising the use of the insurance approach, which I consider to be the most 

appropriate method for future studies. Likewise, different imputation values by income classes 

should be used (as their premium under a private system would also be higher) in order to 

incorporate unhealthy lifestyles or risks connected to lower status (based on this method, poorer 
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income quintiles would benefit even more). This idea is reflected when, for example, actual use 

is the basis of imputation. Besides these issues, recent studies have already recorded the 

importance of allowing for diverse health needs in different population groups. These three 

issues could bring us even closer to the exact measurement of redistribution, taking into account 

inequality of access, inequalities in health, and distribution of needs.  
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CHAPTER VI: Elderly Care Services 
 

 
1. Introduction 

 

Although relevant to the last phase of the life cycle, elderly care has many points in common 

with childcare services from the perspective of this dissertation. Firstly, no research has been 

conducted on the impact of elderly care services on income distribution with the exception of 

Sefton’s study on the United Kingdom (2002). Secondly, they have also emerged in the new 

social risk literature as a way of “liberating” women to paid employment. Moreover, elderly care 

as a part of publicly provided social services has increasingly become an issue of gender equality. 

Thirdly, it has recently transformed from a family responsibility into an important policy issue 

due to the demographic pressures modern societies are facing all over Europe. At the same time, 

merits of efficiency, marketization and consumerism have been acknowledged at the expense of 

equity and professionalism leading to a greater mix of providers (Rostgaard 2002). Fourthly, 

while public expenditure in elderly care is still limited, it varies considerably across countries 

making it an interesting focus in this study, especially because some countries provide support to 

the frail elderly mainly in cash (Italy) while others have opted for public provision of services (the 

Nordic countries). Some mainstream analyses still consider care as a private concern but it is 

increasingly evident that care is a new responsibility and challenge for welfare states. Daly and 

Lewis (2000, 282) argue that it is nowadays impossible to understand the form and nature of 

welfare states without considering the concept of care.  

 

Comparative studies have increasingly paid attention to long-term care, examining alternative 

ways of financing it, the division between informal and formal care, gender and employment 

issues, as well as emotional questions and changing attitudes related to elderly care. The 

following section discusses relevant literature and addresses the main differences between care 

systems in Europe. The third part of the chapter presents statistical information on the services 

and variation between countries. Hypotheses are based on this discussion. The methodological 

and data questions are dealt with in the fourth section followed by the results. The final section 

ends the chapter with some concluding remarks. 
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2. Previous literature 
 

2.1. The Role of Elderly Care Services in Europe 
 

While ‘care’ is now a widely used concept in welfare state research, it has been used very 

selectively: mainly in feminist studies in the Nordic countries and the United Kingdom, focusing 

on relational aspects of care and comparisons of care-related provisions and services (Daly and 

Lewis 2000, 281). Other studies on social care have concentrated on different social 

programmes and their development (Morel 2007), on the nature of care as a female activity 

(Eurofound 2006), on the quality of care and the needs of the frail elderly, and lately also on 

future challenges and projections (Jacobzone 1999; European Commission 2006a). Yet, the 

redistributive effects of personal social services have not been taken into account. Karlsson 

(2007) and Hankock et al. (2007) have written about distributional issues but only to assess the 

funding reforms of long-term care and how they affect the elderly in different income classes. 

Karlsson (2007) notices that by necessity long-term care services entail some redistributional 

aspects over the life cycle, from young to old and between generations – nonetheless, he does 

not include redistribution between income classes in his analyses.  

 

Elderly care services make up a fairly limited public expenditure category in modern welfare 

states: their estimated cost varies between 1 and 3 per cent of gross domestic product and only 

around 1 per cent of total public expenditure (Jacobzone 1999). Interestingly, it appears that 

different models for organising and funding of long-term care and the magnitude of 

demographic pressure (share of old persons in the society) do not account for the variation in 

spending levels across countries (OECD 2005a, 25–27). For example, the old-age dependency 

ratio (share of 65+ of working populations) is the highest in Italy, which also carries out very low 

public spending on elderly care services. The economic value of informal care, which is still the 

predominant form of care-giving, is at least five times as high even in the Nordic countries with 

relatively extensive social services supply and even more important in the Southern European 

countries. According to Österle (2002, 16), in more than half of the caring relationships in 

Denmark and Sweden, the caregiver is from informal networks, whereas in France 90 per cent 

of care is given and received outside institutions. Though modest in macroeconomic terms, the 

inclusion of elderly care services in income distribution research is important in light of their 

highly targeted nature – not ‘targeted’ in the sense of means-testing (although this also exists) but 

targeted for certain types of individuals and households. This, of course, can – and often does – 

coincide with low incomes since elderly people usually face bigger financial burdens in keeping 
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up with the living standards of the rest of the society and therefore, makes vertical redistribution 

possible (see Table 6.2). 

 

Elderly care has emerged as a major social policy concern only recently as appeals for more 

comprehensive service systems, better quality and support for informal caregivers have 

intensified (Österle 2002, 12; Da Roit et al. 2007). Ageing populations have put pressure, not 

only on pension and health care system, but also on developing sustainable social and caring 

systems (Jacobzone 1999; European Commission 2006a). The oldest age group is the fastest 

growing demographic segment in the European Union, expected to increase by eight million 

people between 2010 and 2030, and as a consequence, the proportion of GDP spent on long-

term care is estimated to more than double in the next forty years (OECD 2005a, 20; Comas-

Herrera et al. 2006).74 While the gained years are often healthier and people become dependent 

later than previous generations, experts estimate that more than two thirds of the people aged 

over 70 years need help in performing at least one or two daily routines (Eurofound 2006, 7–9; 

WHO 2008, 3).75 A growing number of people living alone and the limited capacity (or 

willingness) of families to provide care, accentuated by the risk of women of at working age 

becoming trapped in care-giving, have already increased demand for formal care (Pavolini and 

Ranci 2008, 249). By now, all the developed welfare states are involved in redesigning their 

long-term care policies. Regardless of their particular history and subsequent policy responses, 

they are all similarly encountering the social, demographic, technological, and epidemiological 

driving forces for reorganisation. Together with changes in attitudes, values, and behaviour, 

they are influencing the demand and supply of formal and informal elderly care (WHO 2008, 

3). While the challenges are common, the responses still differ: for example, the focus in 

Southern countries is on developing formal home care services and, in the Nordic countries, on 

encouraging voluntary sector to take a larger responsibility in care. 

 

During the last century, when state involvement in the sphere of care began to grow, institutions 

and hospitals became the dominant locus of support for different groups in need of care. 

However, strong criticism for these large-scale institutions ensued from the mid-20th century 

onwards and the appropriateness of institutional care was questioned, seeing a decline in the 

                                                
74 In 2004, people aged 60 and over represented 21,7 per cent of the population of the EU-25, their share will 
increase to 28,3 per cent in 2020 and 38,4 per cent in 2040. The increase is even more pronounced among the 
oldest age groups: the over 80 years-olds represented 4 per cent in 2004, but 6,3 per cent in 2020 and 10,9 per 
cent in 2040 (Da Roit et al. 2007, 654). 
75 Moreover, as a WHO study has noted, the ageing population means that an increasing proportion of 
informal carers (particularly spouse carers) are themselves likely to be older, and they might be unable to 
undertake many tasks they have usually undertaken (WHO 2008, 12). 
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number of people living in old age institutions since the 1970s (Sipilä 1997, 34). Many nursing 

homes have been transformed into ‘sheltered housing’ offering more scope for individual choice 

(Rostgaard 2002, 55). Nowadays, the majority of Europeans think that welfare system should 

assist the elderly in living in their own homes for as long as possible (WHO 2008, 5). The 

improved health and constantly increasing longevity of the elderly has lead to a diversification of 

services. De-institutionalisation of care and focus on different forms of home-based care are 

preferred not only for their social and emotional benefits but also for cost-effectiveness (Sipilä 

1997, 34; WHO 2008, 1, 6).  

 

While governments take more responsibility in organising care, the cost of intensive care can still 

put an enormous financial strain on families concerned, both on the individual in need and on 

the caregiver. There is some agreement that the welfare state should ease this burden but 

countries vary widely in the extent to which public action is taken and how financial obligations 

are shared (Österle 2002, 77; OECD 2005a). For example in the United Kingdom, there has 

been a concern that overly generous services would damage family and individual responsibility 

(Baldock 2003, 131). In some countries, large grey markets for care have appeared in response 

to inadequate state commitment. In Italy the social acceptance of the badante phenomenon 

(foreign domestic workers) has, however, weakened government action even further (Da Roit et 

al. 2007, 666).76 On the other hand, formal care work as a source of income is important in 

many countries. In Denmark, which has the largest care workforce, 10 per cent of the 

employees already work in care jobs. This is also true with Sweden (9 %), the Netherlands and 

the United Kingdom (8 %), where these jobs represent an important share of employment. In 

the European Union, the health and social care sector is one of the most dynamic employers, 

having generated more than two million jobs in less than ten years, 18 per cent of total job 

creation between 1995 and 2001 (Eurofound 2006, 7).  

 

2.2. General Characteristics of Elderly Care Systems 
 

There are numerous points of variance in elderly or long-term care systems (some of them apply 

to childcare services as well) even if the pressures and challenges are common everywhere. In 

general, the European Union has not led to any sort of convergence in this field as the EU 

regulation has been restricted to soft law, like recommendations and action programmes 

(Eurofound 2006, 12). As Rostgaard (2002, 66) put it: “Far from heading in one direction, each 

                                                
76 According to WHO (2008, 11) the share of caregivers born outside Italy has increased from a fifth in 2001 
to more than four fifths of all domestic workers in 2006.  
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country seems to be developing its social services according to its particular tradition of welfare 

provision and the needs of its own welfare system – often varying considerably within the 

countries as well.” She adds that the only visible convergence seems to be the move towards 

more pluralism, a greater mix of providers and choice between cash and services. First of all, the 

provision of care can take place in the informal sector (unpaid care usually provided by family 

members), in the voluntary non-profit sector (NGO’s, churches), in the public sector (often at 

local or regional level), or in the for-profit sector (Munday 2003, 5–6). In addition, cash-for-care 

schemes have increasingly blurred the boundaries between formal and informal care in many 

countries. For example, in the Netherlands such schemes even allow co-residing relatives to be 

paid for care. Transforming a private responsibility into an opportunity for paid employment in 

such way is not possible in all countries and cash allowances are instead used to purchase care 

services from grey markets like in Italy or, as in France, cash benefits can be used to buy services 

from a set of care providers only (WHO 2008, 13). In many countries, the state or the local 

authority has the control over the regulation and the financing of services, but the delivery is 

often outsourced and organised by a private for-profit or non-profit provider (Österle 2002, 44). 

OECD (2005a, 15) observes that, in general, public-private mix or the split between provider 

and purchaser has penetrated the field of care services more efficiently than other areas of social 

protection. The extent to which for-profit providers have entered the market varies between 

countries. In Germany, long-term care insurance has contributed to the expansion of for-profit 

providers (Pavolini and Ranci 2008, 254), while in the Netherlands the systems relies mostly on 

non-profit organisations (Österle 2002, 123–126). The United Kingdom has created a model 

that relies most strongly on market mechanism: the private sector provides 88 per cent of the 

places at residential facilities, and in the case of home care services the share of public provision 

has decreased from 95 per cent in 1993 to 31 per cent in 2004 (Österle 2002, 127–31; Pavolini 

and Ranci 2008, 254). 

 

Secondly, public provision for care can take many forms under different policy domains: 

monetary and in-kind social security and taxation benefits (e.g. tax allowances), employment-

related benefits (e.g. paid or unpaid leave), services (e.g. home and residential care), and lastly, 

incentives for employment creation (e.g. vouchers and subsidies for private care) (Daly 2002, 

255). All of these influence income in some way or another: lost income of informal carer, 

creation of jobs for women, burden of paying for care, etc.   

 

Thirdly, there are differences across countries as to how resources for funding are raised, 

through taxes, user contributions, individual payments, insurance or market-type mechanisms 

(WHO 2008, 17). In all countries, informal and unpaid carers still provide the greatest bulk of 
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care work. Private responsibility is not only limited to the provision of care, but households also 

make substantial co-payments or out-of-pocket payments for care under public programmes 

(OECD 2005a, 29). For example in Germany, it is estimated that benefits paid for those most in 

need only account for half of the total costs under the universal insurance programme (Evers 

and Sachße 2003, 72; Pavolini and Ranci 2008, 252). Likewise, in Estonia, public spending on 

institutional care covers only a half of the total cost and more recently the private share has even 

increased from this according to Statistics Estonia. While most countries rely on taxation as the 

main source of public financing of the services, a few countries have a means-tested system in 

which the user bears all or most of the cost above certain income level or users need to exhaust 

most of their savings before they can qualify for public services (Merlis 2000, 142; OECD 

2005a, 25). Some countries have introduced caps on co-payments so that service users will keep 

a minimum of disposable income (Rodrigues and Schmidt 2010, 10). New long-term care 

policies often intend to foster the reliance on family networks through cash benefits. Moreover, 

faced with expanding calls for quality and choice, policies (especially in France and the 

Netherlands) tend to establish social care market based on competition and empower users 

through increased purchasing power and consumer-directed budgets (OECD 2005a, 21; 

Pavolini and Ranci 2008, 246). 

 

Huber et al. (2009, 117–121) provide a brief review of private contributions for long-term care in 

several European countries. It comes as no surprise that in traditional means-tested countries, 

such as England, private expenditure is very important. However, universal systems with high 

public spending also rely heavily on cost-sharing and the greatest contributions are made in 

Spain and Italy with important regional variations in price and quality. While most of the 

elderly people receive care at home, private (as well as public) expenditures are the greatest in 

institutional care. In most countries user fees are income-related but even in the countries with 

the lowest private expenditure these can amount to very high levels. For example in Finland, 

private contributions cover only about 10 per cent of the operating expenses of residential 

homes but they can still represent even 85 per cent of patient’s net income; the maximum rates 

paid for long-term home care are lower, from 11 to 35 per cent of the net income over certain 

income thresholds (STM 2010). Yet, Finland, together with Hungary, is one of the only 

countries where the average cost is estimated to be affordable for the elderly. In all countries 

discussed in Huber et al. private burden is deemed expensive even if it amounts to less than 0,5 

per cent of the GDP and compares to only a small fraction of public spending on long-term 

care. Most systems are financed in a progressive way through payroll taxes and the greater need 

for care in the lower income classes reinforces this progressivity. However, Rodrigues and 
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Schmidt (2010, 10) remind that co-payments may weaken the redistributive impact of elderly 

care services.  

 

Countries have combined the above-mentioned alternative policy options in various ways 

leading to complex systems that are difficult to compare. Extensive comparative research on 

elderly care has been scarce for this and other reasons: designs of systems and administrative 

auspices vary remarkably, division between public and private responsibilities is unclear, and 

analytical frameworks lack reliability and consistency (Österle 2002).77 Feminist critics of 

Esping-Andersen’s (1990) welfare state typology spurred an interest in incorporating social 

services into the study of welfare state. The first attempt to identify care models by Anttonen 

and Sipilä (1996) was presented more as an opening for new research rather than an elaborate 

analysis due to the lack of comparable data (yet, fifteen years on, the compilation of statistics 

remains as incomplete as ever). Taking into account services for children and elderly people in 

the late 1980s, they did however make a general distinction between four country clusters: The 

first one with an extensive service system included Denmark, Finland and Sweden where the 

state substitutes for, rather than merely supports, the family. Portugal, Greece, Spain, Ireland 

and Germany made up the second cluster with very few services. While generous services for 

the elderly but scarce services for children existed in the Netherlands, the United Kingdom and 

Norway, the emphasis was reversed in the last cluster comprising Belgium, France and Italy. In 

all classifications, the Nordic countries represent the most comprehensive system, where public 

services are financed by taxes and are widely available to all elderly people with some needs-

testing. 

 

Taking into account not only public services but also cash transfers and leave arrangements, 

Bettio and Plantenga (2004) find a very similar clustering when comparing and categorising care 

strategies in the EU. It differs in its inclusion of Italy in the Mediterranean group where 

management of elderly care is almost entirely delegated to the family. In Italy, family members 

are actually subjected to legal responsibility in supporting their relatives (Da Roit et al. 2007, 

657). The only considerable form of state support are generous pensions that are given priority 

over public services; similarly, good health care systems may reduce the urgency to provide 

direct care for the elderly (also in France) (Jacobzone 1999, 11). Notwithstanding the significant 

regional heterogeneity in Italy where the innovative Centre-North has developed care system 
                                                

77 Moreover, variance can be found in following areas (MISSOC 2009, 6): branch covering the risk of 
dependence (healthcare, sickness, invalidity, or long-term care), system of coverage (social insurance or 
social assistance), conditions for which benefits are granted, qualifying period, means testing, age groups 
covered, minimum level of dependency, user charges for benefits in kind, level of benefits in cash, and 
needs-testing according to the level of dependency.  
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closer to those of Continental European countries and the South has an inadequate coverage, 

formal care has remained residual (Österle 2002, 118–122; Da Roit et al. 2007, 657–8; Pavolini 

and Ranci 2008, 254). Similarly, the highly decentralised system in Spain reinforces regional 

inequalities, and the degree to which people need to rely on informal care also varies (even if it is 

important everywhere) (Comas-Herrera et al. 2006, 287–8). 

 

Government responsibility of elderly care has intensified in Germany since the analyses by 

Anttonen and Sipilä. Very few countries apart from Germany have developed a mandatory 

social insurance for elderly care (of the countries studied here, only in the Netherlands is 

financing partially based on insurance funds). For example, in other conservative welfare states, 

Italy and France, new care policies have not followed the traditional insurance approach, 

although in France 5 per cent of the population has a private insurance against dependency in 

old-age (Comas-Herrera et al. 2006, 287; Da Roit et al. 2007, 654; Huber et al. 2009, 117). While 

the programme in Germany consists of cash transfers and services, the majority of users have 

opted for cash (69 per cent) or a mix of both services and cash (15 per cent) (Pavolini and Ranci 

2008, 254). Bettio and Plantenga (2004) described Germany as “a publicly facilitated private 

care model” because, in contrast to the Mediterranean model, the state compensates foregone 

incomes of informal carers. The principal objective of the long-term care insurance (created in 

1994) was to reduce dependence on social assistance. Although the benefits are not intended to 

meet all expenses, they have substantially supported the financial situation of frail elderly 

persons and their families (Aust and Bönker 2004, 41–2; WHO 2008, 18). 

 

The United Kingdom provides more extensive social care services for elderly people than for 

children (in the empirical analyses only data for England is used, while services provided in 

Scotland are usually more developed). Services are arranged by the local authorities, leading to 

significant regional differences in access and quality of services. In addition, Baldock (2003, 109) 

criticises the British system of being inconsistently selective in terms of needs, socially and 

geographically inequitable, administratively disorganised and subject to chronic crisis and 

failure. Now that the public budget has been drastically cut in the UK, old people that ought to 

be the responsibility of community care are blocking beds in hospitals as cash-strapped 

municipalities avoid carrying out their responsibilities (Toynbee 2010). Moreover, national 

generalisations do not disclose the differences about the real access to services and chances of an 

elderly person receiving help. Furthermore, WHO (2008, 22) writes that those with lower 

incomes are facing more consistent treatment, while those with more financial means are 

experiencing erratic handling on how these resources are taken into account. Home-help 

services are subjected to means-testing (except in Scotland) so that only about half of all the 
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dependant elderly people are entitled to these services, and as in some other countries (such as 

Sweden) emphasis is given to supporting those with the greatest needs; resulting in a situation 

where many of those in need do not receive any form of care at all (Baldock 2003, 120–1; 

Comas-Herrera et al. 2006, 288).  

 

While it is probably safer not to presume that Central and Eastern European countries have 

similar social care systems, Munday (2003) has identified three important features in pre-1989 

social services which are likely to influence current systems today. Firstly, there existed the 

problematic ideological denial of the existence of any social problems whatsoever, reinforced by 

the notion of ‘the perfect state’. Secondly, the strong central state had a controlled monopoly 

over public services and recipients had little influence over provision of services. Thirdly, the 

development of non-state organizations was hindered by the suppression of civil society. 

According to Munday, the past legacy is one of the three most important factors affecting the 

post-1989 development, the other two being economic restructuring and the new, and severe, 

economic problems. Very few studies have compared elderly care systems in post-communist 

countries due to a lack of data or coherent system in the first place. In general, the services are 

poorly developed in all countries studied in this dissertation: public spending on long-term care 

is less than 0,5 per cent of the GDP in most Eastern European countries and coverage is 

significantly lower than the EU average (except in Slovenia). 

 

Traditional service-states, the Nordic countries, and the Netherlands provide, as expected, the 

most extensive elderly care systems. Cash allowances play a minor role in the Nordic countries 

while the Netherlands has opted for a more mixed system that also supports business offering 

home services. Care allowances in Sweden and Denmark are particularly low and the number 

of recipients has also diminished; Finland, on the contrary, offers widely used allowances 

directly to the carer (Rostgaard 2002, 65). As with childcare, local authorities in the Nordic 

countries and non-profit organizations in the Netherlands offer care services for the elderly as 

well. However, Timonen (2004, 90) suggests that even in the Nordic countries some evidence of 

a shift from public provision to private responsibility can be discerned. When the increasing 

share of resources is reserved for clients with the greatest need, as in Sweden, there is a concern 

that more affluent pensioners will avail themselves of private sector services, while poorer people 

will need to turn to their families for support. However, in the late 1990s only 4 per cent of the 

home help in Sweden was provided by for-profit organizations, and this is still the largest for-

profit share in the Nordic countries (Rostgaard 2002, 57). 
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3. Statistical Evidence, Imputation Method and Hypotheses 
 

3.1. Quality of the Data Used 
 

Studies on care services usually begin with an emphasis on the challenges involved in comparing 

national care systems – my experience only confirms such complications as discussed already in 

the chapter on childcare services. The inclusion of elderly care services in my study certainly 

yields some practical difficulties as the systems for providing support and care in this domain 

vary greatly from one country to another. Even when data is obtained, comparability remains 

problematic. For example, some forms of public support are disregarded in the statistics due to 

high levels of fragmentation (e.g. various forms of daytime activities with no available data on 

either spending or the number of users). Vast discrepancies exist in national definitions and 

relevant data can be found under different labels, such as health, old age, disability or family 

spending78: for example, the lack of elderly care services in Italy, prior to a recent health care 

reform, produced a statistically invisible care system in which old people with mild disabilities 

were hospitalized for long periods in order to give their families respite as carers (Bettio and 

Plantenga 2004, 99). In addition, in some countries (such as France, Spain and the UK) the 

organizational model is split into two components; the health component is dealt with by the 

health care system and the social component in the social system. Instead in the Nordic 

countries, a single organization is considered more effective (WHO 2008, 13). OECD has 

gathered data on long-term care (in health statistics) but spending is not always disaggregated 

between in-kind and in cash expenditure, or it does not allow for a comparison on spending 

solely on old age. Huber et al. (2009) present the first large-scale study on long-term and elderly 

care indicators in Europe and North America. Unfortunately, it does not include detailed 

enough information on the expenditures or users but allows for cross-checking and, in some 

cases, for completing the more miscellaneous data collected from national sources. Most 

importantly, it offers confidence in the data used here. As for childcare, I have collected the data 

from various national sources; most often from statistical offices and ministries of health and 

social affairs. Apart from navigating through many different websites, personal correspondence 

with the individuals working in these offices has helped me find appropriate data. All the sources 

are detailed in the appendix (Table A.15). This section presents more evidence on the country 

differences based on these available data. 

 

                                                
78 Terminology employed in the field of elderly care varies widely between countries: home care, (in)formal 
care, institutional care, residential care, nursing care, cash allowances, long-term care, community care, day 
centres, respite care etc. (OECD 2005b, 17). 
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3.2. Public Expenditure and Users 
 

As illustrated in Figure 6.1, Sweden and the Netherlands are by far the most generous spenders 

on long-term care (here also non-elderly care, usually representing only a small fraction, is taken 

into account), the other Nordic countries, with the exception of Finland, coming close behind. 

The public expenditure on old age alone varies between the Estonian 0,1 per cent and the 

Dutch 2,5 per cent of GDP (Huber et al. 2009, 99). The variation in expenditure levels is 

substantially stronger than for other public spending: ratio of 19 between the most generous 

spender Sweden and the most modest one, Estonia, is ten times greater than for health care (see 

also Jensen 2008). These figures will change in the near future, especially in Spain where it aims 

to devote 1 per cent of its GDP on public long-term care by 2015 (Celdràn et al. 2009). It has 

already increased the public provision of elderly care services to a great extent; for example the 

number of users of home help has more than doubled in the past twenty years, providing care to 

4,09 per cent of the elderly population (65+) compared to 1,67 percent in 1990 (Sancho 

Castiello et al. 2006). According to estimations by the European Commission (2006a, 157), 

public spending on long-term care will increase by around 1 percentage point between 2004 

and 2050 in most member states, and by over 2 percentage points in Finland and Sweden due 

to their more developed formal care system. 

 

Figure 6.1. Public Expenditure on Long-Term Care, in Percentage of GDP (2004-2008). 

Note: No data on different categories for the Netherlands and no data for Hungary. 

Source: Huber, M., Rodrigues, R., Hoffmann, F., Gasior, K., Marin, B. (2009), p. 99. 
 

The exact in-kind spending per capita is presented as a share of mean disposable income in each 

country in Figure 6.2. This gives more insight into the relative importance of elderly care 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 152 

services for European households. Again, spending in Sweden is considerably higher than 

elsewhere and the United Kingdom, the Netherlands and Norway create another cluster of high 

relative importance. In contrast, this indicator illustrates very low relative spending in the 

Southern countries as well as in Slovenia. While the in-kind benefit is 1,6 times higher than 

disposable income in Sweden, it does not even exceed 10 per cent of the mean disposable 

income in Italy, Spain and Slovenia where out-of-pocket payments for services are also 

considerable. This will most likely be reflected in the overall results of changes in inequality after 

the inclusion of elderly care. 

 

Figure 6.2. Relative Importance of Spending on Elderly Care, in Descending Order for Share of Mean 
Disposable Income. 

 
Note: a.)National currencies are translated into euros according to the exchange rate used in EU-SILC. 
b.) Aggregate amounts for home care and institutional care together. 

Source: Own calculations based on EU-SILC for mean income and national sources for spending (see Table A.13). 
 

In addition to these differences in expenditure levels, a great deal of variation can be found 

between countries in the use of elderly care services. It is difficult to make perfect comparisons 

between the figures shown in Table 6.1 as the age groups are not identical but, bearing this in 

mind, we do see remarkable differences in coverage: in Norway 62 per cent of the oldest age 

group (85+) are using home care services while the same figure is 7 per cent in Estonia (80+), 

the use of institutional care varies from 40 per cent in Iceland and 34 per cent in Denmark to 4 

per cent in Estonia and 8 per cent in Spain.  

 

In general these services only benefit a marginal proportion of the entire population but their 

redistributional impact can still be significant since the spending per person is remarkably high 

in some countries (based on the cost of production of these services). In which direction this 
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redistribution is moving is another question altogether and depends on the distribution of 

elderly people across income classes. In most countries, the elderly households are 

overrepresented in the lower income deciles, and while the oldest of them could be assumed to 

be highly educated and more affluent, the population over 75 years old is even more 

concentrated in the bottom income quintiles (e.g. in Denmark, 78 per cent of 75+ and 71 per 

cent of 65+ population belong to first and second income quintiles) resulting in redistribution 

towards the lowest income classes via elderly care benefits. However, in conservative welfare 

states with generous pension systems, the elderly usually enjoy a higher economic status when 

disposable incomes are compared. A large part of the social spending, pensions, elderly care and 

health care, benefits the elderly and thus their relative position in society determines to a large 

extent the efficiency of the overall distributional system (or, to be more correct, their economic 

position is shaped by the pension system as they usually have a very modest market income). To 

investigate this idea more closely I have computed the shares of the elderly population across 

income quintiles (Figure 6.3).  

 

Table 6.1. Share of Age Group Using Services for Elderly People. 

 
Note: a.) The information for France and the UK (England) is aggregated for both home care and institutional 
care.  
b.) In Iceland and Slovenia, home care services and in Italy, both home and institutional care are calculated 
for the total age group of 65+.  
c.) Age groups: Denmark and Norway 67-74, 75-84, 85+; Estonia and Spain 65-79, 80+; France and Slovenia 
65-74, 75-79, 80+; Hungary 65-69, 70-79, 80+; and the UK 65-74, 75+. 
d.)Data is from the mid-2000s. 

Source: see Table A.15. 

 

65-74 75-84 85+ 65-74 75-84 85+

Denmark 0,07 0,23 0,52 0,03 0,10 0,34
Estonia 0,01 0,01 0,07 0,01 0,01 0,04
Finland 0,02 0,10 0,25 0,01 0,05 0,19
France .. .. .. 0,01 0,06 0,24

Hungary 0,05 0,13 0,18 0,01 0,03 0,06
Germany 0,03 0,10 0,31 0,01 0,05 0,24
Iceland 0,21 0,21 0,21 0,02 0,10 0,40
Italy 0,03 0,03 0,03 0,02 0,02 0,02

Netherlands 0,09 0,33 0,60 0,01 0,08 0,34
Norway 0,08 0,26 0,62 0,01 0,05 0,23
Slovenia 0,09 0,09 0,09 0,01 0,04 0,14
Spain 0,06 0,06 0,15 0,02 0,02 0,08

Sweden 0,03 0,13 0,39 0,01 0,06 0,27
United Kingdom .. .. .. 0,01 0,11 0,11

Home based services Institutional care

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 154 

Figure 6.3. Distribution of Elderly People across Income Quintiles, as a Share of Total Population over 
65 Years Old. 

Source: Own calculations based on EU-SILC. 
 

Table 6.2. Welfare State Regimes and Elderly Care Services, a Summary. 

Note: Elderly care in cash: total in cash spending on old age (OECD Social Expenditure Database). 

 

As seen in Table 6.2, the Nordic countries vary quite considerably when it comes to in cash 

spending on old age, but they generally perform better than other countries when it comes to 

spending and number of users of elderly care services (low cash, high kind), only in Finland is 

the spending level slightly lower and poverty rate for the elderly higher. The Netherlands is 

again very close to this group, while France and Germany have similar spending patterns as 
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Spending 
% GDP

In kind: 
Spending 
% GDP

Spending % 
dpi

Users 65+
Poverty rate 

elderly 
people

Nordic countries
Denmark 5,5 2,7 0,66 29,8 0,17
Finland 7,6 0,9 0,50 22,1 0,22
Iceland 1,8 2,2 0,44 30,4 0,14
Norway 4,4 2,1 0,88 24,7 0,15
Sweden 6,8 3,8 1,60 15,7 0,11

Avergae Nordic 5,2 2,3 0,82 24,5 0,16

Continental countries
France 10,6 0,6 0,44 8,1 0,13

Germany 8,9 0,7 0,13 10,5 0,17
Netherlands 4,5 1,8 0,90 27,7 0,10

Average Continental 8,0 1,0 0,49 15,4 0,13

Southern countries
Italy 11,5 1,0 0,04 4,8 0,22
Spain 6,1 0,3 0,05 8,3 0,28

Average Southern 8,8 0,6 0,05 6,6 0,25

Post-communist countries
Estonia 5,2 0,2 0,21 2,6 0,33
Hungary 7,4 0,6 0,44 4,1 0,06
Slovenia 8,4 0,5 0,08 13,0 0,18

Average Post-communist 7,0 0,4 0,24 6,6 0,19

Anglo-Saxon countries
United Kingdom 5,1 0,9 0,94 16,1 0,30

Average 6,7 1,3 0,52 15,6 0,18

Elderly care
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Italy (high cash, low kind). However, in general, Southern countries have significantly higher 

poverty rates for the elderly, coverage of old age services is low, and in-kind benefits from 

elderly care are unimportant. Hungary, and to lesser extent Slovenia, are close to the 

continental welfare states. The UK approaches the Nordic cluster with a mix of low spending 

but above-average coverage rate and spending as a share of disposable income. 

 

3.3. Imputation 

 
From the income viewpoint, the aim of social care services is to improve the living standards of 

people who need help, and to offer support and respite to relatives from the burden of 

continuous care (Sipilä 1997, 36). Accordingly, it may be hard to judge if elderly care is 

benefiting the old person who is actually using the service or his/her children (living in a 

separate household) who are no longer responsible for taking care of their father/mother. In this 

study, the beneficiary is the elderly person (and his/her household79) receiving the care. 

 

Unfortunately, in comparison to childcare, no similar data on the use of elderly care services 

exist in the EU-SILC. Therefore, imputation is based on the potential use of elderly care services. 

The probability is derived from national user profiles, in other words, from the real percentage 

of use by age groups. Thus, each person over 65 years80 is allocated an in-kind transfer but the 

exact amount depends on the probability of use (probability*expenditure per capita). These 

probabilities are roughly similar to those presented in Table 6.1 in the previous section. 

However, in the actual imputation, slightly different profiles were used as well as a division 

between genders for Estonia, Iceland and Sweden for which separate data were available (see 

Table A.14 for details). Different probabilities for men and women can be important since 

women tend to outlive their spouses and are thus more likely than men to be widowed, live 

alone and need public support, while men can rely on care provided by their wives (Bettio and 

Plantenga 2004, 104). For example in France, 75 per cent of beneficiaries of institutional care 

are women and especially in the oldest age group (80+) the difference between men and women 

is considerable (7 per cent of men in this age group are in institutional care compared to 18 per 

cent of women) (Prévot 2009). Institutionalisation or reliance on domestic care does not only 

depend on severity of illness, but also on factors such as marital status, availability of informal 

caregivers, incentives to be found in the organisation of public care system and even the walking 

                                                
79 Throughout this dissertation, household’s disposable and extended income is assumed to be shared equally 
by the members of household so that in-kind transfers benefit all the members and not only the individual 
receiving them. 
80 60 years in Denmark, Estonia, and Germany, 67 years in Sweden and Norway. See exact age groups in 
Table A.14. 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 156 

distance to public transport (Österle 2002, 39). Imputation based on age, and for some countries 

on gender, cannot consider the individual needs and situations but works as quite a reliable 

proxy on the potential use. It might also underestimate unequal access or use of services. Using 

the Survey on Health, Ageing, and Retirement in Europe (SHARE), Rodrigues and Schmidt (2010, 11–

14) find that the richest income quintile uses formal home care services more in Austria, 

Germany and Italy, while in France, the Netherlands, Sweden and Denmark the use is 

substantially progressive. In general, in countries with emphasis on cash for care, the system was 

less progressive. To my knowledge, Sefton (2002) is the only one to have imputed the value of 

elderly care services to households (in the UK). He based his calculations on real use of home 

help services detailed in Family Resources Survey while benefits from residential care were 

imputed according to a similar insurance approach than is used here (probability of use was 

broken down by age, gender and also marital status). He found out that the second and the third 

quintiles and single pensioners benefited the most.  

 

Despite the fact that people living in institutions are excluded from the EU-SILC survey, this in-

kind benefit is included in the imputation. Even if no respondent in the data is actually staying 

in an elderly institution, this service is considered as an insurance against old age, thus the 

possible, not real, benefit is taken into account here. The rationale behind is the same as for 

health care services. Likewise, the pattern of use resembles that of health care, except that the 

targeting is even more focused on the oldest citizens. 

 

3.4. Hypotheses 
 

The hypotheses offered here reflect the hypotheses for childcare on the one hand, and those for 

health care on the other. They are based on the literature discussed in the previous section and 

more explicitly on the statistical evidence introduced above. 

 

H1. Even more than in the case of health care, the oldest people benefit. Their heavy 

concentration in the bottom quintiles makes elderly care services pro-poor. 

H2. The number of recipients of the in-kind benefit is, however, too limited to reduce the 

overall level of income inequality. 

H3. The differences in inequality rates between countries are more pronounced when elderly 

care is taken into account since variation in spending and coverage is remarkable, countries that 

are already more equal are spending more generously. 

H4. Country differences in results are due to differences in spending, number of users and 

distribution of elderly people across income classes. 
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H4a. Inequality is reduced the most in the Nordic countries and the Netherlands with 

highest relative spending and widest coverage. 

H4b. The potency of elderly care services to reduce inequality is lower in France, Italy and 

Hungary where the elderly population is less concentrated in the bottom income quintile. 

 

 

4. Results: Pro-Poor Elderly Care 
 

As already envisaged in Figure 6.3 on the distribution of elderly people across income quintiles, 

the analyses prove that elderly care services benefit the lower income classes the most. The 

results based on the imputation are presented in Table 6.3. All indicators show a reduction in 

inequality in most countries when in-kind transfers from elderly care have been added to 

disposable income. Only percentile ratio for the Netherlands indicates a wider gap between the 

rich and poor but even this is most probably a result of the re-ranking of households as the 

benefits in the Netherlands are quite considerable and provoke upwards mobility among elderly 

households. In fact, the magnitude of the reduction is quite significant in many cases and in half 

of the countries studied there is a visible redistributive effect (s80/s20) in contrast to H2 that 

hypothesised a negligible impact due to modest share of beneficiaries in the total population. 

Here, countries cluster in a more obvious way than when studying ECEC services. The biggest 

egalitarian impacts are clearly connected with the social-democratic countries: when quintile 

share ratio is used, inequality decreases by 19 per cent in Sweden, 16 per cent in Norway and 13 

per cent in Denmark (in Iceland and the Netherlands the income gap is reduced by a tenth, 

while Finland is coming further behind with a 5 per cent reduction). In the rest of the countries 

the effect is smaller. In fact, no impact could be detected in Slovenia and Italy due to very low 

public spending, and also because of the even distribution of elderly people across income 

classes in Italy. These findings conform well to hypothesis H4. 

 

Table 6.3. The Impact of Elderly Care Services on Income Inequality, in Descending Order for 
Reduction in Inequality (s80/s20). 

ELDERLY CARE

Disposable 
income

 + Elderly 
care

Impact on 
inequality

Disposable 
income

 + Elderly 
care

Impact on 
inequality

Disposable 
income

 + Elderly 
care

Impact on 
inequality

Sweden 2,734 2,671 2% 3,35 2,72 19% 0,232 0,225 3%
Norway 2,798 2,691 4% 3,57 2,99 16% 0,235 0,226 4%

Denmark 2,709 2,549 6% 3,50 3,06 13% 0,241 0,229 5%
Netherlands 2,904 2,920 -1% 3,89 3,48 10% 0,268 0,263 2%

Iceland 2,975 2,888 3% 3,95 3,56 10% 0,280 0,272 3%
Finland 3,013 2,893 4% 3,71 3,54 5% 0,261 0,254 3%

United Kingdom 4,202 4,055 3% 5,44 5,22 4% 0,326 0,321 2%
Spain 4,221 4,118 2% 5,29 5,17 2% 0,311 0,306 2%

Hungary 3,077 3,044 1% 3,69 3,65 1% 0,257 0,254 1%
France 3,177 3,170 0% 3,81 3,77 1% 0,263 0,261 1%
Estonia 4,271 4,219 1% 5,54 5,48 1% 0,332 0,331 0%

Germany 3,617 3,582 1% 4,76 4,73 1% 0,296 0,295 0%
Italy 4,106 4,096 0% 5,45 5,43 0% 0,317 0,317 0%

Slovenia 2,799 2,789 0% 3,23 3,22 0% 0,228 0,227 0%

p90/p10 s80/s20 Gini coefficient
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Figure 6.4 illustrates all the more clearly the strong progressive nature of elderly care services. In 

almost all countries, the poorest quintile benefits the most (this is especially true in the Nordic 

countries), proving hypothesis H1 correct. Only in Hungary and Italy does the distribution go 

remarkably more towards the middle-income classes and in Germany and France the 

distribution is somewhat flatter, though still benefiting the two bottom income classes the most. 

This result complies with the conservative ethos of their welfare state (elderly people benefit 

from generous pensions in these countries and thus are not absolutely part of the lower income 

classes). Lowest income quintiles also benefit more in relation to their disposable income; on 

average the benefit is 7 per cent (average for ECEC was 5 per cent) of the mean disposable 

income in the first income quintile (varying between 24 per cent in Sweden, 20 per cent in 

Norway and 0 per cent in Slovenia and Italy) (see Table A.16 in appendix).  

 
Figure 6.4. Distribution of In-Kind Benefits from Elderly Care across Income Quintiles. 

 
Figure 6.5. The Composition of Extended Income of Elderly Households. 
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But what if we compare only the beneficiaries of in-kind transfers? As opposed to ECEC 

benefits, on average representing 16 per cent of the disposable income of ECEC beneficiaries, 

we can see in Figure 6.5 that in-kind transfers from elderly care are less important in the 

household budget of the targeted group, elderly households, and that the variance between 

countries is slightly greater. In all the Nordic countries (except for Finland) and in the 

Netherlands, the benefit represents a fifth of disposable income. In the remaining countries, the 

relative importance is less substantial but still on average 12 per cent for all fourteen countries 

(although almost non-existent in Germany, Italy and Slovenia). 

 

Figure 6.6. Scatterplot on the Connection between Income Inequality and Impact of Elderly Care 
Services on Inequality. 

 
Note: R= –0.52. 

 

Figure 6.6 shows that there is a connection between initial level of inequality (based on 

disposable income, quintile share ratio) and reduction achieved through elderly care services. 

The association is negative as opposed to the one found for health care, in other words, the 

countries that were more equal to begin with also induced the greatest declines in inequality 

through elderly care services. Three country groups emerge from this graph: first, countries with 

a low level of inequality and significant reduction of inequality; second, countries also with a low 

level of inequality but only negligible impact in inequality; and third, countries with a high level 

of inequality and faint reduction in inequality. Unsurprisingly, the Nordic countries and the 

Netherlands attain the greatest redistribution towards the poor (excluding Finland, as shown in 

so many other occasions in this thesis). In general, those countries ranking high in terms of 

equality escape even further the inequality levels of the rest of the countries when elderly care 
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services are taken into account (H3). The distance between the most equal (Sweden) and 

unequal (Estonia) country increases when we compare inequality levels for disposable income 

and in-kind benefit. After the inclusion of in-kind benefit, the ranking of countries changes so 

that Sweden, Norway, the Netherlands and Iceland improve their ranking, while the position of 

Slovenia (the most equal country when only disposable income is studied), Hungary and France 

deteriorate. Germany, Spain, the United Kingdom, Italy and Estonia remain the most unequal 

countries before and after the inclusion of elderly care transfers. However, these changes prove 

mainly a curiosity and the main interest in the results is the confirmation of the pro-poor 

character of elderly care services in most countries.  

 

 

5. Conclusions 
 

Three country clusters appear from this analysis81: the first one includes Sweden, Denmark, 

Norway, Iceland and the Netherlands where inequality is reduced the most and where the initial 

level of inequality is the lowest, in the second cluster we find a heterogeneous group with 

Finland, the UK, France, Spain and Estonia where inequality decreases only mildly, in the last 

cluster, composed of Slovenia and Germany, inequality is unaffected by the inclusion of elderly 

care services. This categorising is by no means rigid as the clusters are quite flexible and does 

not offer a powerful analytical instrument. They can, however, summarise the overall 

differences between elderly care systems studied in this chapter. While they are based only on 

the efficiency of elderly care benefits to reduce income inequality, they also reflect the size of 

public spending and the extent to which elderly people can benefit from these services. Although 

many elderly people belong to the lower income classes and transfers thus benefit to larger 

extent these poorer households, this analysis does not qualify to measure the inequalities in 

receiving care. As Baldock (2003, 123) notices, the higher income groups can access services at a 

lower level of need or dependency through private markets while poorer people do not have 

easy alternatives to public provision. In a means-tested system, the middle-class elderly are even 

worse off as they are caught in the middle, too rich to obtain public support and too poor to 

purchase private services. This problem is especially prevalent in the UK. In general, as cash 

payments still play a prominent role in financing services, lower income classes may need to rely 

upon relatives more, even if payments are often progressive. These aspects were not taken into 

                                                
81 Distinguishing between five clusters may do more justice to differences within the clusters proposed here: 
1) Sweden, Norway, and Denmark with highest reduction of inequality, 2) Iceland and the Netherlands with 
medium reduction, 3) Finland and the UK with medium-low reduction, 4) Spain, France and Estonia with 
low reduction, and 5) Slovenia and Germany with no effect on inequality (when quintile share ratio is used as 
a measure of inequality). 
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account in the analyses presented above. An equal access to elderly care services is obviously a 

strong assumption, but there was no means of avoiding this problem with the data available. 

However, this raises an interesting question for future research. 

 

While the progressive distribution of elderly care benefits might be slightly overestimated in the 

results, it indicates a clear pro-poor pattern in most countries as elderly people are over-

represented in lower income classes to a  great extent. Only in Hungary and Italy (and to a 

lesser degree in Germany and France) this progressivity is less pronounced. These are 

interesting results. Elderly care is not only a relief to families with frail relatives to look after, but 

it is a transfer that goes in most cases to people who belong to bottom income classes, thus it can 

partly replace reliance on social assistance. The political concern should be focused on equal 

access and use of services and this should also be studied more carefully. What influences the use 

of services, and are all the dependant elderly in an equal position in receiving care? How do 

more concentrated services for the people with greater needs (the focus in Sweden and the UK) 

influence equality?  
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CHAPTER VII: Conclusions 
 

 

In this last chapter of my doctoral thesis, I summarize the findings detailed in the previous 

chapters and provide some final explorations based on the extended income that I have attained 

after the inclusion of all the in-kind benefits studied earlier. The pertinence of the traditional 

welfare state regime typology is reconsidered in the second part of the chapter. Finally, I 

conclude the thesis with political as well as academic remarks: what kind of evidence or practical 

lessons could be presented to policy-makers and what will need to be studied further in the 

future. 

 

 

1. Starting Points 
 

Research on income inequality has burgeoned since the 1970s when Anthony Atkinson wrote 

The Economics of Inequality (1975) and Amartya Sen his famous On Economic Inequality (1973). A 

substantial body of literature on the topic has followed in the field of economics as well as of 

sociology or social policy, and economic inequalities represent a continuous object of scrutiny by 

the media as well (e.g. Raivio 2008; Elliott and Curtis 2009; Frank 2010; Noah 2010; Relander 

2010). More recently, an urge to include public services in this important strand of research has 

grown stronger and attempts to carry out such studies have become more frequent, even during 

the period of writing this present thesis. This growing interest among researchers reflects the 

concerns of policy-makers and the wider public who, in the context of increasing insecurity, feel 

strongly about inequalities that were mostly “out in the cold” during the golden years of welfare 

state expansion (Atkinson 1997). Distribution of economic resources is a major social 

phenomenon of which I felt compelled to provide a more comprehensive description through 

the inclusion of public services. Furthermore, the social distribution of increasing spending on 

services is in itself an important issue and merits thorough investigation.  

 

The starting point of this thesis was normative, as is often the case for examinations of 

inequality. My ambitious aim was to provide evidence that could be used to guide policies and 
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not only to satisfy our curiosity about how well our respective countries are faring (although as a 

Finn, it is fascinating, yet troubling, to discover that Finland seems to be drifting away from the 

other Nordic countries making it increasingly difficult to credit Finland as a forerunner of 

egalitarian values and policy guidelines!). If inequalities are greater in one country than in 

another, if they have increased over time, or if public services seem to offset the effects of the 

tax-and-transfer aspect of the welfare state, then many would agree that something needs to be 

changed in the system. Inasmuch as equality is one underlying principle of social justice, it is 

often used in political debates.82 The research emphasis on cash transfers has neglected the 

changes in the service side of the welfare state; only by studying both of these can we uncover 

evidence about the consequences of policy changes for equality.  

 

With the growing attention paid to new social risk policies, I regarded the study of how these 

policies conform to the objectives of the European welfare states to smoothen income 

inequalities as indispensable. This increased spending, aiming to lessen the risk of dependency 

or facilitating reconciliation between work and family, benefits in principal older people and 

families. Therefore, it is not distributed evenly across the whole population but it is more 

targeted in nature. In general, as shown in the empirical chapters, the economic status of elderly 

people and children are some of the main determinants of the redistributive effects in a given 

country. But childcare could be singled out as pro-rich as it helps dual-earner families in 

particular (and dual-earners are usually better-off than households managing on one income). 

As a consequence of these changes towards a social investment state and new categories of 

spending, it was increasingly evident that personal social services needed to be taken into 

account in studies of income distribution and economic resources of households. Inclusion of 

non-cash income from primary and secondary education as well as from health care was 

important in order to contextualise the smaller spending categories and to compare the relative 

differences between services, while tertiary education attracted my interest for its ostensibly pro-

rich character and the more complex nature of its imputation. 

 

Although I was not alone in believing that the inclusion of non-cash income into the study of 

economic resources is important, a hesitation or a doubt of the theoretical validity of this idea 

lurked in the background during the process of this thesis. After all, I understand that public 
                                                

82 What we mean by equality is a different discussion entirely, initiated by authors such as Rawls, Dworkin, 
Nozick, Sen, Arneson and Roemer (Dworkin 1981; Wolff 2008; Roemer 2009). Their views are reflected in 
the political arena: Burchardt and Craig (2008, 1) compare the diverging views by the British Conservative 
party and Labour party. For the former the approach to equality and social justice was formulated through the 
belief that people must take responsibility of their own actions while the government should help them to 
make the right choices. The Labour party, instead, focused on the equal worth of all citizens, the equal right 
to be able to meet basic needs, the need to spread opportunities and life chances, and the need to reduce, and 
where possible eliminate, unjustified inequalities. 
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services are not essentially an instrument of equalising incomes but, as Marshall (1977 [1963], 

113) wrote, they were planned with equal participation in the society in mind: 

 

“What matters is that there is a general enrichment of the concrete substance of civilized life, a general 

reduction of risk and insecurity, an equalization between the more and less fortunate at all levels – 

between the healthy and the sick, the employed and the unemployed, the old and the active, the bachelor 

and the father of a large family. Equalization is not so much between classes as between individuals 

within a population which is now treated for the purpose as though it were one class. Equality of status is 

more important than equality of income.” 

 

Nevertheless, I have demonstrated in this thesis that the incorporation of non-cash benefits 

within the notion of income is not only a requisite for a broader understanding of the 

functioning of the mature welfare states but it is also feasible. Social policies have developed 

since Marshall’s writings and research should shift from the analysis of cash transfers to services 

accordingly. The welfare state has adapted to the changes in the society where class inequalities 

are now accompanied by various other social problems connected not only to labour market 

position but to diverse life situations: being a single-mother, a frail pensioner, a child (Alber 

1995). Thus, in moments of doubt about the direction of this thesis, it was encouraging to turn 

to Timothy M. Smeeding who has put enormous efforts into studying the effect of public 

services on income distribution; most recently Smeeding et al. (2008) have propagated that the 

omission of publicly provided services would lead to deceptive interpretations about the role of 

the welfare state, especially if we want to analyse changes over time: 

 

“The theoretical and empirical importance of valuing in-kind benefits has been understood for a long 

time. Conceptually it is clear that these benefits are worth some non-trivial amount to beneficiaries. 

Therefore, from a theoretical point of view, a measure that counts in-kind transfers is superior to the 

conventional measure of cash disposable income as a measure of a household’s standard of living.” 

 

 

2. Synthesis of the Findings 
 

2.1. From Disposable Income to Final Income 
 

The aim of this doctoral dissertation was to move from the measurement of disposable income 

to the measurement of final, or extended, income and to study the distribution of in-kind 

benefits across income classes and household types. My main hypothesis was that this step would 

allow for the government-provided benefits that influence income distribution but are omitted 
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from traditional income distribution studies. My findings demonstrate that this more 

comprehensive notion of income is not purely a technical challenge to overcome but also 

meaningful in terms of inequality and important for our understanding of economic inequalities. 

This study was motivated by the normative standpoint of expecting social policies to decrease 

income inequalities and the concern to acknowledge the redistributive impact of public services 

which are, as a rule, designed to serve purposes other than the redistribution of income. From 

this egalitarian perspective, we need to know if public services are indeed regressive in the sense 

that they benefit the better-off more than others as Le Grand (1982) suggested three decades 

ago. It was my intuition, and the conviction of many other researchers before me, that we 

should include the non-cash benefits received from the state in the study of income distribution 

in order to fully appreciate the efforts of welfare states in the fight against poverty and income 

inequality.  

 

Table 7.1. Inequality of Final Income and Reduction of Inequality After the Inclusion of Non-Cash 
Income, in Descending Order for the Total Reduction (s80/s20). 

Note: Tertiary education is excluded from the calculations. 
 

The importance of this approach is summarised in Table 7.1. When taking into account non-

cash benefits from childcare, education, health care and elderly care, we see that on average 

income inequalities are reduced by around a fifth using percentile ratio or the Gini coefficient as 

an inequality indicator, or even by one third when using quintile share ratio. The variance 

between countries is less than expected (and more circumscribed than the variance for reduction 

through tax-and-transfer system) most likely because health care and education reduce 

inequalities the most and to quite an equal degree in all the countries studied here; the greater 

dispersion found when childcare or elderly care were studied separately vanishes when all 

services are combined as the importance of much larger spending categories of education and 

health care smoothens the differences between countries. The strongest impact is found in three 

Nordic countries and, surprisingly, in Italy and Spain (s80/s20). Public services in Finland and 

FINAL INCOME

Disposable 
income

Final 
income

Total 
impact on 
inequality

Disposable 
income

Final 
income

Total 
impact on 
inequality

Disposable 
income

Final 
income

Total 
impact on 
inequality

Sweden 2,73 2,25 18% 3,35 2,06 38% 0,23 0,18 21%
Norway 2,80 2,26 19% 3,57 2,25 37% 0,23 0,19 20%

Denmark 2,71 2,19 19% 3,50 2,30 34% 0,24 0,19 21%
Italy 4,11 3,18 23% 5,45 3,60 34% 0,32 0,27 16%
Spain 4,22 3,19 24% 5,29 3,54 33% 0,31 0,26 16%

Iceland 2,98 2,33 22% 3,95 2,70 32% 0,28 0,22 21%
Netherlands 2,90 2,41 17% 3,89 2,66 32% 0,27 0,22 17%

Estonia 4,27 3,21 25% 5,54 3,80 31% 0,33 0,28 17%
Hungary 3,08 2,44 21% 3,69 2,53 31% 0,26 0,21 18%

United Kingdom 4,20 3,16 25% 5,44 3,77 31% 0,33 0,27 16%
France 3,18 2,50 21% 3,81 2,70 29% 0,26 0,21 19%

Germany 3,62 2,88 20% 4,76 3,42 28% 0,30 0,25 16%
Slovenia 2,80 2,31 18% 3,23 2,44 24% 0,23 0,19 17%
Finland 3,01 2,54 16% 3,71 2,81 24% 0,26 0,22 15%

Average 21% 31% 18%

p90/p10 s80/s20 Gini coefficient
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Slovenia create less impressive reductions in income inequality. Smeeding et al. (1993) 

discovered that the size of social budget was unconnected to the redistributive effect, for 

example the least generous country, the USA, achieved a greater reduction in inequality 

compared to Sweden with the highest spending. This finding is not fully corroborated here as 

Sweden, Norway and Denmark, the countries often spending the most, also managed to narrow 

the income gap the most. Italy and Spain perform so well probably due to the high initial level 

of inequality and the much more equal distribution of in-kind benefits in comparison to 

disposable income. Moreover, the economic status of elderly households and families with 

children is clearly among the worst in the countries studied (see Table A.17), leading to a strong 

pro-poor distribution of education and health care in these countries. However, this positive 

tone of the findings should be balanced with the results from higher education that confirm the 

pro-rich character of this public service in most countries. It should also be noted that a 

reduction in inequality does not necessitate an equal distribution of in-kind benefits: transfers 

from higher education benefit the richest income class the most, but as they are still more 

equally distributed than disposable income, they have the potential of decreasing the measured 

income inequality in some cases.  

 

Figure 7.1. Scatterplot of the Connection between Initial Level of Inequality and Reduction in 
Inequality (s80/s20). 

 
Note: R=0.04. 
 

When we study the connection between initial level of inequality (based on disposable income) 

and the reduction of inequality when public services are added to household income, there 

seems to be no association between the two as illustrated in Figure 7.1. However, this is true 

only when quintile share ratio is used as a measure of inequality. As we analyse the same 
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connection for percentile ratio (r=0.85) or the Gini coefficient (r=–0.57), there is a clear 

connection between the two variables (especially for p90/p10). Interestingly this association is 

negative for the Gini coefficient and positive for percentile ratio meaning that the most unequal 

countries redistribute more to the bottom of the income distribution while the inequality that 

Gini is able to measure remains intact in these same countries (see appendix for scatterplots 

Figures A.2 and A.3). In general, the most unequal countries (Estonia, the UK, Italy and Spain) 

are often grouped together as well as the cluster of the most equal countries (Sweden, Denmark 

and Norway), while the countries in between are more randomly scattered.   

 

The three different measures of inequality give slightly varying results as they place different 

emphasis on the shape of the distribution (p90/p10 concentrates on the two extremes while Gini 

indicates inequality even if it is found only among the middle quintiles, see also section 2.3.2 in 

Chapter II). In addition, percentile ratio and the Gini coefficient also take into account re-

ranking of households after the inclusion of public services. Throughout the thesis I have 

focused mainly on the quintile share ratio as the main indicator of inequality but it should 

obviously be compared to the two other measures: Table 7.2 illustrates how weakly the Gini 

coefficient and quintile share ratio are correlated with percentile ratio. Indeed, in Table 7.1 the 

ranking of countries differs considerably when we study percentile ratio instead of quintile share 

ratio (while there is little difference when the ordering is based on the Gini coefficient). While 

Sweden and Norway generate the greatest reduction in income inequality through in-kind 

benefits when the latter measure is employed, the percentile ratio, focusing even more on the 

two extremes of the income distribution, shows that inequality decreases the most in Estonia and 

the United Kingdom. As mentioned above, the magnitude of reduction is correlated with higher 

levels of inequality when percentile ratio is used. 

 

Table 7.2. Correlation Between Different Inequality Indicators, Reduction in Inequality. 

 p90/p10 s80/s20 Gini coefficient 

p90/p10 1.000   

s80/s20 0.1967 1.000  

Gini coefficient -0.1821 0.5823 1.000 

 

Table 7.3 turns our attention to the relative differences between the in-kind benefits included. 

As envisaged, most of the total reduction in inequality originates from the inclusion of primary 

and secondary education and health care. Likewise, the importance of these two benefits as a 

share of disposable income is much higher. Compared to these two categories ECEC services 

and elderly care are much less important, yet they should not be regarded as trivial. When it 
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comes to tertiary education (excluded from earlier explorations), it represents a reduction of 

equal importance to that of services provided for young children (s80/s20). When we look more 

closely at different household types, we see that the share of ECEC and elderly care are, 

however, quite important for families with children and elderly households respectively. On 

average, elderly care benefits equal to 12 per cent of elderly people’s disposable income. Single-

parent families seem to benefit relatively the most as benefits represent half of their disposable 

income, although we should remember that they often have the poorest incomes to begin with 

(see also Figure 7.4).83  

 

Table 7.3. Average Reduction in Inequality and Share of Disposable Incomes, by Services. 

 

The step from disposable income to extended income is especially important when we study the 

poorest fifth of the population. As shown in the table, final income of the poorest income 

quintile is two-thirds greater than their disposable income, this growth equals to 24 per cent for 

the whole population and 11 per cent for the richest income class. In this sense, public services, 

and also higher education, are clearly progressive. Figure 7.2 illustrates this more clearly by 

showing the composition of final income for each income quintile (with tertiary education). 

Countries selected represent different welfare state regimes but the pattern found is similar 

across countries.  

 

                                                
83 A further analysis was done with a decomposition method (ineqfac command in Stata). Decomposition by 
income sources disaggregates inequality into different components of income and assesses their contribution 
to income inequality (Shorrocks 1982). An examination of the different factors of final income (market 
income, cash benefits, direct taxes, and public services) reveals that the role of in-kind benefits is quite 
meagre in comparison to cash benefits and taxes. Especially income and wealth taxes contribute the most in 
equalising income inequality in all countries. This method does not allow us to study the distribution of in-
kind benefits the same way as done in the main part of the text so I consider it as less interesting for the 
purpose of the study. 

ECEC Education
Health 
care

Elderly 
care

All 
benefits

Tertiary 
education, 
option 1.

Tertiary 
education, 
option 2.

Tertiary 
education, 
option 3.

Reduction in inequality

p90/p10 1% 7% 12% 2% 21% 0% -1% -1%

s80/s20 4% 17% 15% 6% 31% 7% 3% 4%

Gini 1% 7% 9% 2% 18% 0% 0% 0%

Share of disposable 
income

Poorest quintile 5% 25% 24% 7% 62% 9% 6% 6%

Richest quintile 1% 4% 5% 0% 11% 2% 2% 2%

Average all population 2% 10% 10% 2% 24% 4% 3% 3%

Elderly people 0% 0% 23% 12% 35%

Single-parent families 6% 35% 10% 0% 50%

Other families with 
children

5% 17% 8% 0% 34%
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Figure 7.2. Composition of Final Income in Selected Countries, by Income Quintile. 

Note: 3rd imputation method used for tertiary education. It means that income quintiles are based on data in 
which independent student households have been deleted.  

 

If we consider equality of public spending instead of equality of final income (in Le Grand’s 

terms), we see that in-kind benefits are also progressive in the sense that lower income classes 

receive a greater share of benefits allocated in all countries studied (without tertiary education 

that proves the opposite, Figure 7.3). Moreover, potential user contributions or service-fees (not 

to mention taxes used to finance these services) are usually income-related, thus enhancing this 

progressive arrangement. In fact, the poorest income quintile benefits the most everywhere 

except for Estonia, Finland and Germany where the 2nd income quintile makes the largest 

benefit. The most progressive distribution can be found in Sweden, the Netherlands and 

Norway. In conclusion, the forceful argument by Le Grand (1982) for the redistribution towards 

the middle classes or the rich does not hold true according to the analyses I have conducted. 

Instead, public services can be considered as part of the redistributive mechanism of the welfare 

state and as benefiting the worse-off the most. This aggregate image, of course, conceals the 

slightly differing distributive patterns among in-kind benefits - however they have been discussed 
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in the empirical chapters for each service separately. In short, health care is the most evenly 

distributed across income classes, while strong pro-poor distribution was found for elderly care, 

pro-poor or pro-middle class distribution for education, and greatly varying patterns were found 

for childcare and pre-education, which in some countries benefit the top income quintile the 

most. Higher education does not follow this progressive pattern and it proved to be benefiting 

the rich the most in many countries – but not in all. The high spending in this more exclusive 

service compromises the equalising nature of the other services studied here and this remains a 

crucial issue for the educational policies and welfare states to tackle. Many other services have of 

course been omitted from this study, for example active labour market policies could have been 

included as a part of social policies (see Table A.22 on their relative importance). They would 

most probably reinforce the pro-poor effect as unemployed people benefit from those services 

the most. On the contrary, some other services, like public transport or culture, are of less 

interest from the point of view of the welfare state and therefore, I did not deem their inclusion 

necessary for the purpose of this study though they might lead to a less positive image of the 

equal distribution of public spending.84  

 

Figure 7.3. Distribution of All In-Kind Benefits, by Income Quintile. 

 

 

                                                
84 Obviously, it would be interesting to study the distribution of the spending on culture, for example: who 
benefits from subsidies for opera, libraries, swimming pools or museums? My experience in Florence would 
lead me to believe that there might be a case for transnational distribution, at least when it comes to Italian 
museums. 
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2.2. The Life-Cycle Use of Services 
 

Public services might be considered as lessening the risks of specific social groups rather than 

income classes. Indeed, instead of replacing foregone earnings, public services often actually 

foster individual’s earnings capacity (though this dynamic effect is not taken into account in this 

simpler static analysis on their impact on household’s resources). It is true that the in-kind 

transfers examined here are connected to certain phases of life and distribute especially across 

lifetime (see e.g. Falkingham and Hills 1995; Lloyd et al. 2005). I have already argued that this 

does not preclude vertical redistribution as targeted groups are often those under the greatest 

strain when maintaining their economic position vis-à-vis the rest of the society. It seems 

plausible that disposable income is not adequate to reflect the true economic circumstances of 

different household types and thus, the inclusion of public services can also shed light on this 

question. 

 

Figure 7.4. Composition of Average Final Income (Relative and Absolute), by Household Type, Finland. 

 
Note: 3rd imputation method used for tertiary education. 
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Tables A.17 and A.18 in the appendix show poverty rates for different household types and age 

groups (poverty line is calculated as 60 per cent of median disposable income). In the majority of 

countries, elderly people have higher relative poverty rates than the population as a whole. Only 

in France and Hungary, and to lesser extent in the Netherlands and Sweden, do those over 65 

years of age not have an increased incidence of living in relative poverty. Moreover, in all 

countries, families headed by a single-parent have higher poverty rates in comparison to the 

overall poverty rate, while this is the case for only four countries, namely France, Hungary, Italy 

and Spain, when families include two adults with children. Children under school age do worse 

than the rest of the society in Hungary, Iceland, Italy, the Netherlands, Norway, Sweden and 

the United Kingdom. These indicators should evince that services that are not aimed at assisting 

poorer people per se, are likely to do so simultaneously via multiple other objectives they pursue. 

Figure 7.4 illustrates the composition of final income for different household types in relative 

and absolute terms. While the figure shows only the case of Finland, other countries are very 

similar in this respect, only the importance of different services varies slightly across countries. 

Children and elderly people benefit the most in relative and absolute terms and income gaps 

between different household types narrow in all countries.85 Table 7.4 summarises the income 

effects of all public services (excluding tertiary education) for different household types. In short, 

it is clear that single-parent families (33 per cent), elderly people (25 per cent) and households 

with children (23 per cent) benefit the most from these services. 

 

Table 7.4. Share of In-Kind Benefits in Final Income, by Household Type. 

                                                
85 For example, the ratio for mean disposable income and mean final income in Finland: between couples 
without children and families with children 1,19 for disposable income vs. 0,98 for final income; between 
families with children and single-parent families 1,46 vs. 1,24; between couples without children and elderly 
households 1,57 vs. 1,31. The ratio between elderly households and families with children shows two 
patterns across countries: in Denmark, Estonia, Iceland, the Netherlands, Norway, Sweden and the United 
Kingdom, the difference between these two household types decreases when moving from disposable income 
to final income, while in the rest of the countries the difference increases. 

One 
person

Childless 
couples

Elderly
Single 

parents

Households 
with 

children
Other

Denmark 0,12 0,10 0,35 0,38 0,28 0,19
Estonia 0,06 0,07 0,22 0,34 0,19 0,10
Finland 0,06 0,06 0,22 0,34 0,23 0,12
France 0,07 0,08 0,21 0,32 0,24 0,13

Germany 0,07 0,08 0,19 0,29 0,20 0,11
Hungary 0,06 0,06 0,18 0,34 0,27 0,08
Iceland 0,07 0,08 0,29 0,32 0,22 0,12
Italy 0,05 0,06 0,17 0,31 0,23 0,09

Netherlands 0,05 0,06 0,32 0,34 0,21 0,09
Norway 0,10 0,09 0,37 0,37 0,27 0,21
Slovenia 0,09 0,09 0,20 0,28 0,22 0,11

Spain 0,04 0,04 0,18 0,30 0,20 0,09
Sweden 0,09 0,09 0,38 0,42 0,30 0,14

United Kingdom 0,05 0,06 0,22 0,31 0,18 0,10

Average 0,07 0,07 0,25 0,33 0,23 0,12
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To investigate the differences within groups, I have concentrated on families with children and 

elderly households. This way we can move beyond the idea that all effects are caused solely by 

the socio-economic structure of the society. In Figure 7.5 we can see the distributional pattern 

among families with children (excluding single-parent families) in four different countries. Here, 

the income quintiles refer to households with children only and not to the income quintiles for 

the whole population, thus the poorest 20 per cent of these specific households equals to the 

bottom quintile. In general, in-kind benefits are quite evenly distributed across households with 

children, especially in Finland. The United Kingdom and Italy show a slightly more pro-rich 

distribution (due to ECEC services), while the poorer families benefit the most in Denmark, 

Germany, Iceland, Slovenia and Sweden. Something like a shallow U-shape can be found in 

Hungary, France, the Netherlands, Norway and Spain. 

 

Figure 7.5. Distribution of Benefits among Families with Children in Selected Countries. 

Note: See Table A.19. 

 

Figure 7.6 compares degrees of inequality reduction over the entire population and only within 

the subgroup of households with children (s80/s20). Firstly, we note that in all countries the gap 

between the richest and the poorest family with children is smaller than between the richest and 

the poorest in general. Secondly, the reduction is greater within this subgroup, especially in 

Spain and Italy and to a lesser extent in Slovenia, Finland, Hungary, France and Estonia. Most 

probably indicating a lower degree of reduction due to elderly care services in these countries. 
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Figure 7.6. Reduction of Inequality among All Individuals and among Individuals Living in Households 
with Children, in Ascending Order for Inequality within Subgroup. 

 
Figure 7.7. Distribution of Benefits among Elderly Households in Selected Countries. 

Note: See Table A.20. 

 

If we turn our attention to elderly households, that is, households where at least one person is 

older than 65 years old, we mostly find a pro-poor pattern even within this group. Often the 

oldest people benefiting the most from elderly care and health care live alone, enhancing their 

lower economic status. Figure 7.7 illustrates the distributive patterns of which the progressive 
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type represented by Iceland is the most common. A weak pro-middle class hump can be found 

in Italy and Hungary and more or less in Estonia, while the distribution is somewhat flat in 

Germany and Slovenia. As above, Figure 7.8 compares reduction in inequality for total 

population and for elderly households only. This time, a greater reduction in inequality occurs 

in Denmark, Iceland, Norway, Sweden, the Netherlands and Germany, all (except for the latter) 

countries spending generously in elderly care services. Therefore, we interestingly find that 

higher spending targeted to specific subgroups of the population do not only redistribute from 

one life situation to another (horizontally) but they can also function as a tool of vertical 

redistribution within these subgroups and population as a total.  

 

Figure 7.8. Reduction of Inequality among All Individuals and among Individuals Living in Elderly 
Households, in Ascending Order for Inequality within Subgroup. 

 

 

3. Welfare State Regimes Revisited 
 

This dissertation addressed two strands of social policy literature, one on inequality and the 

other on welfare state regimes. This section concentrates on the latter. Welfare state categories 

have offered a convenient framework for this doctoral research while notable departures from 

the traditional clustering of countries appeared in the empirical analyses as anticipated. Indeed, 

Taylor-Gooby (2004b, 201) argues that regimes are suitable for explaining differences in old 

social risk policies and that they can even shape the development or emergence of new social 

risk policies, but such regimes cannot accommodate fully the policy responses in the fields of 

childcare and elderly care as this thesis has also demonstrated — especially in the case of ECEC 

services when it comes to the degree of inequality reduction. Taylor-Gooby continues, however, 

that new risk policies are too limited in their size to restructure traditional welfare state 
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typologies. This section explores the validity of Esping-Andersen’s welfare state typology when 

public services and income inequality are accounted for. Does the additional step towards final 

income reveal to us something about welfare state regimes that we cannot fathom when the sole 

focus is on tax-and-transfer systems? My departing point was that at least post-communist and 

Southern countries might necessitate a different formulation of welfare state regimes, while the 

homogeneity of existing models did not seem totally convincing either. 

 

3.1. The Added Value for Understanding of the Welfare State 

 
We should reflect upon the added value of analysing non-cash income in general. In 

comparison to studies based on disposable income, what more do we know about the 

redistributive effect of the welfare states? Many studies show that governments do not 

necessarily follow coherent patterns of overall spending and thus, they can allocate resources 

very differently to elderly care by comparison to, for example, health care or pensions (e.g. 

Castles 2008).  Figure 7.9 is the first step to explore this issue further. This time I have used the 

Gini coefficient, not concentrating on the extremes of income distribution, in order to lessen the 

impact of unrealistically low incomes when market incomes are studied (i.e. the counter-factual 

problem when analysing pre- and post-tax incomes).86 Though, when it comes to the step from 

market income to disposable income, Smeeding (2005, 973) underlines that countries spending 

the most on social transfers do not have the highest levels of market income inequality, in other 

words, those that redistribute the most are not the ones that have indirectly created the greatest 

degree of inequality through their welfare state system. Most importantly, it is evident that the 

reduction of inequality through cash transfers and taxes is only modestly correlated with the 

reduction achieved through public services (r=0.39; when using s80/s20 the correlation is lower 

and negative r=–0.13). Therefore, a focus on disposable income alone will fail to recognise a 

parallel mechanism of redistribution that seems to work differently from the tax-and-transfer 

system especially in some of the countries studied. With the exception of Iceland and Finland 

constituting their own lonely clusters, we can perceive two distinct models: the Nordic corner 

with Slovenia and Hungary providing efficient redistribution through both services and cash 

transfers and the other corner with typically more conservative countries and the UK having 

lower levels of redistribution. The Netherlands and France are in between these two clusters. 

These country clusters will be discussed more rigorously with hierarchical cluster analysis in the 

next section. We cannot really deem Figure 7.9 to reveal something about consciously designed 

                                                
86 This problem is very important here as the greatest reductions in inequality through tax-and-transfer system 
are actually partly caused by the unrealistically low incomes of pensioners in particular. The level of 
reduction is connected to the design of the system; when public pensions exist, people make few alternative 
arrangements to prepare for old age, thus having almost no market income when reaching retirement. 
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complementary mechanisms of redistribution as countries with the lowest levels of inequality 

redistribute the most via services. Instead, we can discern idiosyncratic outcomes or logics – 

beyond the scope of this study – in each country or welfare state regime.  

 

Figure 7.9. Scatterplot of the Connection between Inequality Reduction Impact of Tax and Cash Benefit 
System and of Public Services. 

 
Note: R=0.39. Excluding higher education. 

 

Table 7.5. Ranking of Countries, in Ascending Level of Inequality of Disposable Income (s80/s20). 

 

Table 7.5 summarises differences in country ranking when we take into account public services. 

In general, the range of variance between countries decreases, meaning that the inequality levels 

of the most unequal and equal country approach each other (owing to education and health 

care, not ECEC or elderly care that instead widen the range). When we compare inequality of 

final income to that of disposable income, we notice that Sweden, Norway, the Netherlands, 

Iceland and Italy improve their ranking, while France and the United Kingdom end up with a 

Disposable 
income

Final 
income

 + ECEC  + Education
 + Health 

care
 + Elderly 

care

Slovenia 1 4 2 2 1 4
Sweden 2 1 1 1 2 1
Denmark 3 3 3 5 3 3
Norway 4 2 5 4 4 2
Hungary 5 5 4 3 7 8
Finland 6 9 6 8 6 6
France 7 8 7 6 5 9

Netherlands 8 6 8 7 9 5
Iceland 9 7 9 9 8 7

Germany 10 10 10 10 10 10
Spain 11 11 11 12 12 11

United Kingdom 12 13 13 14 14 12
Italy 13 12 12 11 13 13

Estonia 14 14 14 13 11 14
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lower ranking and especially Slovenia and Finland sink 3 positions down. These represent, 

however, only minor changes and do not change the clustering of countries based on income 

inequality. 

 

3.2. Welfare Modelling Business 

 
One of the major criticisms of Esping-Andersen’s welfare state typology has been its omission of 

public services in its classification. Many other attempts in this ‘welfare modelling business’ 

(Abrahamson 1999) have failed to expand their scope to services and have continued to focus on 

monetary support like Esping-Andersen (notable exceptions are Alber 1995; Anttonen and 

Sipilä 1996; and Bettio and Plantenga 2004). Kautto (2002) provides a more extensive 

comparative study analysing welfare states’ service effort and variation in redistributive 

strategies. This section follows in his footsteps by including some more variables in his rather 

simple model comparing only aggregate spending on cash transfers and services in 1990 and 

1997.  

 

Bradley et al. (2003, 198–9) expected social democratic countries to reduce inequality more 

efficiently than continental welfare states not only because of their higher level of social spending 

but because of the redistributive profile of their tax-and-transfer system. Moreover, they 

hypothesised that the difference between these two welfare state regimes would grow even wider 

if public services were taken into account. Likewise, Esping-Andersen (1999, 79) underscores 

that the extensive provision of services is the most distinctive character of the Nordic countries, 

not the generosity of their cash benefits. Following this line of thought, I also hypothesized that 

the inclusion of personal social services would enhance the more equal position of the Nordic 

countries, while we actually gained a more heterogeneous image of this country group. In fact, 

Rauch (2007) also opposes the idea of a coherent Scandinavian model. He observes that actually 

only Denmark complies with this model of universalism and ‘defamilialization’ (he refers to 

intensity of care with this term) while Sweden and Norway deviate significantly. In short, 

Norwegian childcare and Swedish elderly care are not unique in comparison to France or the 

Netherlands for example. While the differences in redistributive effects between these three 

countries were negligible in my research, distribution of in-kind benefits and their impact on 

inequality managed to capture differences that have not emerged from the focus on cash 

transfers. Most importantly, Finland seems to fit poorly the Nordic cluster, while the 

Netherlands, or even France and Hungary, join Denmark, Norway and Sweden in many 

dimensions studied here. Regarding the redistributive effect of the public services, there seems to 

be no clear clustering of the countries along the traditional regime lines when ECEC services 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 180 

are analysed. Instead, the effect of elderly care services in reducing inequalities conforms better 

to regime theories and there seems to be clear separation between the social-democratic 

countries and the rest. On many occasions it seems more appropriate to include the Netherlands 

in this social-democratic cluster instead of the continental one. The public provision of services 

does not fully conform to the traditional idea of conservative countries either as service provision 

is not set up to maintain the status quo like the distributive role of taxes and transfers is and 

therefore, the inclusion of non-cash income offers a more ambiguous image of their welfare 

states. Furthermore, this study does not support the existence of a homogeneous or necessarily 

separate Eastern European cluster, Slovenia being one of the most equal countries while Estonia 

lags far behind. When it comes to the redistributive effect of services, Hungary performs better 

than the two other Eastern European countries. Instead, Southern European regime seems to 

distance itself from other continental countries. The United Kingdom, the only liberal Anglo-

Saxon country included in the analyses, clusters together with the other unequal countries, 

Estonia, Spain and Italy. 

 
Figure 7.10. Clustering of Countries According Reduction in Inequality after the Inclusion of Each 
Public Service. 

 
Note: Variables included: reduction in inequality after the inclusion of ECEC services, non-tertiary education, 
health care and elderly care. Hierarchical cluster analysis using single linkage method. 

 

The preliminary impressions received from the empirical chapters are examined here with 

hierarchical cluster analysis that classifies cases on the basis of information given (as used in 

Kautto 2002 and Wendt 2009). The dendrograms in the following figures illustrate the 

similarity between countries. Cluster analysis groups countries in a way that maximises 

homogeneity within cluster and heterogeneity between them. When we look at the inequality 
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reduction dimension studied in this thesis, two broad groups can be identified: the Nordic 

cluster joined by the Netherlands and the conservative / Southern countries together with 

Slovenia, Estonia and the UK, and more loosely, Finland. Hungary does not fit any of the 

clusters formed (Figure 7.10).  

 

Figure 7.11. Clustering of Countries According to Public Spending Levels on Different Services. 

 
Note: Variables included: public in-kind expenditure on health care, total education, old age and families as 
percentage of GDP. 
 

Obviously, welfare state regimes cannot be reduced to a simple dimension of inequality 

reduction, even though it has been the main object of investigation in this thesis. However, 

Figures 7.11 and 7.12 no longer consider inequality but spending levels on different benefits. In 

this way we can consider multiple policy fields simultaneously. The first hierarchical tree creates 

clusters based on data on public spending (% of GDP) on each service studied here and the 

second tree adds spending on cash transfers in the analysis. When cash transfers are not 

included, Estonia and the Netherlands are the most dissimilar of all the other countries, while 

Nordic countries (except Finland) create a loose cluster and the rest can be divided in two 

groups, one with Germany and France and the other one with the Southern European 

countries, the UK, Slovenia, Hungary and Finland. From a theoretical perspective however, 

this does not really clarify the differences between countries, but it indicates that the traditional 

welfare state regimes and spending on services do not easily fit together. However, the 

Scandinavian87 cluster remains an important coherent entity. Adding spending on cash transfers 

in the analysis, we find three groups: Esping-Andersen’s conservative countries, a mixed group 

                                                
87 I use the word ‘Scandinavian’ deliberately to highlight the exclusion of Finland, a non-Scandinavian but 
Nordic country. 
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of Finland, Hungary, Slovenia and Spain, and the last group with the Scandinavian countries, 

the Netherlands and the UK. Iceland and Estonia do not fit the emerged clusters. 

 

Figure 7.12. Clustering of Countries According to Public Spending Levels on Different Services and 
Cash Transfers. 
 

 
Note: Variables included: public in-kind expenditure on health care, total education, old age and families, and 
spending on cash transfers as percentage of GDP. 

 

Naturally many more variables could be added to these analyses (like enrolment rates, out-of-

pocket payments and initial level of inequality) but experimentation on various other models did 

not prove any more theoretically feasible and, on the contrary, obscured any intelligible 

regimes. These three simplistic hierarchical trees examine two sides of public services studied in 

this thesis. On the one hand, the spending levels across countries and on the other, the impact of 

inequality. In general, what emerged from these clusters and other similar tests with slightly 

varying variables is the clustering of Estonia and the UK; Spain, Italy and France (disconfirming 

slightly the idea of separate Southern cluster); Germany and Hungary; and finally Norway and 

Sweden. More qualitative analyses on other welfare arrangements should be conducted and the 

statistical evidence presented in this study should be complemented with various other aspects. 

These cluster analyses just show how complex the systems we are discussing are and how many 

different dimensions vary between and within the traditional welfare state regimes. A focus on 

cash transfers alone is the easy detour, ignoring half of the mechanism of the welfare state. At 

the same time, we might ask ourselves if it makes sense to reduce various programmes into one 

typology; or should we, rather, concentrate on one policy area at the time, as I have done briefly 

in each empirical chapter. After all, the point in creating new typologies is to offer something 

theoretically valuable that has additional explanatory power in clarifying how welfare states 
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function and develop (Arts and Gelissen 2002, 139). However, it is important to understand the 

extent to which the traditional welfare state regimes that we continue to use in a wide array of 

research in social sciences do not accommodate variation on public services. Based on the 

analysis of this study, it is clear that reliance on traditional welfare regimes might even conceal 

important differences within regimes as countries most frequently appear to be hybrid cases. We 

should perhaps reconsider how ideal types, in their simplification, can adjust to differences in 

services. The use of reduction in inequality could actually help us move towards a new 

conceptualisation of welfare state regimes as it provides us information on the level of spending, 

coverage and access at the same time (although little about the alternatives people may have). 

Undoubtedly, the role of family and market should also be explicitly integrated in the 

formulation of typology in order to better understand how welfare states respond to similar 

challenges. I have only provided a preliminary analysis and essentially restricted myself to 

articulating a challenge for future studies. These additional steps were beyond the objectives of 

this study. 

 

 

4. Political Implications and Future Research 
 

4.1. Dear Member of the Parliament 
 

Studies on inequality obviously imply an interest in social justice and thus, also to a certain 

extent in political decisions. This research described the impact of four categories of public 

spending on inequality. How are in-kind benefits distributed across income classes? Which 

household types benefit the most? Are we talking about vertical or horizontal 

redistribution? All these questions have political implications. The principal conclusion of 

the study was somewhat positive from the egalitarian perspective: the poorest income class 

benefits the most in almost all countries and in all cases with the exception of higher 

education as well as ECEC services in a few countries. The impact was largely determined 

by the socio-demographic structure of the society but in addition, even within subgroups of 

the population the people from the bottom income quintiles benefited more than the 

better-off. In most cases, the redistributive effect depended on the magnitude of spending, 

not only public spending as a percentage of GDP but as a share of mean disposable 

income, and the scope of coverage. While new social risk policies are targeted at specific 

groups of the society, this increased spending actually decreases income inequality in the 

society at large and even between targeted households. However, it widens the gaps 

between countries in contrast to education and health care. In general, spending on public 
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services is more equally distributed across income classes than disposable income and even 

when all groups benefit the same amount, it can reduce inequality. While cash benefits are 

often tied to former earnings, in-kind benefits are equal regardless of individual’s income 

level and thus, the distribution of in-kind benefits can be more progressive than that of cash 

benefits (especially in Conservative welfare states). Such redistributive impacts should not 

be ignored when designing reforms or changes in social policies. Nevertheless, this pattern 

of pro-poor distribution mean that increased out-of-pocket payments will be paid by these 

poorer households to a considerable extent, thus user fees should be, or remain, income-

related. Or, cuts in services will affect the most those in the lower income echelon. Hit with 

the severe recession, governments’ resources are getting scarcer. Especially in this context, 

it is important to understand to what extent social policies benefit the most disadvantaged 

groups of the society. Moreover, public services evidently perform a double effect in 

equalising incomes, firstly by affecting market incomes (e.g. by enabling people to work and 

earn more through improved health, help of care facilities, and better education) and 

secondly by liberating money for other uses through the provision of free or subsidized 

services. 

 

The increased expenditure on childcare and tertiary education can be judged as spending 

benefiting higher income class people the most, and this is the case if spending is limited 

and restricts equal access to these services. Thus, policies should tackle the obstacles 

preventing equal use of services (for example by lowering user fees and providing services 

and information on them in deprived areas) and guarantee that everybody has an equal 

opportunity of benefiting from public services while, at the same time, maintaining the 

quality of services at a level that deters the rich from opting out of the system, an 

increasingly important challenge for the public service provision faced with neo-liberalist 

ideas. The enthusiasm for promoting libre choix or other measures for diversifying alternative 

options should be analysed from the perspective of income inequality, not just static 

inequalities but also in the longer run. What are the consequences of encouraging women 

to stay at home to care for their children for example? How does it affect household’s 

incomes during the care period and afterwards? And most importantly, are there social or 

income differences in the use of such allowances in comparison to choosing for public care 

services? New sources of inequality can emerge if the use of public services and cash 

transfers is stratified according to the lines of social classes. The findings of this study do not 

only contribute to our understanding of redistribution in European welfare states, but from 

a political point of view, they are critical to the formulation of reforms in the public service 

sector.   
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4.2. Contributions, Caveats and the Way Forward 
 

By and large, comparisons of public services have been rare and they have usually 

concentrated on few social policies and / or countries at a time with obsolete data from the 

1980s or 1990s; this study has taken into account four large and very important categories 

of government-provided services and moreover, extended the comparison to fourteen 

European countries including old and new EU member states from all corners of the 

European Union. By assessing the situation in various types of welfare states we have 

acquired a more comprehensive impression of public services in Europe and it offers us 

tools for policy guidance. As Heidenheimer et al. (1990) put it, governments opt for 

alternative policies to respond to similar challenges, thus creating a sort of natural 

experiment. I have only concentrated on the service-side of these alternative policy options 

and a more complete image could be attained by extending the scope of research to also 

encompass the other side, cash transfers and tax policies. This study marks the first step 

toward this kind of analysis. Although the contribution of this research is significant from 

the methodological perspective as well as from the point of view of understanding income 

inequalities in modern welfare states, many assumptions were made and for reasons of 

practicability certain detours had to be made. Nonetheless, these do not compromise the 

fact that an advance forward was made in the improvement of studying economic resources 

of European citizens. As a part of the research, I collected data from national sources and 

this arduous and challenging task can be counted as one of the major contributions of this 

study, together with an extensive description of childcare and elderly care systems in 

Europe and a strong focus on statistical displays of cross-country differences. Moreover, I 

devised and illustrated a method for including childcare, tertiary education, and elderly 

care in the notion of income — while following previous studies in the imputation of 

education and health care.  

 

Ideas for future research and further improvements naturally emerged during the process 

of this research. The assumptions made for the empirical analysis of the redistributive 

impact of public services were discussed in the methodological chapter. In the future 

research some of these assumptions can be avoided by using multiple data sources for 

example on the access to services by marital status, income class, educational level etc. 

Through a combination of different datasets we can provide a, perhaps not definitive, but 

certainly more comprehensive assessment of inequality in today’s societies. Perhaps we 

should not in fact only focus on today, but also extend our focus to the dynamic 

perspective. People benefit from public services in certain life phases associated to age; 
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hence, there is a strong life-cycle dimension in welfare state’s service-effort. On the other 

hand, some benefits are durable or emerge more prominently late in life. Some studies have 

been conducted on the effects of education on future income, for example; similar studies 

could be applied to childcare services (from both the child’s and the parents’ perspective) as 

well as health care and elderly care services (from the perspective of the informal carer). 

Furthermore, in terms of description, we are seeking evidence of the extent of inequality. 

This study focused on inequality between income groups and differences between 

countries, but future research should expand a similar framework for comparing 

inequalities across time as well. During periods of continual expansion and contraction of 

welfare states, how do new policies and reforms change the redistributive patterns found 

here?  

 

One of the greatest problems for this research was the lack of micro-level information on 

the use of services (except for tertiary education and ECEC services). In addition, no 

distinction was made between private and public use of services in the EU-SILC. An 

important factor to consider in the future would be private contributions or fees. They are 

more frequently income-related but how, for example, would they change the image of 

elderly care services? Are the poor actually financing these services as their principal users? 

In many countries pensioners are forced to deplete almost all their incomes for out-of-

pocket payments in residential care. It is hoped that future EU-SILC surveys will include 

more detailed questions on service use and expenditure on these services.  

 

While this study has established a framework and method for studying income inequalities 

with a wider notion of income, following studies could focus on regional differences as well. 

Cash transfers are usually equal at a national level but public services are often provided or 

managed by local authorities leading to considerable differences within countries. These 

regional inequalities are of political relevance, particularly during an economic crisis when 

municipalities are especially short of economic resources. Regional variation in the quantity 

of services provided can even be reinforced by disparity in quality. Taking into account 

variance between regions and in quality could undermine the pro-poor character found in 

this study. 

 

We see that many significant issues had to be excluded from this study and postponed for 

future research, however, as Kaplow (2005, 69) aptly argues: “Partial information provides 

partial illumination and in a world where complete information is hard to come by, partial 

information should be welcomed”. 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



187 

 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 188 
Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



189 

Appendix I. Additional Tables and Figures. 
 

Table A.1. Public Expenditure in Family Transfers, Percentage of GDP. Comparison between 
Eurostat and OECD Data for 2005. 

 
Table A.2. Typology of Childcare. 

Note: FDC means family day care. 

Source: OCED Family Database (PF13). 
 

Age 0 1 2 3 4 5 6 7

Denmark
Compulsory 

school

Estonia
Compulsory 

school

Finland
Pre-

school
Compulsory 

school

France

Germany

Hungary

Iceland

Italy

Netherlands

Norway

Slovenia

Spain

Sweden
Pre-

school
Compulsory 

school

United 
Kingdom

Playgroups, 
nurseries 
and pre-
school

Reception 
class with 
primary 
school

Pre-school Compulsory school

FDF, crèche and age-
integrated facility

Kindergarten and age-integrated facility

FDC and day care centres

Crèche and FDC Pre-school Compulsory school

Pre-school and nursery Pre-school

Crèche Kindergarten Compulsory school

FDC and day care centres Pre-school Compulsory school

Crèche Kindergarten Compulsory school

Compulsory school

Crèche Compulsory school

FDC, day care centres and playgroups

Pre-school and FDC

Nurseries, child minders and 
playgroups

Compulsory school

Pre-school

Compulsory schoolPre-school

Kindergartens Compulsory school

Pre-school (educación 
preescolar)

Pre-school (educación infantil)

In cash In kind Total In cash In kind Total

Denmark 1,6 2,3 3,9 1,5 1,6 3,1
Estonia 1,4 0,1 1,5 1,43 0,07 1,50
Finland 1,6 1,4 3,0 1,6 1,4 3,0
France 2,0 0,5 2,5 1,4 1,6 3,0

Germany 2,3 0,8 3,1 1,4 0,7 2,1
Hungary 1,9 0,6 2,5 1,9 1,2 3,1
Iceland 1,3 1,7 3,0 1,3 1,7 3,0
Italy 0,6 0,5 1,1 0,6 0,7 1,3

Netherlands 0,6 0,6 1,2 0,6 1,0 1,6
Norway 1,6 1,3 2,9 1,6 1,3 2,9
Slovenia 1,4 0,6 2,0 1,39 0,58 1,97

Spain 0,4 0,7 1,1 0,4 0,7 1,1
Sweden 1,5 1,4 2,9 1,5 1,6 3,1

United Kingdom 1,2 0,4 1,6 2,2 1,0 3,2

Eurostat OECD
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Table A.3. Detailed Information on Spending and Users of ECEC Services. 

 
 
Note: a.) For pre-school education, all data for 2005. 
b.) For Spain, only data for pre-school education available (includes also the provision of services for 
under 3 years olds). 
c.) The data is overlapping for childcare and pre-school education especially for the older age groups. For 
example the data for Germany on childcare already includes the users in pre-school education and the 
same is true for Iceland. Instead, in the Netherlands, while the user groups are of a similar size, they 
include different age groups. 
d.) In some countries (e.g. Finland), the spending for pre-school is much lower, but usually the children 
enrolled in pre-primary education are also enrolled in childcare for the rest of the week. 
e.) Spending converted to 2006 level with CPI. 

Sources: Childcare: Table A.7. Pre-school education: OECD Education Database. 
 
Table A.4. Share of Children Enrolled in Childcare or Pre-Primary Education, by Household 
Type. 

Note: Children of 0–6 years old in Denmark, Estonia, Finland, Hungary and Sweden, 0–4 years old in 
the UK and 0–5 years old in rest of the countries. 
 

 

 

 

 

 

Childcare
Pre-school 
education

Currency Year Childcare
Pre-school 
education

Year Childcare
Pre-school 
education

Exchange 
rate in EU-

SILC

Denmark 17205 11299 million DKR 2005 312215 253732 2005 55106 44530 7
Estonia 10 657 million EEK 2008 2997 55843 2008 3375 11759 15
Finland 1485 554 million EUR 2005 175048 137431 2005 8486 4031 1
France 1880 11266 million EUR 2005 650417 2616343 2007 2891 4306 1

Germany 11638 8257 million EUR 2006 2954928 2232306 2006 3939 3699 1
Hungary 24240 177011 million HUF 2006 49326 325999 2006 491422 542979 251
Iceland .. 10768 million ISK 2006 .. 17163 2006 .. 627406 87
Italy 953 6732 million EUR 2006 159909 1654833 2006 5963 4068 1

Netherlands 206 1846 million EUR 2007 392000 355329 2007 525 5196 1
Norway 14270 5724 million NOK 2005 223 501 157077 2005 63847 36439 8
Slovenia 187 139 million EUR 2007 61359 41658 2007 3051 3346 1
Spain .. 4936 million EUR 2006 .. 1249341 2006 .. 3951 1

Sweden 40929 15115 million SEK 2005 437935 333922 2005 93459 45264 9
United Kingdom 6360 3905 million GBP 2005 2647412 977448 2007 2402 3995 0,685

Total public spending Number of users Spending per person

Working 
single-parent

Non-working 
single-parent

Dual-earner 
couple

Single-
earner 
couple

No earner 
couple

Other

Denmark 56% 68% 73% 64% 66% 100%
Estonia 90% 71% 76% 31% 28% ..
Finland 82% 49% 81% 23% 36% ..
France 89% 57% 66% 47% 44% ..

Germany 89% 64% 73% 43% 41% 37%
Hungary 80% 44% 77% 40% 41% ..
Iceland 68% 70% 72% 55% 47% ..
Italy 65% 35% 59% 48% 47% 0%

Netherlands 61% 71% 73% 61% 84% ..
Norway 67% 51% 65% 36% 32% 0%
Slovenia 66% 32% 63% 50% 53% ..
Spain 87% 70% 71% 54% 49% 0%

Sweden 81% 78% 71% 55% 42% ..
United Kingdom 66% 38% 56% 44% 39% 17%

0,00
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Table A.5. Share of Children Belonging to Different Household Types. 

 
 
Table A.6. In-Kind Benefits from ECEC Services as a Share of Disposable Income, in Descending 
Order for Mean Importance. 

Q1 Q2 Q3 Q4 Q5 Mean

Sweden 0.09 0.08 0.08 0.04 0.02 0.05
Hungary 0.10 0.04 0.03 0.03 0.02 0.03
Denmark 0.05 0.05 0.05 0.04 0.02 0.03
Finland 0.04 0.04 0.04 0.03 0.02 0.03
Spain 0.06 0.03 0.03 0.02 0.01 0.02

Iceland 0.05 0.04 0.03 0.01 0.01 0.02
Norway 0.04 0.03 0.03 0.02 0.01 0.02

Italy 0.05 0.04 0.02 0.02 0.01 0.02
France 0.04 0.03 0.02 0.02 0.01 0.02

Slovenia 0.03 0.03 0.02 0.02 0.01 0.02
Netherlands 0.04 0.02 0.02 0.01 0.01 0.02

Germany 0.03 0.02 0.02 0.01 0.00 0.01
United Kingdom 0.03 0.02 0.01 0.01 0.01 0.01

Estonia 0.02 0.02 0.02 0.01 0.01 0.01

Average 0.05 0.03 0.03 0.02 0.01 0.02  
 
 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Working 
single-
parent

Non-working 
single-parent

Dual-earner 
couple

Single-
earner 
couple

No earner 
couple

Other

Denmark 6% 5% 63% 22% 4% 0%
Estonia 6% 2% 47% 42% 3% 0%
Finland 4% 5% 42% 43% 7% 0%
France 5% 3% 55% 33% 4% 0%

Germany 4% 5% 39% 47% 6% 0%
Hungary 2% 3% 35% 51% 10% 0%
Iceland 7% 5% 59% 28% 2% 0%
Italy 4% 1% 47% 43% 4% 0%

Netherlands 3% 2% 68% 26% 2% 0%
Norway 10% 8% 60% 20% 2% 0%
Slovenia 3% 1% 77% 16% 2% 0%

Spain 2% 1% 53% 41% 3% 0%
Sweden 8% 2% 68% 19% 3% 0%

United Kingdom 6% 9% 40% 33% 11% 1%
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Table A.7. Data Sources for Childcare Services 

 
 

 

Denmark Clients in day-care institutions, day-care and school-care schemes by region, measure, ownership and age. 
Danmarks Statistikbank. http://www.statbank.dk/pas11 visited 21.1.2009
Personal communicaton with Helene Gjermansen, Danmarks Statistiks.

Estonia Personal communication with Andra Reinomägi, Ministry of Social Affairs of Estonia.

Finland Personal communication with Esa Arajärvi, National Institute for Health and Welfare.

France Modes de garde et d’accueil des enfants  de moins de 6ans en 2007.
Ananian, S. et Robert-Bobee, I. Études et Résultats. No. 678. Février 2009.
L'Accueil de jeune enfant en 2005. Données Statistiques.
CAF. Observatoire National de la Petite Enfance.

Germany Personal communication with Ulrike Türk, Federal Statistical Office Germany.

Hungary Family care services and child welfare services (1998-).
Hungarian Central Statistical Office. http://portal.ksh.hu/pls/ksh/docs/eng/xstadat/xstadat_annual/i_fsg003b.html visited 8.9.2010
Eurostat: Living Conditions and Social Protection.

Iceland Children in pre-primary institutions by sex, age and regions 1998-2008. 
Statistics Iceland. http://www.statice.is/Statistics/Education/Pre-primary-institutions visited 16.1.2009
Social protection expenditure.
Statistics Iceland. http://www.statice.is/Statistics/Health,-social-affairs-and-justi/Social-protection-expenditure visited 16.1.2009

Italy L’offerta comunale di asili nido e altri servizi socio-educativi per la prima infanzia.
Istituto nazionale di statistica. http://www.istat.it/salastampa/comunicati/non_calendario/20100614_00/ visited 5.4.2010

Netherlands Key Figures 2004-2008. Education, Culture, Science.
Ministry of Education, Culture and Science.
Welzijnswerk en kinderopvang; exploitatie.

Welzijnswerk en kinderopvang; personeel en productie.

Norway Personal communication with Erik Solum, Norwegian Ministry of Education and Research.

Slovenia Expenditure for formal education in Slovenia, 2005-2007. 
Rapid report no 32. Statistical Office of the Republic of Slovenia. 2009.
Kindergartens, Slovenia, School Year 2007/2008.
Rapid report no 31. Statistical Office of the Republic of Slovenia. 2008.

Sweden Pre-school activities and school-age child care - Resources - Expenditure.

Pre-school activities and school-age children.
Skolverket. http://www.skolverket.se/content/1/c4/73/36/Tab1_1AEngwebb.xls visited 6.3.2009

United Kingdom Personal communication with Franziska Kohler, HM Treasury.
Public Expenditure Statistical Analyses 2009 
HM Treasury. http://www.hm-treasury.gov.uk/pespub_pesa09.htm visited 14.4.2010
Childcare and Early Years Survey 2007 - Parents' Use, Views and Experiences.
Kazimirski, A., Smith, R., Butt, S., Ireland, E., Lloyd, E. National Centre for Social Research. 2008

Central Bureau voor de Statistiek. 
http://statline.cbs.nl/StatWeb/publication/?VW=T&DM=SLNL&PA=71469NED&D1=a&D2=0&D3=l&HD=090629-

Central Bureau voor de Statistiek.  http://statline.cbs.nl/StatWeb/publication/?VW=T&DM=SLNL&PA=71470NED&D1=0,15-
25&D2=0&D3=l&HD=090629-1249&HDR=G1,G2&STB=T visited 6.7.2009

Skolverket. visited 19.12.2009 
http://www.skolverket.se/sb/d/2008/a/10506;jsessionid=E75FD4F022AE484B055F8F9DA52413CC#paragraphAnchor1 
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Table A.8. Enrolment in Primary, Lower and Upper Secondary Education by Age, in 2005. 

 
Note: Slovenia: upper secondary education aggregated enrolment rate for 20–25 years-olds. 

Source: OECD Education Database. 

 

 

Primary education
4 5 6 7 8 9 10 11 12 13 14

Denmark - - 0,03 0,83 0,98 0,95 0,98 1,01 0,96 0,15 0,01
Estonia - - 0,12 0,98 1,01 1,02 1,01 1,05 0,90 0,11 0,03
Finland - - 0,01 0,96 0,99 0,99 0,99 0,99 0,98 0,06 0,01
France - 0,01 0,96 1,02 1,02 1,03 1,01 0,23 0,02 0,01 -

Germany - - 0,54 0,97 0,98 1,00 0,57 0,07 0,00 - -
Hungary - - 0,25 0,96 1,00 1,00 0,74 0,09 0,02 0,01 -
Iceland - - 0,98 0,99 1,00 0,99 0,99 1,00 0,99 - -
Italy - 0,07 1,01 1,02 1,01 1,01 0,98 0,04 0,01 - -

Netherlands - - 0,99 1,01 1,00 1,00 0,99 0,97 0,43 0,07 0,01
Norway - - 0,99 0,99 0,99 0,99 0,99 0,99 0,99 - -
Slovenia - - 0,96 0,97 0,97 0,97 0,91 0,11 0,01 - -
Spain - - 0,99 1,02 1,01 1,00 1,00 1,02 0,17 0,01 0,01

Sweden - - 0,03 0,99 1,01 1,00 1,00 1,00 1,00 - -
United Kingdom 0,32 1,02 1,01 1,02 0,99 0,98 0,98 0,10 - - -

Lower secondary education
9 10 11 12 13 14 15 16 17 18 19 20

Denmark - - - 0,03 0,87 0,98 0,97 0,60 0,11 0,01 - -
Estonia - - - 0,12 0,93 1,01 0,85 0,19 0,07 0,03 0,01 0,01
Finland - - - 0,01 0,93 0,99 0,98 0,10 0,01 - - -
France - 0,03 0,80 0,98 0,99 0,96 0,42 0,08 0,01 - - -

Germany - 0,43 0,91 0,99 0,99 0,98 0,95 0,59 0,17 0,04 0,01 0,01
Hungary - 0,27 0,91 0,98 1,00 0,69 0,13 0,04 0,02 0,01 - -
Iceland - - - - 0,99 0,99 0,98 0,01 - - - -
Italy - 0,04 0,98 1,01 0,97 0,11 0,03 0,01 - - - -

Netherlands - - 0,01 0,55 0,93 0,95 0,73 0,39 0,11 0,03 0,02 0,01
Norway - - - - 0,99 0,98 0,99 - - - - -
Slovenia - 0,07 0,86 0,97 0,98 0,90 0,06 0,01 0,01 - - -
Spain - - - 0,87 1,00 0,99 0,98 0,36 0,15 0,05 0,03 0,02

Sweden - - - - 1,00 1,03 0,93 0,05 0,02 0,01 0,02 0,01
United Kingdom 0,03 0,04 0,90 1,02 1,00 0,02 0,02 0,01 - - - -

Upper secondary education
14 15 16 17 18 19 20 21 22 23 24 25

Denmark - 0,01 0,33 0,74 0,80 0,60 0,37 0,26 0,19 0,14 0,11 0,08
Estonia - 0,13 0,78 0,85 0,67 0,19 0,08 0,03 0,02 0,02 0,01 0,01
Finland - 0,01 0,87 0,94 0,93 0,33 0,18 0,17 0,15 0,12 0,10 0,08
France 0,03 0,55 0,89 0,88 0,51 0,25 0,10 0,04 0,02 0,01 0,01 0,01

Germany - 0,04 0,36 0,75 0,79 0,40 0,19 0,13 0,23 0,05 - -
Hungary 0,34 0,87 0,92 0,90 0,56 0,20 0,11 0,05 0,03 0,02 0,02 0,02
Iceland - 0,01 0,93 0,83 0,75 0,68 0,38 0,25 0,21 0,15 0,13 0,10
Italy 0,87 0,91 0,87 0,83 0,72 0,19 0,06 0,03 0,01 0,01 - -

Netherlands - 0,23 0,57 0,72 0,55 0,38 0,24 0,14 0,08 0,05 0,03 0,02
Norway - 0,01 0,94 0,92 0,85 0,40 0,19 0,10 0,06 0,04 0,03 0,03
Slovenia 0,07 0,92 0,97 0,93 0,84 0,28 0,05 0,05 0,05 0,05 0,05 0,05
Spain 0,03 0,01 0,58 0,67 0,36 0,20 0,11 0,06 0,04 0,03 0,02 0,02

Sweden - 0,03 0,92 0,96 0,92 0,29 0,19 0,14 0,11 0,09 0,07 0,06
United Kingdom 0,99 1,00 0,93 0,79 0,37 0,24 0,19 0,17 0,16 0,16 0,15 0,14
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Table A.9. Public Spending and Number of Students by Level of Education. 

 

Note: a.) Total spending in millions of national currency. 
b.) Data from 2006 for tertiary education and 2005 for the rest. 
c.)For Slovenia: spending on primary and lower secondary education together (lower secondary).  
d.)For Spain: spending for lower and upper secondary education together (lower secondary). 
e.) Spending converted to 2006 level with CPI. 

Source: OECD Education Database.  
 

 

 

 

 

 

 

 

 

 

 

 

 

Students Spending
Spending per 

student
Students Spending

Spending per 
student

Denmark 414103 29828 72030 234290 17041 72734
Estonia 85539 2160 25252 63541 1790 28171
Finland 381785 2060 5395 200871 1761 8764
France 4015490 19693 4904 3351996 23354 6967

Germany 3306136 14603 4417 5452563 29025 5323
Hungary 430854 241487 560485 491232 249063 507016
Iceland 30785 27282 886223 13726 11913 867907
Italy 2790333 15560 5576 1830518 11653 6366

Netherlands 1277990 6992 5471 789242 5784 7328
Norway 429652 34186 79567 185866 16088 86555
Portugal - - - - - -

Slovak Republic - - - - - -
Slovenia 93336 (lower sec) (lower sec) 83106 180547 1023263

Spain 2619875 9906 3781 1982783 15162 4879
Sweden 718660 50038 69627 418776 31022 74078

United Kingdom 4634991 17256 3723 2347370 8387 3573

Students Spending
Spending per 

student
Students Spending

Spending per 
student

Denmark 262409 29570 112687 - - -
Estonia 60952 1943 31878 68287 1883 27575
Finland 333586 2400 7196 308966 3244 10501
France 2703488 22571 8349 2201201 21593 9810

Germany 2837136 19424 6846 2289465 25794 11266
Hungary 542838 236401 435490 - - -
Iceland 22603 14297 632539 - - -
Italy 2715164 17784 6550 2029023 11935 5882

Netherlands 649575 4785 7366 579622 8110 13993
Norway 217160 29485 135775 214711 44625 207838
Portugal - - - 367312 1556 4236

Slovak Republic - - - 197943 14905 75298
Slovenia 118778 95243 801853 114794 91777 799493

Spain 1125033 (lower sec) (lower sec) 1789254 9348 5225
Sweden 538199 41857 77772 422614 53944 127644

United Kingdom 7444315 14512 1949 2336111 13992 5990

Primary education Lower secondary education

Upper secondary education Tertiary education
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Table A.10. In-Kind Benefits from Primary and Secondary Education as a Share of Disposable 
Income, in Descending Order for Mean Importance. 

Q1 Q2 Q3 Q4 Q5 Mean

Denmark 0.26 0.18 0.17 0.13 0.05 0.13
Norway 0.30 0.18 0.16 0.11 0.05 0.13
Sweden 0.27 0.19 0.15 0.11 0.05 0.12
Hungary 0.36 0.18 0.14 0.09 0.05 0.12
Iceland 0.23 0.19 0.14 0.10 0.05 0.11
France 0.27 0.15 0.11 0.07 0.04 0.10

Slovenia 0.21 0.14 0.11 0.08 0.04 0.10
Finland 0.18 0.16 0.11 0.09 0.04 0.09

Netherlands 0.26 0.15 0.11 0.07 0.03 0.09
Estonia 0.25 0.15 0.11 0.08 0.04 0.09
Italy 0.31 0.14 0.09 0.07 0.03 0.08
Spain 0.27 0.12 0.08 0.05 0.03 0.07

Germany 0.16 0.11 0.09 0.06 0.02 0.07
United Kingdom 0.21 0.12 0.08 0.05 0.02 0.06

Average 0.25 0.16 0.12 0.08 0.04 0.10  
 

Table A.11. Public Spending on Health Care, by Age Group. In National Currency. 

 

Note: Data from OECD Health Data for 2002. Age groups from 2005. Spending converted to 2006 level 
with CPI. 
 
 
 
 
 
 
 
 
 
 
 

0-4 5-9 10-14 15-19 20-24 25-29 30-34 35-39 40-44

Denmark 12007 7943 6940 7454 8500 9517 10344 11014 11698
Estonia 4005 2662 2339 2502 2848 3189 3448 3681 3913
Finland 785 522 456 490 558 625 676 725 787
France 1148 762 666 734 816 914 987 1054 1129

Germany 1216 808 706 758 864 968 1046 1104 1178
Hungary 45205 30036 26241 28185 32142 35987 38894 41496 44682
Iceland 151384 100293 87620 94728 111390 121963 129872 137030 145650
Italy 827 549 480 515 588 658 711 750 797

Netherlands 804 534 467 501 572 640 692 751 802
Norway 15910 10571 9236 9920 11313 12666 13689 14444 15415
Slovenia 654 435 382 409 465 521 563 602 639

Spain 485 322 282 302 345 386 417 440 464
Sweden 12152 8074 7054 7577 8641 9674 10456 11032 11636

United Kingdom 762 506 442 475 542 607 656 708 747

45-49 50-54 55-59 60-64 65-69 70-74 75-79 80+ Average

Denmark 12750 14576 17507 21718 27255 33419 40165 45889 17570
Estonia 4282 4949 5959 7499 9397 11687 14190 16546 6065
Finland 877 1022 1230 1552 1962 2487 3058 3633 1261
France 1236 1415 1697 2120 2643 3262 3957 4620 1715

Germany 1298 1497 1811 2258 2817 3501 4215 4916 1821
Hungary 49296 56412 67817 84493 106829 133631 162892 188476 68983
Iceland 159752 184062 221654 274945 346559 431715 524259 612005 225581
Italy 874 1007 1213 1524 1907 2363 2861 3313 1232

Netherlands 878 1011 1216 1531 1920 2397 2892 3375 1234
Norway 16999 19703 23757 29752 37248 46468 56715 66060 24110
Slovenia 700 809 974 1225 1535 1910 2319 2705 991

Spain 503 585 700 902 1135 1416 1732 2035 732
Sweden 12799 14819 17825 22302 27964 34710 42198 48936 18109

United Kingdom 817 939 1123 1398 1746 2170 2618 3029 1134
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Table A.12. In-Kind Benefits from Health Care as a Share of Disposable Income, in Descending 
Order for Mean Importance. 

Q1 Q2 Q3 Q4 Q5 Mean

Sweden 0.28 0.19 0.13 0.11 0.07 0.13
Denmark 0.29 0.18 0.13 0.10 0.07 0.12

Norway 0.27 0.18 0.13 0.10 0.07 0.12

France 0.26 0.18 0.13 0.10 0.07 0.12

Slovenia 0.24 0.16 0.13 0.10 0.07 0.12

Germany 0.28 0.18 0.14 0.10 0.06 0.12
Italy 0.28 0.17 0.12 0.08 0.05 0.10

Estonia 0.29 0.20 0.12 0.08 0.04 0.10

Iceland 0.22 0.15 0.11 0.08 0.05 0.10

United Kingdom 0.26 0.15 0.10 0.07 0.04 0.09

Hungary 0.15 0.11 0.09 0.07 0.04 0.08

Finland 0.18 0.12 0.08 0.06 0.04 0.08

Spain 0.22 0.13 0.09 0.06 0.03 0.07

Netherlands 0.16 0.11 0.08 0.06 0.04 0.07

Average 0.24 0.16 0.11 0.08 0.05 0.10  
 

 
Figure A.1. Distribution of Oldest People across Income Quintiles, as a Share of Total Population 
over 75 Years Old. 
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Table A.13. Detailed Information on Spending and Users of Elderly Care Services. 

Note: a.) When there is no disaggregated data available, the data is together for home care and 
institutional services except in Slovenia for which no information on home care services could be 
acquired. 
b.) In Finland, number of users includes also those under 65 years old. 
c.) In Spain, the high number of users is due to wide-spread day clubs used by more than 3 million 
elderly people, without these clubs number of users would be 907 151. 
d.) Spending converted to 2006 level with CPI. 

Sources: See Table A.15. 
 
 

Table A.14. Exact Age Groups and Probabilities Used in Imputation of Elderly Care Services. 

 
Sources: See Table A.15. 

Home care
Institutiona

l care
Currency Year Home care

Institutional 
care

Year Home care
Institutional 

care

Exchange 
rate in EU-

SILC

Denmark 28559 million DKR 2007 166305 78553 2007 116637 7
Estonia 42027 131913 thousand EEK 2005 5 696 4479 2005 7378 29451 15
Finland 391 672 million EUR 2006 63610 39787 2007 6147 16890 1
France 6080 million EUR 2007 747000 2007 8139 1

Germany 4911 million EUR 2005 1930837 2006 2543 1
Hungary 130417 million HUF 2005 211116 46975 2006 505313 264
Iceland 941 17517 million ISK 2005 11160 3290 2005/06 84327 5324298 87
Italy 524 398 million EUR 2006 579649 839755 2006 905 473 1

Netherlands 12812 million EUR 2005 685345 2005 18694 1
Norway 26549 27839 million NOK 2005 213444 40719 2005 124382 683686 8
Slovenia 15 million EUR 2006 16387 2007 928 1

Spain 2867 million EUR 2006 4432650 2006 647 1
Sweden 27479 52525 million SEK 2005 183008 100444 2005 150154 522930 9

United Kingdom 7652 million GBP 2005 481594 2005 15889 0,685

Spending per personTotal public spending Number of users

65-69 70-74 75-79 80+
Differences 

in age 
groups

Denmark 0,01 0,03 0,07 0,23 60-66, 67-74
Estonia, f 0,01 0,01 0,04 0,04 65-74, 75+
Estonia, m 0,01 0,01 0,03 0,03 65-74, 75+

Finland 0,01 0,01 0,10 0,10 65-74, 75+
Hungary 0,01 0,03 0,03 0,06
Iceland, f 0,02 0,03 0,07 0,28
Iceland, m 0,02 0,03 0,06 0,22

Italy 0,01 0,01 0,04 0,15
Norway 0,01 0,01 0,03 0,15 67-74
Spain 0,02 0,02 0,02 0,08 65-79

Sweden, f 0,01 0,01 0,04 0,19 65-74
Sweden, m 0,01 0,01 0,03 0,12 65-74

60-64 65-69 70-74 75-79 80+
Differences in 

age groups

Denmark 0,03 0,07 0,07 0,17 0,40 60-66, 67-74
Estonia, f .. 0,01 0,01 0,01 0,08 65-79
Estonia, m 0,01 0,01 0,01 0,05 65-79

Finland .. 0,02 0,02 0,13 0,13 65-74, 75+
France .. 0,01 0,02 0,04 0,16

Germany 0,01 0,03 0,06 0,10 0,34
Hungary 0,03 0,05 0,13 0,13 0,18
Iceland .. 0,21 0,21 0,21 0,21 65+
Italy .. 0,01 0,01 0,04 0,14

Netherlands 0,04 0,07 0,14 0,29 0,68
Norway .. 0,08 0,08 0,19 0,47 67-74
Slovenia .. 0,01 0,02 0,04 0,14

Spain .. 0,39 0,39 0,39 1,10 65-79
Sweden, f .. 0,03 0,03 0,10 0,31 65-74
Sweden, m 0,03 0,03 0,07 0,22 65-74

United Kingdom .. 0,01 0,01 0,11 0,11 65-74, 75+

Home care (or institutional and home care together)
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Table A.15. Data Sources for Elderly Care Services. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Denmark Clients in nursing dwellings and dwellings for the elderly by region, age and type of measure.
Danmarks Statistiksbank. http://www.statbank.dk/resi01 visited 7.6.2009
Number of recipients of permanent home help by region, type of resident, type of benefits, age and scope.
Danmarks Statistiksbank. http://www.statbank.dk/statbank5a/default.asp?w=1280 visited 9.4.2010
Social expenditure by kind and purpose.
Danmarks Statistiksbank. http://www.statbank.dk/statbank5a/default.asp?w=1280 visited 9.4.2010

Estonia Personal communication with Andra Reinomägi, Ministry of Social Affairs of Estonia.
Personal communication with Marje Asper and Maria Oresina, Statistics Estonia.

Finland Count of Regular Home-care Clients on 30 November 2008.
National Institute for Health and Welfare. http://www.stakes.fi/EN/tilastot/statisticsbytopic/socialservices/homecare.htm visited 6.2.2009
Institutional Care and Housing Services in Social Care 2008.
National Institute for Health and Welfare. http://www.stakes.fi/FI/tilastot/aiheittain/Sosiaalipalvelut/laitosjaasumispalvelut.htm visited 6.2.2009
Social Protection Expenditure and Financing 2007.
National Institute for Health and Welfare. http://www.stakes.fi/EN/tilastot/statisticsbytopic/socialservices/socialexpenditure/index.htm visited 6.2.2009

France

Institut de Reserche et Documentation en Économie de la Santé
http://www.ecosante.fr/index2.php?base=FRAN&langh=FRA&langs=FRA visited 9.4.2010

Germany Long-term care.
Bundesministeriumm für Gesundheit. http://www.bmg.bund.de/cln_178/nn_1493786/EN/Pflege/pflege__node.html?__nnn=true visited 14.8.2009
OECD Social Expenditure Data.

Hungary Personal communication with Andrea Bácskay, Hungarian Central Statistical Office.
OECD Social Expenditure Data.

Iceland Municipal Social Services.
Statistics Iceland. http://www.statice.is/Statistics/Health,-social-affairs-and-justi/Municipal-social-services visited 15.1.2009
Social Protection Expenditure.
Statistics Iceland. http://www.statice.is/Statistics/Health,-social-affairs-and-justi/Social-protection-expenditure visited 15.1.2009
Occupants of retirement homes and nursing homes and wards by sex and age 1993-2008.
Statistics Iceland. http://www.statice.is/Statistics/Health,-social-affairs-and-justi/Elderly visited 15.1.2009
Daycare places for the elderly by region 1993-2008
Statistics Iceland. http://www.statice.is/Statistics/Health,-social-affairs-and-justi/Elderly visited 15.1.2009
NOSOSCO (2008).

Italy Interventi e servizi sociali dei comuni singoli o associati.
Istituto Nazionale di Statistica. http://www.istat.it/dati/dataset/20090817_00/ visited 9.4.2010
L’assistenza residenziale e socio-assistenziale in Italia.
Istituto Nazionale di Statistica. http://www.istat.it/dati/dataset/20100211_00/ visited 9.4.2010

Netherlands AWBZ-zorg met verblijf; leeftijd en geslacht.
Zorgrekeningen; uitgaven en financiering.
Central Bureau voor de Statistiek. http://statline.cbs.nl visited 5.7.2009

Norway Personal communication with Dag Abrahamsen, Statistics Norway.
Residents in Dwellings for the Aged and Disabled
Statistics Norway. http://www.ssb.no/pleie_en/arkiv/tab-2008-08-29-04-en.html visited 7.2.2009
Residents in Institutions for the Aged and Disabled, by Age.
Statistics Norway. http://www.ssb.no/pleie_en/arkiv/tab-2008-08-29-03-en.html visited 8.2.2009

Slovenia Rapid Reports No 1. 12 Social Protection. 
Statistical Office of the Republic of Slovenia. 20 January 2009.
Eurostat: Old Age In-Kind Benefits.

Spain Servicíos Sociales para Personas Mayores en Espana, Enero 2006. 
Sancho Castiello et al. (2006)

Sweden Personal communication with Kerstin Forssén, Statistics Sweden.
Personal communication with Anders Järleborg and Lennarth Johansson, National Board of Health and Welfare.
Care and Services to Elderly Persons. Municipal Services.
Statistics Sweden. http://www.scb.se/Pages/Product____10874.aspx visited 15.2.2009

United Kingdom Personal Social Services Expenditure and Unit Costs. England 2005-2006.
The Information Centre, Adult Social Services Statistics. 2007.
Community Care Statistics 2005. Home Care Services for Adults, England.
The Information Centre, Adult Social Services Statistics. 31.3.2006
Community Care Statistics 2005. Supported Residents (Adults), England.
The Information Centre, Adult Social Services Statistics. 2005.
Public Expenditure Statistical Analyses 2009.
HM Treasury. http://www.hm-treasury.gov.uk/pespub_pesa09.htm visited 9.4.2010
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Table A.16. In-Kind Benefit from Elderly Care as a Share of Disposable Income, in Descending 
Order for Mean Importance. 

Q1 Q2 Q3 Q4 Q5 Mean

Sweden 0.24 0.12 0.04 0.02 0.01 0.05

Netherlands 0.13 0.09 0.04 0.03 0.01 0.05

Norway 0.20 0.09 0.03 0.02 0.01 0.04

Denmark 0.15 0.07 0.02 0.01 0.01 0.04

Iceland 0.11 0.04 0.02 0.01 0.00 0.03

Hungary 0.02 0.02 0.02 0.01 0.01 0.02

Finland 0.05 0.03 0.01 0.01 0.00 0.01

United Kingdom 0.04 0.02 0.01 0.00 0.00 0.01

Spain 0.03 0.01 0.01 0.00 0.00 0.01

France 0.01 0.01 0.01 0.00 0.00 0.01

Germany 0.01 0.01 0.00 0.00 0.00 0.00

Estonia 0.01 0.01 0.00 0.00 0.00 0.00

Italy 0.00 0.00 0.00 0.00 0.00 0.00

Slovenia 0.00 0.00 0.00 0.00 0.00 0.00

Average 0.07 0.04 0.01 0.01 0.00 0.02  
 
 

Table A.17. Poverty Rates (60% of Median Disposable Income) for Different Household Types. 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

One person
Childless 
couples

Elderly
Single 

parents
Households 

with children
Other

Denmark 0,27 0,05 0,17 0,17 0,07 0,03
Estonia 0,32 0,14 0,35 0,44 0,13 0,08
Finland 0,28 0,07 0,22 0,20 0,08 0,06
France 0,17 0,08 0,12 0,27 0,13 0,12

Germany 0,29 0,13 0,17 0,34 0,10 0,11
Hungary 0,21 0,08 0,07 0,29 0,15 0,04
Iceland 0,18 0,07 0,14 0,23 0,08 0,03
Italy 0,21 0,11 0,24 0,31 0,23 0,11

Netherlands 0,17 0,06 0,10 0,30 0,09 0,07
Norway 0,27 0,06 0,13 0,29 0,06 0,14
Slovenia 0,32 0,11 0,21 0,26 0,08 0,05
Spain 0,20 0,11 0,32 0,34 0,21 0,13

Sweden 0,22 0,07 0,11 0,24 0,08 0,07
United Kingdom 0,23 0,11 0,31 0,44 0,16 0,13
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Table A.18. Poverty Rates (60% of Median Disposable Income) for Different Age Groups. 

 
 

Figure A.2. Scatterplot of the Connection between Initial Level of Inequality and Reduction in 
Inequality (p90/p10). 

 
 

Note: R=0.85. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Total 
population

Children 
under 

school age
Aged 65+ Aged 75+

Denmark 0,12 0,11 0,17 0,23
Estonia 0,19 0,15 0,33 0,39
Finland 0,13 0,11 0,22 0,28
France 0,13 0,13 0,13 0,15

Germany 0,15 0,14 0,17 0,18
Hungary 0,12 0,20 0,06 0,07
Iceland 0,10 0,16 0,14 0,22
Italy 0,20 0,23 0,22 0,23

Netherlands 0,10 0,13 0,10 0,10
Norway 0,12 0,14 0,15 0,24
Slovenia 0,11 0,10 0,18 0,22
Spain 0,20 0,19 0,28 0,32

Sweden 0,11 0,12 0,11 0,16
United Kingdom 0,19 0,23 0,30 0,34
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Figure A.3. Scatterplot of the Connection between Initial Level of Inequality and Reduction in 
Inequality (Gini Coefficient). 

 
 

Note: R=–0.57. 
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Table A.19. Distribution of Income and Benefits across Income Quintiles, Families with Children 
Only. 

Q1 Q2 Q3 Q4 Q5 Total Q1 Q2 Q3 Q4 Q5 Total
Denmark Italy

Disposable income 0.11 0.16 0.19 0.22 0.33 1.00 Disposable income 0.07 0.13 0.18 0.23 0.39 1.00
ECEC 0.22 0.22 0.18 0.19 0.18 1.00 ECEC 0.16 0.18 0.20 0.23 0.24 1.00

Education 0.23 0.20 0.21 0.19 0.18 1.00 Education 0.23 0.21 0.19 0.19 0.17 1.00
Health care 0.20 0.20 0.20 0.20 0.20 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.14 0.17 0.19 0.21 0.29 1.00 Final income 0.11 0.14 0.18 0.22 0.34 1.00

Estonia Netherlands
Disposable income 0.08 0.13 0.17 0.21 0.40 1.00 Disposable income 0.10 0.15 0.18 0.22 0.36 1.00

ECEC 0.14 0.19 0.21 0.23 0.23 1.00 ECEC 0.26 0.19 0.17 0.17 0.22 1.00
Education 0.24 0.21 0.19 0.20 0.17 1.00 Education 0.25 0.22 0.19 0.17 0.16 1.00

Health care 0.20 0.21 0.20 0.20 0.19 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.11 0.15 0.17 0.21 0.36 1.00 Final income 0.13 0.16 0.18 0.21 0.32 1.00

Finland Norway
Disposable income 0.11 0.15 0.18 0.22 0.34 1.00 Disposable income 0.12 0.17 0.19 0.22 0.31 1.00

ECEC 0.17 0.19 0.21 0.22 0.22 1.00 ECEC 0.18 0.21 0.17 0.19 0.24 1.00
Education 0.23 0.20 0.20 0.19 0.18 1.00 Education 0.23 0.21 0.21 0.18 0.17 1.00

Health care 0.20 0.20 0.20 0.20 0.20 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.13 0.16 0.19 0.21 0.31 1.00 Final income 0.14 0.18 0.19 0.21 0.28 1.00

France Slovenia
Disposable income 0.10 0.14 0.18 0.22 0.35 1.00 Disposable income 0.11 0.16 0.19 0.22 0.33 1.00

ECEC 0.17 0.19 0.19 0.21 0.24 1.00 ECEC 0.19 0.20 0.20 0.20 0.22 1.00
Education 0.23 0.22 0.19 0.18 0.18 1.00 Education 0.24 0.21 0.21 0.19 0.16 1.00

Health care 0.21 0.20 0.20 0.20 0.20 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.13 0.16 0.18 0.22 0.31 1.00 Final income 0.13 0.17 0.19 0.22 0.29 1.00
Germany Spain

Disposable income 0.10 0.15 0.18 0.22 0.36 1.00 Disposable income 0.07 0.13 0.18 0.24 0.38 1.00
ECEC 0.21 0.23 0.21 0.20 0.14 1.00 ECEC 0.16 0.17 0.19 0.22 0.26 1.00

Education 0.21 0.21 0.21 0.18 0.19 1.00 Education 0.25 0.21 0.19 0.17 0.18 1.00
Health care 0.20 0.20 0.20 0.20 0.20 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.12 0.16 0.18 0.21 0.32 1.00 Final income 0.10 0.14 0.18 0.22 0.35 1.00

Hungary Sweden
Disposable income 0.10 0.15 0.18 0.22 0.35 1.00 Disposable income 0.11 0.16 0.19 0.22 0.31 1.00

ECEC 0.22 0.16 0.18 0.19 0.24 1.00 ECEC 0.21 0.20 0.22 0.17 0.19 1.00
Education 0.23 0.21 0.20 0.18 0.18 1.00 Education 0.22 0.22 0.19 0.20 0.18 1.00

Health care 0.19 0.20 0.20 0.21 0.20 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.13 0.16 0.19 0.21 0.31 1.00 Final income 0.14 0.18 0.19 0.21 0.27 1.00

Iceland United Kingdom
Disposable income 0.10 0.14 0.17 0.21 0.38 1.00 Disposable income 0.08 0.13 0.17 0.22 0.40 1.00

ECEC 0.24 0.25 0.21 0.14 0.16 1.00 ECEC 0.13 0.19 0.18 0.20 0.30 1.00
Education 0.21 0.22 0.20 0.20 0.18 1.00 Education 0.23 0.20 0.21 0.18 0.18 1.00

Health care 0.20 0.20 0.20 0.20 0.20 1.00 Health care 0.20 0.20 0.20 0.20 0.20 1.00
Final income 0.12 0.16 0.18 0.20 0.34 1.00 Final income 0.10 0.14 0.18 0.22 0.36 1.00  
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Table A.20. Distribution of Income and Benefits across Income Quintiles, Elderly Households 
Only. 

Q1 Q2 Q3 Q4 Q5 Total Q1 Q2 Q3 Q4 Q5 Total
Denmark Italy

Disposable income 0.12 0.15 0.18 0.21 0.33 1.00 Disposable income 0.09 0.13 0.17 0.22 0.39 1.00
Health care 0.21 0.21 0.19 0.20 0.19 1.00 Health care 0.19 0.21 0.21 0.20 0.19 1.00
Elderly Care 0.25 0.22 0.20 0.18 0.15 1.00 Elderly Care 0.19 0.22 0.21 0.21 0.17 1.00
Final Income 0.16 0.17 0.18 0.20 0.28 1.00 Final Income 0.10 0.14 0.18 0.22 0.36 1.00

Estonia Netherlands
Disposable income 0.12 0.15 0.17 0.21 0.35 1.00 Disposable income 0.11 0.15 0.17 0.21 0.36 1.00

Health care 0.19 0.20 0.22 0.22 0.18 1.00 Health care 0.21 0.20 0.20 0.20 0.19 1.00
Elderly Care 0.22 0.22 0.22 0.22 0.12 1.00 Elderly Care 0.23 0.21 0.20 0.18 0.18 1.00
Final Income 0.13 0.16 0.18 0.21 0.31 1.00 Final Income 0.15 0.17 0.18 0.20 0.30 1.00

Finland Norway
Disposable income 0.12 0.15 0.18 0.22 0.34 1.00 Disposable income 0.12 0.15 0.18 0.22 0.33 1.00

Health care 0.20 0.20 0.21 0.20 0.19 1.00 Health care 0.21 0.21 0.21 0.19 0.18 1.00
Elderly Care 0.24 0.23 0.21 0.16 0.16 1.00 Elderly Care 0.31 0.24 0.20 0.14 0.11 1.00
Final Income 0.14 0.16 0.18 0.21 0.30 1.00 Final Income 0.17 0.18 0.19 0.20 0.26 1.00

France Slovenia
Disposable income 0.10 0.14 0.17 0.22 0.36 1.00 Disposable income 0.10 0.15 0.18 0.23 0.34 1.00

Health care 0.20 0.21 0.20 0.20 0.20 1.00 Health care 0.19 0.20 0.20 0.20 0.20 1.00
Elderly Care 0.23 0.22 0.19 0.18 0.18 1.00 Elderly Care 0.23 0.23 0.19 0.17 0.18 1.00
Final Income 0.12 0.16 0.18 0.22 0.33 1.00 Final Income 0.12 0.16 0.19 0.22 0.31 1.00

Germany Spain
Disposable income 0.09 0.14 0.17 0.22 0.38 1.00 Disposable income 0.09 0.13 0.17 0.22 0.40 1.00

Health care 0.20 0.20 0.20 0.20 0.20 1.00 Health care 0.21 0.20 0.20 0.20 0.19 1.00
Elderly Care 0.20 0.21 0.19 0.20 0.19 1.00 Elderly Care 0.22 0.20 0.20 0.19 0.18 1.00
Final Income 0.11 0.15 0.18 0.21 0.34 1.00 Final Income 0.11 0.14 0.17 0.21 0.36 1.00

Hungary Sweden
Disposable income 0.12 0.16 0.18 0.22 0.32 1.00 Disposable income 0.12 0.15 0.18 0.21 0.34 1.00

Health care 0.19 0.20 0.21 0.20 0.20 1.00 Health care 0.21 0.21 0.21 0.20 0.18 1.00
Elderly Care 0.19 0.21 0.21 0.20 0.19 1.00 Elderly Care 0.30 0.26 0.20 0.14 0.09 1.00
Final Income 0.13 0.16 0.19 0.21 0.30 1.00 Final Income 0.17 0.18 0.19 0.20 0.26 1.00

Iceland United Kingdom
Disposable income 0.11 0.14 0.16 0.20 0.39 1.00 Disposable income 0.09 0.13 0.17 0.22 0.39 1.00

Health care 0.20 0.22 0.21 0.20 0.17 1.00 Health care 0.20 0.20 0.20 0.20 0.19 1.00
Elderly Care 0.31 0.25 0.19 0.15 0.10 1.00 Elderly Care 0.23 0.21 0.22 0.18 0.16 1.00
Final Income 0.15 0.17 0.17 0.19 0.31 1.00 Final Income 0.12 0.15 0.18 0.21 0.34 1.00  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Maria VAALAVUO (2011), Towards an Improved Measure of Income Inequality. The impact of public services on 
income distribution: An international comparison  
European University Institute

 
 

DOI: 10.2870/32278 



 204 

 
Table A.21. Distribution of Income and Benefits across Income Quintiles, All Households. 

Q1 Q2 Q3 Q4 Q5 TOTAL Q1 Q2 Q3 Q4 Q5 TOTAL
Denmark Italy

Disposable income 0.10 0.15 0.19 0.22 0.34 1.00 Disposable income 0.07 0.13 0.17 0.23 0.39 1.00
Health care 0.22 0.22 0.19 0.18 0.19 1.00 Health care 0.20 0.21 0.21 0.19 0.19 1.00
Education 0.19 0.21 0.24 0.22 0.14 1.00 Education 0.27 0.22 0.19 0.18 0.14 1.00

ECEC 0.14 0.21 0.25 0.23 0.17 1.00 ECEC 0.19 0.22 0.20 0.21 0.18 1.00
Elderly care 0.43 0.30 0.13 0.07 0.07 1.00 Elderly care 0.21 0.26 0.23 0.16 0.14 1.00
Final income 0.13 0.17 0.19 0.22 0.30 1.00 Final income 0.10 0.14 0.18 0.22 0.36 1.00

Estonia Netherlands
Disposable income 0.07 0.12 0.17 0.23 0.41 1.00 Disposable income 0.10 0.14 0.18 0.22 0.37 1.00

Health care 0.22 0.24 0.19 0.18 0.17 1.00 Health care 0.21 0.22 0.19 0.19 0.19 1.00
Education 0.21 0.21 0.21 0.21 0.16 1.00 Education 0.27 0.23 0.22 0.16 0.12 1.00

ECEC 0.15 0.17 0.21 0.26 0.21 1.00 ECEC 0.26 0.20 0.19 0.17 0.18 1.00
Elderly care 0.33 0.37 0.15 0.09 0.05 1.00 Elderly care 0.28 0.30 0.16 0.14 0.12 1.00
Final income 0.10 0.14 0.17 0.22 0.37 1.00 Final income 0.12 0.16 0.18 0.21 0.33 1.00

Finland Norway
Disposable income 0.10 0.14 0.18 0.22 0.36 1.00 Disposable income 0.09 0.16 0.19 0.23 0.33 1.00

Health care 0.23 0.22 0.20 0.18 0.18 1.00 Health care 0.21 0.22 0.20 0.19 0.19 1.00
Education 0.18 0.24 0.21 0.20 0.16 1.00 Education 0.22 0.22 0.24 0.20 0.13 1.00

ECEC 0.13 0.18 0.25 0.24 0.20 1.00 ECEC 0.17 0.23 0.22 0.19 0.19 1.00
Elderly care 0.40 0.29 0.17 0.09 0.05 1.00 Elderly care 0.42 0.32 0.13 0.08 0.05 1.00
Final income 0.12 0.16 0.19 0.22 0.32 1.00 Final income 0.13 0.17 0.19 0.22 0.29 1.00

France Slovenia
Disposable income 0.09 0.14 0.18 0.23 0.36 1.00 Disposable income 0.10 0.15 0.19 0.23 0.33 1.00

Health care 0.20 0.21 0.20 0.19 0.20 1.00 Health care 0.21 0.21 0.20 0.19 0.20 1.00
Education 0.26 0.22 0.20 0.17 0.15 1.00 Education 0.22 0.22 0.22 0.19 0.14 1.00

ECEC 0.20 0.20 0.21 0.21 0.19 1.00 ECEC 0.17 0.21 0.22 0.20 0.20 1.00
Elderly care 0.24 0.26 0.18 0.14 0.17 1.00 Elderly care 0.31 0.23 0.16 0.15 0.15 1.00
Final income 0.12 0.16 0.18 0.22 0.32 1.00 Final income 0.12 0.16 0.19 0.22 0.30 1.00

Germany Spain
Disposable income 0.08 0.14 0.17 0.22 0.38 1.00 Disposable income 0.07 0.13 0.18 0.24 0.39 1.00

Health care 0.20 0.21 0.21 0.19 0.19 1.00 Health care 0.22 0.22 0.20 0.19 0.18 1.00
Education 0.20 0.24 0.23 0.19 0.14 1.00 Education 0.27 0.21 0.19 0.17 0.16 1.00

ECEC 0.19 0.25 0.23 0.20 0.12 1.00 ECEC 0.19 0.17 0.19 0.22 0.24 1.00
Elderly care 0.23 0.26 0.21 0.17 0.14 1.00 Elderly care 0.28 0.26 0.21 0.14 0.10 1.00
Final income 0.10 0.15 0.18 0.22 0.35 1.00 Final income 0.10 0.14 0.18 0.23 0.35 1.00

Hungary Sweden
Disposable income 0.10 0.15 0.18 0.22 0.35 1.00 Disposable income 0.10 0.15 0.19 0.23 0.33 1.00

Health care 0.18 0.21 0.21 0.21 0.19 1.00 Health care 0.21 0.22 0.19 0.18 0.19 1.00
Education 0.28 0.22 0.20 0.16 0.13 1.00 Education 0.22 0.23 0.23 0.20 0.13 1.00

ECEC 0.27 0.19 0.18 0.18 0.18 1.00 ECEC 0.17 0.23 0.27 0.19 0.15 1.00
Elderly care 0.12 0.26 0.24 0.23 0.15 1.00 Elderly care 0.44 0.32 0.13 0.07 0.04 1.00
Final income 0.12 0.16 0.18 0.22 0.32 1.00 Final income 0.14 0.18 0.19 0.21 0.28 1.00

Iceland United Kingdom
Disposable income 0.10 0.14 0.17 0.21 0.38 1.00 Disposable income 0.07 0.13 0.17 0.23 0.40 1.00

Health care 0.22 0.21 0.19 0.19 0.19 1.00 Health care 0.22 0.22 0.20 0.19 0.18 1.00
Education 0.20 0.23 0.22 0.19 0.16 1.00 Education 0.24 0.23 0.22 0.17 0.14 1.00

ECEC 0.24 0.25 0.22 0.14 0.15 1.00 ECEC 0.18 0.20 0.19 0.21 0.23 1.00
Elderly care 0.49 0.25 0.13 0.06 0.07 1.00 Elderly care 0.34 0.30 0.18 0.11 0.08 1.00
Final income 0.12 0.16 0.18 0.21 0.34 1.00 Final income 0.10 0.14 0.18 0.22 0.37 1.00  
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Table A.22. Social Expenditure as % of GDP, in 2006. 

Note: Active labour market policies include services for job-seekers, training, employment incentives 
and for example support for employment and rehabilitation. 

Source: Eurostat ESSPROS and Labour Force Survey. 
 

Total spending Sickness/ 
Health care Invalidity Old age Survivors Family/ 

Children Unemployment Housing Social 
exclusion Active LMP

Denmark 6,14 4,24 10,77 0,01 3,74 2,05 0,66 0,84 0,89
Estonia 3,74 1,14 5,31 0,10 1,45 0,11 0,04 0,08 0,05
Finland 6,70 3,24 8,77 0,91 2,96 2,19 0,27 0,56 0,53
France 8,74 1,75 11,14 1,96 2,50 1,95 0,77 0,46 0,81

Germany 7,98 2,12 9,79 2,18 2,87 1,84 0,65 0,17 0,68
Hungary 6,34 2,16 7,98 1,30 2,82 0,67 0,53 0,14 0,63
Iceland 7,28 3,27 5,99 0,41 3,11 0,29 0,19 0,39 ..

Italy 6,88 1,51 13,00 2,47 1,15 0,51 0,02 0,05 0,40
Netherlands 8,82 2,36 9,50 1,43 1,47 1,36 0,38 1,67 0,07

Norway 7,21 4,17 6,62 0,28 2,74 0,39 0,14 0,61 1,11
Slovenia 7,12 1,88 8,44 1,66 1,90 0,61 0,02 0,54 0,48

Spain 6,34 1,52 6,47 1,96 1,20 2,44 0,17 0,24 0,13
Sweden 7,74 4,40 11,25 0,61 2,96 1,62 0,51 0,59 0,32

United Kingdom 8,02 2,42 10,52 0,81 1,51 0,63 1,45 0,17 0,78

Average 7,07 2,58 8,97 1,15 2,31 1,19 0,41 0,47 0,70

In-kind spending only Sickness/ 
Health care Invalidity Old age Survivors Family/ 

Children Unemployment Housing Social 
exclusion 

Denmark 5,16 1,30 1,84 0,01 2,24 0,10 0,66 0,23
Estonia 3,14 0,14 0,10 0,00 0,06 0,04 0,04 0,01
Finland 5,51 0,91 0,96 0,00 1,36 0,24 0,27 0,26
France 8,04 0,55 0,32 0,00 0,47 0,04 0,77 0,04

Germany 6,72 0,53 0,01 0,01 0,78 0,07 0,65 0,04
Hungary 5,70 0,33 0,53 0,01 0,64 0,09 0,53 0,10
Iceland 5,76 1,03 1,83 0,00 1,90 0,07 0,19 0,21

Italy 6,35 0,07 0,12 0,00 0,49 0,02 0,02 0,05
Netherlands 7,14 0,19 0,82 0,00 0,85 0,00 0,38 0,73

Norway 4,86 0,72 1,72 0,01 1,33 0,07 0,14 0,34
Slovenia 6,13 0,21 0,05 0,03 0,55 0,08 0,02 0,11

Spain 5,25 0,20 0,41 0,00 0,72 0,25 0,17 0,16
Sweden 6,08 1,82 2,45 0,00 1,42 0,25 0,51 0,27

United Kingdom 7,55 0,38 0,55 0,00 0,37 0,15 1,45 0,02

Average 5,96 0,60 0,84 0,00 0,94 0,10 0,41 0,18
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Appendix II. EU-SILC Variables and STATA Syntaxes. 
 
Based on EU-SILC 2007 (Eurostat 2009). 
 
hy020 = total disposable household income 
 
The sum for all household members of gross personal income components (gross employee 
cash or near cash income (PY010G); gross non-cash employee income (PY021G); gross cash 
benefits or losses from self-employment (including royalties) (PY050G); unemployment 
benefits (PY090G); old-age benefits (PY100G); survivor' benefits (PY110G), sickness benefits 
(PY120G); disability benefits (PY130G) and education-related allowances (PY140G)) plus 
gross income components at household level: income from rental of a property or land 
(HY040G); family/children related allowances (HY050G); social exclusion not elsewhere 
classified (HY060G); housing allowances (HY070G); regular inter-household cash transfers 
received (HY080G); interests, dividends, profit from capital investments in unincorporated 
business (HY090G); income received by people aged under 16 (HY110G)) minus; regular 
taxes on wealth (HY120G); regular inter-household cash transfer paid (HY130G); tax on 
income and social insurance contributions (HY140G)). 
 
hy025 = within-household non-response inflation factor 
 
hx050 = equivalised household size  
Calculated as 1+0.5*(number of persons over 15 years old)+0.3*(number of children). 
 
hx090 = equivalised household disposable income  
Calculated as (hy020*hy025)/hx050. 

 
ECEC 

 
rl040 = hours spent in formal day care 
rl030= hours spent in pre-primary education 
 
gen daycare=0 
replace daycare=1 if rl040>0 & rl010<80 
replace daycare=0 if rl040==. 
mean rl040 if daycare==1 
 
gen pre_educ_use=0 
replace pre_educ_use=1 if rl010>0 & rl010<80 
replace pre_educ_use=0 if rl010==. 
mean rl010 if pre_educ_use==1 

 
* Division between those in childcare and pre-primary school and those who are not and 
calculating the average hours of use. Expenditure per child / average hours = hourly 
spending is allocated to users by hours of use. 
 
Education, health care and elderly care 
 
Based only on age and spending as indicated in Appendix I: spending per 
person*probability by age. 
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Higher Education 
 
1st Option  
 
pe020 = ISCED level currently attended (5=tertiary level of education) 
 
gen benefit_opt1=0 
replace benefit_opt1= (exp) if pe020==5 
 
*All students are allocated in-kind benefit of higher education. (exp) is equal to expenditure 
per student as shown in Table A.7. Data for the 1st option is ready. 
 
hb030 = household ID 
hx050 = equivalised household size 
 
bysort hb030: gen educ_1=sum(benefit_opt1) 
by hb030: gen benefit_opt1_hh=educ_1[_N] 
gen equi_benefit_opt1= benefit_opt1_hh/hx050 
 
*Benefit is then equally allocated to all household members and equivalised according to 
household size. 
 
 
2nd Option 
 
pl030= self-defined current economic status (4=student / pupil) 
rx010= age 
 
gen eco_student = 0 
replace eco_student=1 if pl030==4 & pe020==5 & rx010<=30 
 
*Identifying those who are currently enrolled in higher education, who define their 
economic status as students and who are below the age of 30. 
 
hx060 = household types 
 
recode hx060 (5=1) (6=2) (7=3) (9=4) (10/13 = 5) (8=6) (16=6), gen 
(household_type) 
 
*Reducing household classes into 6 types 
1= one person,  
2= childless adults under 65 years old,  
3= elderly households, 
4= single parents,  
5= households with children,  
6= others 

 
tab2 eco_student household_type  
drop if eco_student==1 & household_type==1| househld_type==2 
 
*Excluding student households. Data for the 2nd option is ready. 
 
hy020= total household disposable income 
hy025= correction for missing values 
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dpi=hy020*hy025, corrected total household disposable income 
equi_dpi = dpi/hx050 equivalised disposable income 
 
xtile quintile_opt2= equi_dpi [aw=rb050], nq(5) 
 
*New income quintiles are based on the data without student households.  
 
 
3rd Option  
 
gen parent=0 
replace parent=1 if rx010>=40 & rx010<=60 
keep if parent==1 
 
*Selecting only individuals of 40 to 60 years old (a potential parent of a student). 
 
pe040 = highest educational level attained 
 
2=lower secondary  
3=upper secondary  
4=post-secondary non-tertiary 
5=tertiary 
 
sample N, count by(pe040) 
 
*Making a random sample with equal amounts of individuals from each educational class. 
N is the number of deleted students in the original data.  
 
Now when the random sample is made, I allocate each individual an in-kind benefit 
according to his/her educational level as shown in Table 4.3. This way, I impute the exact 
value of deleted in-kind benefits back to individuals who could be parents of university 
students (40 to 60 years old and representing the educational level of the student body).  
 
E.g. in Finland: 
 
gen benefit_opt3=0 
replace benefit_opt3=0.25*10501 if pe040==2 
 
After this step, I merge the sample dataset back to the data used for the 2nd option. 
 
gen hx050_opt3=hx050 
replace hx050_opt3= hx050+0.5 if benefit_opt3>0 
 
*Adding student to household composition in those households who received the benefit. 
Disposable income and benefits are then adjusted to correspond to this new household size. 
Income quintiles are based on this new equivalised disposable income as well. 
 
bysort hb030: gen educ_3=sum(benefit_opt3) 
by hb030: gen benefit_opt3_hh=educ_3[_N] 
gen equi_benefit_opt3= benefit_opt3_hh/hx050_opt3 
 
*Benefit is then equally allocated to all household members and equivalised according to 
the new household size. 
 
gen equi_benefit_total= equi_benefit_opt1+ equi_benefit_opt3 
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*Total benefit from higher education, based on benefits received by students enrolled (and 
living with their parents) and potential parents. 
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