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ABSTRACT

Context

In-work poverty is inceasing in the EU, but Belgium appears to resist the trend. However, little is
known about the background of the working poor in Belgitmday and about the mechanisms that
ensure the low rate of working poor in Belgium. The IPSWICH project aims at clarifythese
issues, in order to prevent the growth of-imork poverty in BelgiumTo do so, weuse a standard
supply and demand framework to link different poverty issues to policy chaicgsnvestigate the
adequacy of those options.

Objectives

The projectaims(1) to measure and explain-work poverty in general, and establish the link with
non-standard work in particular, (2) to explore the dynamics in the-o&id segments of the labour
market and the links between cuf-work benefits and irwork beneits, (3) to measure the
relationship between minimum wages and lewmge work and document the institutional role in
preventing inequality, (4) to investigate the impact of discrimination and diversity on the wages of
workers.

Conclusions

We find that inwork poverty is at low rateandthat as target groups become less numerous, their
poverty risks increase. The primary groups affected are workers ingtandard work, and workers

in households with a low work intensity. To incentivize work, it has to b&aeding, meaning that

as outof-work benefits increase, so should labour income, either through wages or tax reductions.
Minimum wages as such appear to be judiciously chosen to contain inequality at the labour market
without causing disemployment effect@and the industrial relations structure increasingly
coordinates wage development, which prevents polarization. Finally, discrimination and segregation
target migrant workers, but increased productivity and collective bargaining structures may prevent
negaive effects of accelerating heterogeneity of the workforce.

Keywords

In-work poverty, atypical employment,minimum wages, collective bargaining, work incentives,
discrimination
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1 INTRODUCTION

In-work poverty is at avery low level in Belgiumin comparisonto the EU average, and has been
quite stable over timéMarx, Verbist, Vandenbroucke, Bogaerts, & Vanhille, 2009-work poverty

stood at a level of 4.7% in Belgium 2016,which is substantially lower than the EU28 average of
9.6% $eeFigure 1, left pane), despite the facthat few specific policies were adopted teyent this

form of poverty(Van Gyes, 2010Yhese numbers reflecttheES 1 LC def i ni ti on of
p o v e (ARQP) that is earning an equivalised disposable income that is belowAR®P
threshold, which is set at 60 % of the national median equivalised disposabladn(after social
transfers). TheAROP threshold is a relative threshold, which is raised when median incomes
increase. While the increase in thework poverty rate in Belgium is still contained, the tgmar
evolution in France (+33%) and in Germany73%) is much more dramatiEigure 1, right panel)

While these figures might be interpreted as a sign of the inclusiveness of the labour market in
Belgium, the levels of mwvork poverty arepartly offset by the elatively low employment rate, and

an overall risk of poverty of 15.5% in 2016, compared to the European average of 17.1%. This rate,
moreover, is higher than in some other countries with lower levels eframk poverty. Regional
differences matter togelative to Flanders, thepoverty rate in Wallonia is at a level that is twice as

high, and the poverty rate in Brussels is three times as high.

Figure 1. In-work poverty in the EU in 2016 (left) and in Belgium and neighbouring count ries
from 2005 to 2016 (right).
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Because of its low incidence, little attention has been given to the working poor in Belgium. Instead,
other concerns, such as job growtre often deemed to be more pressinguring the precrisis
period the mere existence of 4work poverty challenged the widespread believe that increases in
employment are automatically accompanied with decreasing poverty (fsli@s et al., 2013)In the
period after the Great Recession of 20@8wever,the twin pressures dight public budgetsand
labour market reforms hee shifted attention to the issue ofin-work poverty (Crettaz, 2015)
Moreover, tends in other countries suggest that the number of Wing pooris likely to increase

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 6
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due toongoing trends such as technological changrgration,and acceleratingglobalization. This
holds especiallyfor certain atrisk groups,including the selfemployed nonstandard workersin
part-time or temporary weok, migrants, the low-skilled and single parentswith this in mind, it is
important to separate current iork poverty, which isalmostresidual and difficult to tackle, from
future in-work poverty.More labour market flexibility and lower benefits cantpsevere pressure on
household incomes, also for workers. More fgtandard jobs and stronger incentives to accept low
paid jobs are expected ead toa higher employment rate, but alsn more inwork poverty.

Recent policy measures that have beenptelb to address wwork poverty in Belgium and
elsewheraregenerally aimedt dnakingwor k pay 6, buil ding on the notd.i
protection againstpovertyT o t hi s end, t he 0 weccerswhénahg neeimcomet r ap 06
differen@ between lowpaid work and unemployment benefits is léhan workrelated costs and
discouragegeople from taking up workneeds to tackledThe Belgian government (federal and

regional) hasintroducedseveral taxbased schemdas make work more finanally attractive and to
encouragepeople to take up paid employment rather than not watlkbwever, at the same time a

stricter wage norm was defined, and the rapplication of wage indexation was imposed in order to

moderate wage developments. While suctigies are generally accompanied by poveastgventing
measures such as tifargeted)t ax r educti ons mentioned above, t !
managementd from the | abour market to the state.
asmigrants or women, to be exposed to more wage discrimination.

Against this background, the IPSWICH project an I-work poverty and shifts in work, income, and the
composi ti o setsmittorhap inmsoek pavértygis Belgium and its underlying caes, with

a specific focus on aspects related to wages, working hours and contracts, household work intensity,
social protection, productivity, discrimination, and bargaining pow&SWICH further examines

how institutional and policy factorsdriven by urderlying labour market and household dynamics,
give rise toin-work poverty in Belgium anchow policy reforms can contribute to reduce present
poverty and prevent further increases

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 7
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2 STATE OF THE ART AND OBJECTIVES

2.1 Theoretical framework

To investigate theissue of iawork poverty in Belgium, the workers affected and the reasons why
the rate is low, and to maintain good practices to prevent increases\Wwoilt poverty in the near
future, we adapted the framework of Ilversen & Wi@®98jo the topicof in-work poverty.Figure 2
sketcheghe standard supply and demand framewdhat will be used to address currepoverty
problems showing a trilemma of policy choices, in which one option needs to be sacrificed to achieve
the other two:

9 fiscal disciplinewhen government increases social spending on poverty or public
employment (point G)

1 employment leyelhienthe statutory minimum wage is set too high or trade unions bargain
for too high wages so that labour demand falls back (point U), or

1 earning inequality and poverty,risken the market equilibrium wage is below the poverty
threshold (point N).

Figure 2. The policy trilemma

Wage

Ls

POVErtYy Kuuusssmsmssssadgesssnsngdtansnssnnnnnsnnnnnnnnnnn
line

Jobless pove rty

In-wor k poverty

Empl oyment

The choice governments makargely defins the welfare state regime. Typically, point G is linked

to socialdemocratic regimes, point U to Christissemocratic regimes, and point N to liberal
regimes. This framework serves as the conceptual model on which the IPSWICH research is based
and helps to clarify the tension betweenvmork poverty and jobless poverty. Using this framework,

the differentanalyss focused offiour areasin which the Belgian case stld be more prominent in

the literature the poverty implications of nestandard work (such as temporary work and specific
forms of selflemployment)work incentives and the link between eaf-work benefits and irwork
benefits,institutional wage seting and its impact onvage inequality andob polarization, and
workplace wage discrimination of target groups, in particular foreigners.

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 8
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More specifically, focusing onon-standard work first, a risein flexible contract formgflexi-jobs,
paid volunteeing work, platform work)mayincreasdabour demand to point F ifrigure 2, butthis
comesat the expense of employment security and stability of income canthus leal to potential
precariousnesaNork incenti ves |l i ke the O6work bonusd that aim
to look for a job, are only effective whéine difference between 4work benefits and oubf-work
benefits is large enougland when financial stimuli is what is holding back the inactive o
unemployed individuallf adequate, weould moveto point F with a demand shift due to lower
wage costs andncreased labour supplgiue to wages that are higher because of tax reductions
However, when such measures cost more than tietyrn in terms d reduced social spendingie
might move to point G inFigure 2, with subsidizedabour. Another topic that can be explored with
this framework is the market distribution of wages and the impaatatiective bargaining. Unions
can bargain fordecentwages, but also need to consider the possilegativeemployment effects
along the demand curvécf. point U). However, the ambiguous empirical evidence of negative
employment effects suggest that the labour market mayut of equilibrium and employers may set
wages as a monopsonist (point D), so tlsatting minimum wags can be welfarefficient. In
addition, disruptive trends such as technological progress and migration may leaddqgregated
labour market and iareased inequalitiese(g. job polarzation), on whichcentralized collective
bargaining(e.g. the wage norm, neapplication of wage indexatiorgan have a moderating effect.
Finally, strict discrimination against migrants would imply that they are paidelow their
productivity level, positioning themalso at the norcompetitive point D, at risk of poverty.
However, accounting for differences in human capital and the backgrounds of migrant workers may
be equally important to overcome segregation in the tr market and raise wages and
employment levels above the poverty line to point F.

2.2 Literature review on the phenomenon of in-work poverty

Three societal transformations are of particular importance in relation to the phenomenon of in
work poverty in Euroge. First, deindustrialzation, globalzation andtechnological change have
caused shifts in labour demand in favour of more educated workers as of the(Gefdia & Katz,
2008) More recent enquiries indicate that the loss of midpéed routine work has led to a
polarization between higtpaid nonroutine professional jobs and lepaid nonroutine personal
service jobs(Goos, Manning, & Salomons, 24). These shifts resulted in a trad#f between
increasingin-work povertyandincreasing dependency dienefis, in particular for the lower skilled
(Andress & Lohmann, 2008; Marx, 200Mhe labour demand shocks thseemed taorrode the
role of both fll-employment and economic se#fliance of workers as the two core pillars of
sustainable welfare states.

A second key transformation is the substantial increase in female labour market participation, often
in part-time work in theservicesector. This tansformation changed the composition of the overall
income package at the household leyBainwater, Rein, & Schwartz, 1986Research has
demonstrated that the contribution of wometo the overall household income still varies
considerably across countri@slaitre, Nolan, & Whelan, 2012; Stier & Mandel, 2008t its share

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 9
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in total household earnings grew between 1981 and 2005 in most European cou(Mieswenhuis,
Need, & Van der Kolk, 2013)rhe third, related transformation is the appearance of a greater
variety in family configurations. More dual earners, singles and single parents, challenge the
adequacy ofocial protection schemes that were designed to accommodate the nesnlgl@fimale
breadwinnermousehold¢Orloff, 2002; Sainsbury, 1999)

To defineinwor k poverty, a variety of -wappilBoamnide s6 peoxie
(Crettaz, 2011, Meul ders & OO0Dor c h.aAccprding @0l 3 ; Th
Eurostatb s h o thaseddetnitioh, a workeris considered to be atsk-of-poverty if his or her

equivalent disposablhouseholthcome during the income reference period of a year is below the
threshold of 60 percent of the national medi@ennis & Guio,2003) The modifiedOECD scaléis

used to account for economies of scale in consumption at the household level. This threshold reflects

the minimum level of income considered necessary to have an acceptable standard of living relative

to the societyinvmi ch a person | ives. It descri baersk t hose
of povertyo rsinteHowwmousehbldiinconte psamat thé only factor leading to social
exclusion (Atkinson, Cantillon, Marlier, & Nolan, 2002; Decancq, Goedemé, Van den Bosch, &
Vanhille, 2014) Given this definition of poverty, the question how wefde ne bwomnigd 6i n
becomesparticularly challenging.This is not just a technical issue, but a matter of substantive
importance(Horemans, 2016)The Eurostati ndi cat or d-eoirkés alseiimg i @i u
declare to have been employed for more than half the income reference period. One of the
fundamental critigues on the Eurostat approach is that in 8m& high unemployment and
employment flexibility, as witnessed during the recent economic crisis, a threshold of working at

least seven monthsvill exclude a substantial group of workers with an unstable work history

(Crettaz, 2011; Ponthieux, 20100n the other hand, this approach still allows periods of
unemployment or inactivity to act as an -imork poverty mechanism(Hallerdd, Ekbrand, &

Bengtsson, 2015; Hallerdd & Larsson, 2008)

2.3 Employment and poverty in Belgium

To graspthe policy and academic debatesthe relationship between employment and poverty, and
the issueof in-work poverty, the macroand micrelevelhave to be distinguishedMarx, Horemans,
Marchal, Van Rie, & Corluy, 2013jor an individual, ompared to not working, gob typically
provides better protection against povertgll else being equaHowever, from a macrperspective,
more employmentloes not automaticallfead tolower poverty rates. In both academic and policy
circles, inwork poverty is often seen as problem oflow-wagework or non-standard employment.
However, it has repeatedly been shown that the overlap between low earnings-amkirpoverty

is not straightforward In fact, workers at risk of poverty are low paid, bfrom a household
definition d poverty, aly a minority of lowpaid workers are atisk (Maitre et al., 2012; Marx &
Nolan, 2014)In this case, dw-paid workersmay contribute to the household income psoviding
anadditionaincome. The same goes fatypical work, like temporary workers or pattime workers
(Horemans, 2017; Van Lancker, 201Bnder the assumption that a main breadwinner exists in a
household, an additional lowage job or an additional income from a rstandard job ignay lift

1The scale gives a weight of 1 for the fidult, other adults correspond get a weight of 0.5, and each child under 14 gets a weight of 0.3;
the use of an equivalence scale is necessary in order to be able to compare households of various size and compositicouandoto
the economies otale in multiperson households.

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 10
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the total household income ab®whe poverty line. At the same time, the poverty riskcomes
substantial when low earnings or income from a rsiandard job need to provide for an entire
family. Hence it is clear that inwork poverty is the result d the interplay between socio
demogaphic, economic and institutional facto8larx, Verbist, Bogaerts, Varahbroucke, &
Vanhille, 2011)We will discuss this variation based on comparative observations below

Figure 3 looks atthe position of Belgium with respect to both the employment rate and theéskt
of-poverty rate in Europein 2015 The horizontalaxis shows the employment rafer people aged
20-64, the age group for which thEU-2020 employment targds set The vertical axisontainsthe
AROP rate, a sufindicator of the EU2020 strategy on poverty and soclaexclusion. Overalljt
appearghat a higher employment rate goes hand in hand with a lower AROP level-(0.548).
From Figure 3, we also learn that while Belgium scores better than the-E®)average with respe

to the ARORP rate, it falls below the E28 average employment rate. Several countpesform
better for both AROP and employment, includinthe Czech Republic, Denmarlginland, the
Netherlands, Norway.and Iceland. A significant correlation between moyment and poverty,
however, does not necessarily mehat more employment automatically leads to lower povetty.

fact, for sewral countries with similar AROP rates as Belgiur8lgvenia, Hungary, Luxemburg,
France, Aistria, Sweden and Switzerland)igher employment rates are reporte&urthermore,
Slovakia has a similar employment rate as Belgium, but a lower AR@Wertheless, the more
favourable outcomes esbmeentral and eastern European countries also lead us back to the relative
definition of household poverty, as median income is lower in these countries, and we actually
measure the degree of inequality. Moreover, another reading of this graph might be that Belgium
manages to contain poverty at the level that would be predicted if it &dleehdy surpassed the
Europe 2020 target rate of employment of 75%.

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 11
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Figure 3. Employment rate and at -risk-of poverty rate Europe, 2015
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Source: Eurostat: ELLFS (Ifsi_emp) and EtSILC database (ilc_li)
Note: for CH, HR, and IE thetarisk of poverty rate refers to the year 2014.
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Turning to the relationship between the evolution in employment rate and the evolutiothe
poverty rate inFigure 4, it is clear thatemployment growth within a contry does notautomatically
result in a reduction in poverty. On the contrary, for example, lookingttee last five yearsthe
figure shows that employment growth was accompanied with increase in the AROP of two
percentage points or morén Sweden, Gerntgy, Bulgaria, Latvia, Estonia, Maltahut with a
decreasén the AROP rateof a similarsizein the UK, Poland, and Ireland.

Figure 4. Evolution employment rate and AROP rate, Europe, 2005  -2015 and 2010 -2015
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HR: 20102014, |IE: 2012014

For Belgium in particular,there is little change in the employment levels and AROP when
comparing two points in time. Even when looking at tlrends in more detail, Figure 5 shows a

BRAIN-be (Belgian Research Action through Interdisciplinary Netks) 12



Project BR/154A4/IPSWICH - In-work poverty and shifts in work, income, and the composition of households

fairly stable trend for both indicators in recent yeaktowever, in the1990sand before the crisis of
2008 employment gradually increasadhile the poverty rateshoweda remarkable stable patteen.

In the postcrisis period, we neither observe significant changes in the employment@tén the
poverty rate of Belgium. This evidence is largely consistent with more advanced empirical
techniques(De Beer, 2007)One of the key explanations why emyeent and poverty do not
automatically move in the opposite directions has to do with the distribution of jobs over households
and the type of jobs are being created and/or destrofpddrx, Vandenbroucke, & Verbist, 2012)

Figure 5. Evolution employment rate  (left axis) and at -risk-of poverty rate (right axis) , Belgium
and EU-15
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Source: Eurostat: ELLFS (Ifsi_empandEU-SILC database (ilc_li)

While having a job is commonly expected to provide the best protection against poverty, attention
for the working poor has been growing across Eurdpeazer & Marlier, 2010) Eurostat statistics

for 2015 indicate thatacross the 28 European countrjen average.& of the workers aretarisk-
of-poverty.In Figure 6, we see that in 2015 Belgium has the third lowest degree-@fark poverty:

only 4.5%of workershasan income below the poverty threshold. Only Finland ahe Czeclia
perform better, and again we note that in the latter case median income levels asdecably
lower than in Belgium.

2 For a detaileddiscussion on the stable Belgian ggasis trend in income inequality in general, séoremans, Pintelon, &
Vandenbrouckg2011)and Van Rie & Marx2013)
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Figure 6. In-work poverty rates employed persons, aged 18 -64, 2015
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In-work poverty in Belgium is alsat astructurally low level in longitudinal perspectiverigure 7
shows the evolution of the atsk-of-poverty rate during the last decade for workers aged6¥8for
Belgium, the Netherlands, Germany, and the B8 on averageln Belgiumand the Netherlands,

the picture is fairly stable. On averader the EU-15, however, an increasing pattern irnivork
poverty is observed The rise in inwork poverty is especially noteworthy in Germamyhere the

rate has doubleéh last tenyears.Note that sampling error alone may cause a slight change from
year to year of the same order in countries with a high and a low share of working poor, so that
6errord in countries such as Bel gium adadant he
increase or a decrease.

Figure 7. In-work poverty employed persons aged 18 -64, 2004-2015
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2.4 Changes in the workforce and poverty risk by individual, household and job
characteristics

After having establisted that the poverty risk of workerdhaschanged little over time in Belgium
we can &kea closer look at the changesthe poverty risk of particular groups of workert assess
whether these results hold across the boakdore specifically, & study which groups face a
particularly high poverty risk andvhether this changed over tim&/e also examinalevelopments
in their share in the workforcgo better understand the impact on the overalhirork poverty rate.

Looking at the individual characteristics of workeiig there areseveral steady, yet noteworthy
developmentsFor most workersthe poverty riskis almost unchangeds isthe overall inrwork
poverty rate. Yet, folow- and middleskilled workers,Table 1 highlights an increase in the poverty
risk of more than two percentage points. Furthermore, the poverty risk of-li€ldh migrants
increasedpossiblydue tothe European enlargemenfnother observatiorirom the tableis that the
shareof workersamong the working population with a traditionally higher poverty risk decreased
for some groupsif. men, low educated, youngsters), while it increased for other grougdgrn
outside ofthe EU, living in Brussels). Lastly, in 200Bomen used to have a lower poverty rigian

in 2014, but we should be aware of the issues with the measuremémwafrk (PefiaCasas &
Ghailani, 2011; Ponthieux, 2010and in particular with the gender bias of household measimres
this respect, which assumes an equal distribution of income in the hous¢ki@dlders &
O6Dorchai, 2013)

In the householéepoverty perspectiveincome of all household members is pooled, and the poverty
thresholds are adjustedor householdsize Hence,householdevel characteristics are key to
understand the profile of the working poof.he higher the ratio of dependents to earnargd the
lower the workintensity of those who are working, the higher the poverty ridkle find an
increased pverty risk of families that wre alreadymore at riskin 2005,such agamilies more than

two children, single adult families, and families with a low household work intensity. However, over
time the share of thse types ohouseholds among the workforckecreasedBehind the stability of

the rate of inwork poverty, we therefore find two opposing forcessrisk-of-poverty households are
becoming more vulnerable, bttie share ofrulnerable households diminishing

The large difference in poverty risksased on the household structure prove that work in itself is
does not fully take away poverty risks (Marx & Nolan, 2014), but it is clear that households with a
higher work intensity have a much lower risiClearly, pb characteristics, and especially the
earnings potential of certain jobs matter to wrdtand inwork poverty. Table 1, showsthat in-

work poverty isdramaticallyhigher in unstable (not fullyear workers and temporary) jobs, in low
paid jobs, in partime jobs,for the selfempbyed, in norsupervisory jobs, irsmall companies, and

in particular occupations (service and sales, agricultural and industrial jobs, and elementary
occupations)Moreover, these correlations are found at one point in time, and may alsor buffe
against poverty risks at a later point.
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We should acknowledge iwork poverty is a complex issue and the definition of poverty and work
are not neutral. For instance, from an individual perspective the female poverty risks would be
higher than those bmen, because women on average have less paid, arghidssorking hours.

On the other hand, transfers within the household are important to cope with poverty risks, and so
are transfers between household through fiscal redistribution. We will touchthmse different
approaches in the different perspectives that come together in the IPSWICH project, ranging from
the collective distribution of wages in the labour market, through fiscal work incentives, poverty
reduction for nomstandard workers, and themployment conditions based on purely personal
characteristics such as gender or ethnic origin.

Table 1. In-work poverty risk and share of workers by individual level characteristics

2005 2014
Poverty Share (%) Poverty Share @o)
Total 4.3 5
INDIVIDUAL LEVEL CHARACTERISTICS
Sex men 4.6 56 4.7 53.3
women 3.2 44 5.3 46.7
Education low 7.2 15.9 9.3 13.7
middle 3.8 35.8 6.2 34.1
high 3.7 48.4 3.1 52.2
Age 18_29 4.9 20 55 17.1
30_49 4.4 59.9 55 54.4
50_64 3.4 20.1 3.6 28.5
Born in Belgium 3 89.3 3.3 86.1
EU 4.8 5.8 8.9 6.8
Not EU 20.5 49 18.2 7.1
Region Flanders 3.5 61.5 3.7 61.7
Brussels 10.2 8.3 11.4 9.4
Wallonia 4.2 30.2 5.5 28.9
HOUSEHOLD LEVEL CHARACTERISTICS
Children 0 2.6 46 3.3 46.7
1 4.6 22.3 4.6 21.2
2 5.2 20 6.1 22.3
>2 8.9 11.7 11 9.9
Family type Single adult 7.2 19.3 9.4 18.3
Couple 3.4 61 3.7 60.7
Other 4.1 19.8 438 21
Household 10;0,5[ 14.9 16.4 21.3 7.2
Work intensity [0,5;0,8] 3.3 19.2 9.4 20.3
[0,8;1] 16 18 24 23.4
1 2 46.4 2 49.1
JOB CHARACTERISTICS
Full year No 10.7 3.8 135 6.3
Yes 3.7 96.3 4.2 93.7
Low market income No 15 82.5 15 82.2
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2005 2014
Poverty Share (%) Poverty Share @0)
Yes 134 175 15.1 17.8
Temporary No 2.4 91.2 2.5 91.5
Yes 59 8.8 14.9 8.5
Part-time No 3.3 79.9 39 75.2
Yes 4.8 20.1 6.1 24.8
Selfemployed No 2.7 88.1 3.7 89.4
Yes 12.8 11.9 14.5 8.5
Supervisor No 3.4 71 4.5 71.9
Yes 1.2 29 1.4 28.1
Company size <11 9 24.9 9.9 23.2
11_50 2.2 21.2 4 23.1
>50 16 53.8 23 53.7
Occupation Managers 23 27.2 2.1 34.1
Technicians 15 14.2 2.9 15.2
Administrative 13 20.5 2.9 14.2
Service and sales 7.3 9.5 7 11.7
Agriculture and Industrial 6.8 19.7 7.3 15.9
Elementary 8.5 9 13.6 9

Source: EUSILC
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3 METHODOLOGY AND SCIE NTIFIC RESULTS

3.1 Atypical work
3.1.1 Postioning

Across Europe, the rate ddtypical work is increasingDespite the dynamic balance in Belgium

between increasing poverty risks and decreasing numbers of workers in target groups according to

EU SILC, there are a number of trends thatroduce similar forms of flexible work, notably the

growth of the agency work industry and new forms of work that make use of independent workers

or platform workers(Maselli, Lenaerts, & Beblavy, 2016h this respect, the Michel | (2012018)
government has allowed a |ist of ac toiwearketsi es wh
exempted from taxation. Al spobdhet ametmaxedh e ® v i dE€
additional income. Elsewhere, new types of contracts that deregulate working time and employment
stability have become increasingly popular (e.g. Zspar contracts in the UK and mirbbs in
Germany) . Not e t-chtad ndtahred 6t, erénast ypnacrml 0, or 6fl ex
interchangeably for the same employment conditions, although the smmiffolitical interpretation

could vary(Barbier, 2013).

Figure 8. The policy trilemma: the case of atypical work
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I n general, the expectation of those advocating
i ncreased and t he busi ness e mann, r&o Clameaart, 20138 | | ir
VaughanWhitehead, 2012). In the framework of this project depicted in the figabbeve this

implies a shift in labour demand to point F, and it may indeed provide additional income to
householdgMaitre et al., 2012)However, the lack of employment certainty and variable earnings

may also bring the workemto a precarious position, which in turweakens her/his bargaining

power. We may end up irfa situation where labour force participation increases but at the same

time poverty stays unaffected. In other words, unemployed poor just shift into working' gAaio,
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2008: 34). Working Papers 1 and 2 deal with this topic, studying the differences in poverty risks
between workers istandard and norstandard work in WP 1, and the poverty risks of independent
workers in WP 2.

3.1.2 Method

We draw on EUSILC data (2Q2), which is the main source to monitor income poverty across

Europe. Because nesit andar d wor kers®& work history is genert
reference period of -worydéarb,y wWeo odepoined remploymegnhreg sdeil r
situation at the time of the interview. As such we do not exclude certaiwvdrk poverty
mechani sms a priori (Crettaz, 20-v8)y ko Bbawasemgobf
consequences regarding the magnitude ewiork poverty in genera(Ponthieux, 2010), and among
non-standard workers in particular (Horemans & Marx, 2013), our figures will differ from those

reported by Eurostat.

As a starting point for the research, we clarify the definitions and conceptii@ns used to study
in-work poverty among norstandard and independent workers. In our work, temporary
employment is considered nestandard work because workers are ohlyed as dependent workers for
a specific period of tifRxedterm contracts are the most common form of temgrg employment,

and are regulated by specific legal provisions regarding, among other things, the maximum duration
of the contract and the number of renewals (ILO, 2015). The key point is that some jobs do not offer
workers the prospect of a lorlgsting employment relationship. In reality, a variety of country
specific practices exist, like fixgdrm, project, task based or replacement contracts, as well as
seasonal, owgall or casual work, or even trainees and workers in job creation schemes (OECD,
20®). The second type of nestandard work examined is patime employment. Partime
employment is characterised by an employment relation wherentmenal hours of work are less than

those of a comparabletifuié workef B a/lL9978.

For nonstandard workers, we use the following analytical procedure. In a first step, we use EU
SILC data to demonstrate that the poverty risk of pdirne and temporary workers is substantially
higher than that of fulltime and permaneniorkers respectively. In a second step, we follow the
0i ncome packagingd approach: i.e. splitting hou
them in a particular sequence (Millar et al., 1997; Strengmiohn, 2003). Tlen, two specific
counterfatuals are constructed. First, we constructaunterfactual poverty keed on individual
earnings, which indicates whether an employee would be poor in the hypothetical situation that she
would rely solely on her own earnings to provide for her entiaenily (Debels, 2008Gardiner &

Millar, 2006). Second, as periods out of employment charaeteon-standard work, we examine

the relative poverty rigkr non-standard workers if they would not receive income replacement
benefits This approach allowais to consider the incidence of-work poverty by combining
earnings and benefits.

In a third step, we perform a decomposition of theanrk poverty gap between standard and ron
standard wor ker s. -JBtandasdtpoverty gap is Gaukp as ¢he difte@ncenim n
the profile of norstandard and standard workers at the pooled coefficients. It indicates what the
difference in the poverty risk would be if n@tandard workers had a similar profile as standard
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workers. More technically, we rBt regress various characteristics on poverty for all workers
simultaneously and use these coeffici-standagd t o

workers with the typical characterististaglardof st ar

poverty gap is compared with the observed rgiandard poverty gap to gauge the share that is
attributable to the differences in observable characteristics between standard arstamolard
workers. The added value of this approach is that it pregidan empirical estimate othe
contribution of both a wage penalty and an incomplete labour market attachment to the higher
poverty risk of nonstandard workers, while also taking into account other sesdonographic
differences. This is done by applyirap OaxacaBlinder (see Oaxacal973 and Blinder, 1978
decomposition for binary response models (Fairlie, 2005). For a detailed discussion on the method
see Horemans (2016a).

In addition to nonstandard workers, we anated the poverty risks of the sefnployed, focusing

on the different position of the seffimployedbased on the relative household measure of poverty
and the degree of material deprivation. The measurement of material deprivation as adopted by the
European Commission and the member states2D09 (Guio, 2009) states that someone is
considered materially deprived when living in a household that lacks 3 out of 9:ifghafford one

week annual holiday away from home; f&ing able tdface unexpected expenses; (3) avoid arrears
(mortgageor rent, utility bills or hire purchase instalments); (4) afford a meal with meat, chicken,
fish or vegetarian equivalent every second day; (5) afford to keep their home adequately warm; (6)
afford to have a car/van for private use (if wanted); (7) affordawee a washing machine (if wanted);

(8) afford to have telephone (if wanted); (9) afford to have a television (if wanted). Note that as one of
the three sukindicators to monitor the Europe 2020 strategy target to reduce poverty and social

c

a

excl usirem, mahdeve al deprivation (SMD) is adopted

that lacks 4 out of 9 items. Because theisk-of-poverty rate, singling out income, and material
deprivation look for the same state in which individuals are excludamh ordinary living patterns,
customs and activities, we investigate the relation between both concepts, and whether they vary
based on the kind of sedimployment.

3.1.3 Results

Turning to the findings onstandard and nonstandard workers, we show the atrisk-of-poverty
rate for both categories iffable 2. Three main conclusions can be drawn from this table. First, the
poverty risk of parttime and temporary workers is substantially higher compared to that of full
time and permanent workers respectivelglso in BelgiumSecond, the difference in therak of
poverty rate between standard and netandard workers increased gradually in recent years,
mainly because of the rising poverty risk of netandard workers. Thid, the poverty rates of non
standard workers vary more than those of standard workers, illustrating the diversity in the nature
of nonstandard jobs across countrid2art-time and temporary workers earn less annually because
they work less, but also beagse they typically face an hourly wage penalty. While this leads to
lower annual earnings, it is not unequivocally related teawnrk poverty since the overall household
composition and income package also have to be accounted for.
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Table 2. At-risk of poverty rate of standard and non  -standard workers, 2005 -2013

Permanent Temporary Full-time Part-time

2005 2013 2005 2013 2005 2013 2005 2013
AT 6.1 6.8 6.9 135 5.9 6.8 10.8 9.5
BE 2.4 2.7 5.9 10.0 3.3 35 47 59
BG 4.9 253 6.4 20.9
CH 6.1 11.8 6.6 9.8
CR 4.1 10.5 5.3 26.2
oy 5.2 6.2 18.8 25.9 6.0 7.8 9.0 16.6
cz 2.8 2.3 6.3 7.3 3.0 35 6.6 10.5
DE 33 6.6 8.6 17.0 35 6.3 6.6 134
DK 2.9 33 12.9 42 27 55 75
EE 5.4 57 16.2 134 6.5 6.4 17.4 16.4
EL 48 5.8 17.3 13.8 12.0 10.7 24.1 21.0
ES 4.9 5.4 11.3 17,5 10.1 8.9 13.9 18.7
Fl 17 1.7 5.9 6.5 2.9 27 106 106
FR 36 5.1 9.6 15.2 5.3 6.0 8.4 128
HU 4.0 4.9 7.1 23.7 6.7 5.4 15.1 16.5
IE 36 22 103 7.2 4.6 2.9 11.0 74
s 44 33 12.9 10.7 6.5 41 9.8 9.7
T 5.6 7.0 16.1 18.6 8.1 9.0 145 17.9
LT 5.8 8.2 23.1 115 7.8 7.6 30.1 24.7
LU 8.3 8.9 24.0 231 8.9 10.1 12.6 14.0
LV 6.7 7.2 12.2 17.6 8.0 7.7 253 20.5
MT 3.7 35 6.5 47 3.9 5.3 9.7 12.1
NL 2.6 3.3 3.9 6.8 5.8 34 4.6 45
NO 3.2 33 12.6 18.3 3.4 46 7.7 79
PL 6.6 5.1 135 12.2 126 9.7 23.0 202
PT 6.7 55 11.9 117 10.1 8.8 27.8 28.0
RO 4.9 12.1 13.1 573
SE 34 4.4 8.0 18.8 47 5.2 7.4 111
SK 6.1 3.0 7.5 7.3 8.7 5.3 13.7 178
sL 2.9 3.9 87 8.1 43 5.8 10.4 134
UK 47 5.9 7.5 8.0 5.8 6.2 12.3 136
EU-27 43 55 10.9 14.7 7.2 7.2 11.2 14.6

Source: Eurostat: ELSILC

Because temporary workers typically face a higher wage penalty andipertwork tends to serve

as an additional incomeéemporary workers are expected to face a higher poverty risble 2,
however, does not confirm this as a general finding. Moreover, in several Eastern and Southern
European countries the opposite holds. One arption is that in these countries paime jobs

tend to be more concentrated within households compared to continental European countries
(Horemans, 2016b)n addition, if parttime work is more wiéspread, for example when combining
work and care is institutionally supported, the poverty risk of pamers tends to be lower on
averaggOECD, 2010)
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Table 3. Incidence of earnings poverty (and the share that ends up in poverty), and in -work
poverty by type of contract (permanent/temporary)  and employment regime  (full-time/part -
time)

. Part-time work ers
Full-time workers

Share of Share of
earnings earnings In-work
Earnings poor in In-work Earnings poor in poverty
poverty poverty poverty poverty poverty
Permanent 48.9 (5.8) 3.0 Full-time 40.5 (5.9) 2.6
Temporary 77.4 (17.2) 13.7 Part-time 80.9 (9.5) 7.8

Source: EUSILC

Table 3 gives an overview of the poverty risk when workers are assumed to provide for their entire
family relying solely on their own earnings, the share of earnings poor that end up in poverty, and
in-work poverty rates. A first observation ithat especially partimers would beunable to support
their family. This is what we could expect because they work less by definition. Furthermore, given
the gendered nature of patime employment, this illustrates # latent irwork poverty risk of
women (PefiaCasas & Ghailani, 2011Pveral, the figures confirm that having only one labour
income isseldomsufficient to support a family, includinfpr a large part othose working fulttime

or with a permanent contragiMaitre et al., 2012; Marx & Nolan, 2014)

If the share of employees in earnings poverty that actuallysemgl in poverty is lower for non
standard workers compared to standargbrkers, it suggests that other income resources are more
helpful for the former (Debels, 2008)The figures, howesr, indicate the opposite. In almost all
countries, nomstandard workers with poverty earnings are more likely to end up in poverty
compared to standard workers. This is because the amount of income from other resources needed to
be lifted above the povertine remains smaller for standard workers.

After this baseline analysis, we continued our research on standard anstawtard workers with a
decomposition exercise. Results from this exercise confirm that low resources (low wages, low
work-intensity of other household members, low skillgoungsters, singles, not in fulfear
employment, low occupation level, working pdime/temporary, not receiving benefits) and high
needs (presence of children) are associated with an increased poverty risk (Afdresso h ma n n ,
2008 ; Crettaz, V2 @ez3bdCsd20E tohmady 2009k \Mg deeper into

some of these results.

Observable differences explain at least three quarters of the difference in the poverty risk between
temporary and permanemntorkers on average. In most countries, the strongest contributing factor

is the incomplete labour market attachment of temporary workers, followed by differences in hourly
wages. Temporary workers are more likely to receive additional benefits, which ajharti
compensate their higher poverty risk. Overall, however, the impact for the differences in the poverty
risk are small. The work intensity of other household members is, on average, higher for temporary
workers and they are therefore more protected tarnéngs of other household members than
permanent workers. This can be explained by the strong concentration of temporary employment
among young workers who are still living at home. For netandard workers personal income
replacement benefits matter caderably more than for standard workers as a way to avoid poverty.
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Looking at parttime versus fulltime workers, the partime poverty gap is, on average, less
strongly attributable to the difference in observable characteristics than the temporamsriyogap.
Yet, for parttime workers, part of the explanation lies in the fact that they work less by definition
and thus earn less annually, irrespective of the hourly pay penalty or periods out of work.

Despite these results, it is important to highligthat the poverty risks are nevertheless low for
both parttime and temporary workerg-or temporary workers this is becausthe State to some
extentcompensateperiods out of work. For partime workers, the workintensity at the household
level tendsto provide effectiveprotection against poverty. The contributions of other household
members typically help workers avoid poverty when their own earnings are insufficient for the
entire family (Gardiner & Millar, 2006).

In the following part of the analsis, we turned our attention to theelf-employed. Comparing the
selfemployed with employees, we find Trable 4 that the poverty risk of selemployed workers

(both those with and without employees) in Belgiunmsich higher than that of employees for the
at-risk-of-poverty measur¢ AROP), while the opposite is true for the material deprivation measure
(MD). The same contrast is found in other countries. This discrepancy between employees and self
employed can bpotentially be explained by the fact that the setfiployed more often can draw on
assets accumulated over the life cycle or on the business assets they control.

Table 4. Material deprivation among workers, by current employment st atus, individuals
aged 18 -64, Belgium 2014
Employee Self-employed Self-employed
with employee(s) without employee
AROP 3,7 12,9 13,9
MD 6,3 0,9 39
Source: EUSILC

It appears that the link between -aitsk-of-poverty rate and material deprivation at tleeuntry level

is stronger among employees than among the-eatployed. This is also illustrated in the two
figures below, which correlate the -g@isk-of-poverty rate and material deprivation rate for
employees (top chart) and the sefhployed (both withand without employees) (bottom chart).
While the top chart for employees clearly shows a positive correlation, no such relationship is found
in the bottom chart for the selémployed.

Moreover, the share of the sedimployed with employees, facing mastrdeprivation is actually
lower in countries where they signal a higher poverty risk. The reasons for these results are unclear,
but measurement issues as well as the difficulty for theesalfloyed to distinguish between proper
belongings and company sets, may be roads to investigate.
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Figure 9. Correlation AROP and MD among employees (only income as employee),
individuals aged 18 -64, 2014 (r=0.367)
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Source: EUSILC 2014, own calculations.

Figure 10. Correlation AROP and MD among the self -employed (only income from self -
employment), individuals aged 18  -64, 2014 (r=0.060)
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Note: Romania is not included as an extreme case that influenced overall correlation level. Including it gives a cooktatiet80.
Source: EUSILC 2014, own calculations.

Summarizing the results of our analysis of the smatiployed, we find that the sedimployed in

Europe generally face significantly higher income poverty risks than employees. Thensglbyed

constitute a verymixed segment of the workforce and the witkhgmoup inequality is quite

significant. One group that emerges as being particularlyrisit of poverty are owraccount

wor kers. Against a background of 0di sehasphéeenve tr e
increasing concern about the rise of seffiployment, especially owaccount work which is

particularly at risk, as indicated above. Our research shows that these concerns are founded, to some
extent, which warrants further attention.
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3.2 Clarifying the policy conundrum
3.2.1 Positioning

The emphasis of the Michel I government has beer
and the main instrument to accomplish this has
contributions for tre employer and for the employee, which favours low incomes. This is similar to

the O6work bonusdé that already exi st and al so he
incentive to work.

In the policy trilemma Figure 11), we explore two options: one is to increase-oéitwvork benefits,

or to complement wages with benefits (e.g. negative income taxes). In the graph we move from a
situation in poverty N to the position G, where work covers only part of theome. The other
stylized measure is to make work cheaper and more rewarding through tax reductions. This would
increase demand to point F, and for a higher wage, more workers will be willing to work. However,
both solutions come at a cost to the governmegither a direct cost for social spending, or an
indirect cost through reduced income from taxes, which is larger to the extent that there are
deadweight loses, and the increase in employment does not take place. There is a lot of debate in
Belgium on wtether or not the policy measures are the cause for the job growth in recent years, or
whether the country has actually been performing worse than other similar economies. If this was
the case, the direct expenditure might have been a better policy choice.

Figure 11. The policy trilemma: the case of government intervention
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We have evaluated the principle behind this reasoning, and the relation betwegarknbenefits
and outof-work benefits( t he 6 p ol i cirytwocwonking pdpersiexedn)ning a)financial
incentives for the longerm unemployed(WP3), and b) tax-benefit forms and the anpoverty
marginal benefit of public fund&/P4). For both cases, data were derived from Ehgopean Union
Statistics on Income and LivingConditions (i.e. EUSILC) and fed into thetax-benefit micro-
simulation model EUROMOD. With EUROMOD, it is possible to calculate net incongagen
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gross incomes and personal amdusehold characteristic€UROMOD is used to obtain the
counterfactual neincome distributions in which policies from one year are applied to another year,
and the observed distributions. With EUROMOD, financial incentive measures can be calculated
(by modelling what the level of the household income would be for differeatdef hours worked,
including zero hours).

This approach is wused to further clarify the ¢
indicated above, in dealing with poverty, polioyakers have argued that employment offers the best
protection againstpoverty. While this observation is generally supported by empirical research,
multiple policies can be used to encourage (increased) labour market participation. Regardless of the
policy, however, research has shown that the gain of (increased) labouetnmakicipationhasto

be large enough to offset the costs. Especially for groups such as thédongunemployed, the

difference between owutf-work incomes and hwork compensation has to be considered. Raising
out-of-work benefits to avoid social exidion, for example, may reduce employment chances; and

this effect would need to be compensated by increasing compensations for workers.

In Belgium, several policy measures have recently been adopted that follow this logic of encouraging
(increased) labou mar k et participation as a means to ta
example of such measures. Other importantkeenefit reforms included increases in unemployment
benefits (especially in 2009 and 2014), changes in social contribution reduciwhssocial
assistance, and a number of smaller changes in childcare benefits. Notenthahomseholds
composed of couples or singles, with or without (neorking) children are considered in the
analysis.The main changes in the parameterstioé socialcontribution rebates are shown figure

12. As shown in the figure, these rebatswrt from a basic amourthat remains constant until a
certain level ofull-time equivalen{FTE) monthly earnings, after whichhe rebate is withdrawn at

a certain rate. That the rebate is based on FTE earnings imply that the withdrawal rate does not
affect work incentives to work more hours; however, people working more thattiudl do not
receive a higher rebate; therefore, thés a kink at this point of the budget constraint
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Figure 12. Main changes in social contribution rebates
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IPSWICH examines the effects of such measures on different groups, includingtdong
unemployed andpart-time workers. In Belgium, the longterm unemployment rate is high
(especially in comparison to other NorlWestern EU Member Stateshnd manyof themreport

household incomes below the-rgk-of-poverty threshold.In fact, anong households witha

member who has beemnemployedor at least 12 months, the atsk-of-poverty rate duringperiod

20052012was around 3% according to calculations based on EBILC, compared td5% in the
whole population. The longerm unemployedare therefore a particubrly interesting group to

examine

3.2.2 Method

In the research orfinancial work incentives and tax-benefit reforms, both the intensive and
extensive margins are considerékhe extensive margiaptures changes in the likelihood of taking
up work as it measusebinary changes from moving from unemployment into work. Thi&nsive
marginrefers to the intensity of work supplied by those in work (e.g. extent to which-{iaoe
employed increase the numbers of hours they work in response to a measure).

Work incentivesare then operationalised by thparticipation tax ra®TR) and theeffective marginal

tax rate(EMTR). The participation tax rate measures the proportion of household earnings taken in
tax and withdrawn benefits when a household member moves froemployment to employment

and is thus linked to the extensive margin. This is equivalent to one minus the difference between
in- and outof-work household net incomes in relation to the potential gross earnings of that
household member. This is illustrated the following equation
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PTR takes into account household oroes but represents an individual measure. That is why it is
calculated separately for each (working) partner in a couple: one time modifying the earnings of one
partner, keeping constant the income sources of the other, and then vice versa.

The EMTR follows the same logic as PTR, but for increasing work intensity: it measures the
proportion of household earnings taken in tax and withdrawn benefits when a household member
increases her hours of work by 5%. This measure is useful to investigate the imphet iotensive
margin.

Next to this focus on PTR and EMTR, we anaetensions between work incentives, redistribution

and net revenues by reviewing the téenefit reforms adopted in period 20@814 on the basis of

the poverty gap index reduction pereur of net r epoverty marginél banefittobipaldid
fundsd6) achieved by these refor ms. The poverty |
the whole population(Ravallion, 2017) This measure is estimated empirically for those in the

bottom of the income distribution, by estimating the effect of reforms on both the poverty gap index

and net revenue, and subsequently calcutatthe ratio between themThe poverty gap index

reduction is also calculated accounting fbe labour supply reactions that reforms indugekrived

with PTR and EMTR, as explained above). This exercise is donehfarseholds with members

available for tle labour marketn the bottom half of the income distribution.

To isolate the poverty and revenue effects of reforms from the environment in which they operate,
these two dimensions are decomposed usingcdnterfactual decomposition frame#Bikrgain
(2012) Decompositions compare poverty and revenue indicators based on the income distribution of
2005 and based on a counterfactual distribution in which the policies of 2014 are applied to the
population of 2009More specifically, ¥ applying different policieto the same population, theolicy
effects derived By comparing the counterfactual distributions simulating and not simulating labour
supply responses, theolicydriven behavioural effeciobtained. By applying the same policies to
different populaibns (alreay including policy responsesther effecise obtained.

A similar empirical strategy is usei asses$inancial incentives and tax-benefit reforms. In the

study of financial incentives for the lortgrm unemployed, e baseline modwminsiss of a micre
economic framework with two types of goods: 1) consumption and 2) leisure. In its basic form,
working is generally associated with higher levels of consumption (and income) and lower levels of
leisure than not working. This means that changes labour supply can be decomposed in
substitution and income effetisstitution effects are captured by changes in PTRs and EMTRS;
income effects by changes in the log income. This baseline model is further enriched with variables
to control for timevariant elements or their initial levels.
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To study the effect of changes in PTRs on the likelihood of taking up woflisadifference logit
modelis used. With a logit model, wecan capture the probabty of transitioning from
unemployment into empigment (introduced in the model @binary dependent variable). By taking
first differences, we can control for unobserved timeariant heterogeneity such as individual
characteristics.This model is then further complemented witlansition fixed effect, regional
changes in employment rates by age and educatimpme changes, a dummy variable for people
unemployed in the previous year, interaction effects, as well as regionganflaestimateEMTRS,

a similar approach is used. The main differencetsvben thetwo models are thatin this casethe
tercile in theinitial hoursidistribution is addecdand thatthe change in the EMTRs is instrumented
(this is doneto account for potential endogeneity).

The decomposition exercise, without including labaupply responses, reveals that policy effects
have decreased net revenue as well as poverty. To understand which spedifen&it components

drove policy effects, the proportional contribution of each-beenefit component is assessed, based

on the haisehold work intensity. This exercise shows that policy effects were stronger for
households with jobless members and that policy effects have been mainly driven by unemployment
benefits. To anafze the effect of policies on the evolution of work incensivewvo approaches are
used. The first approach involves focusing on a selection of hypothetical household to remove
compositional effects. The second approacdmsists of analing the evolution of the average
incertive for different policies.

Figure 13 illustrates the effect of policies on the evolution of work incentives for a selection of
different householdsAt the top left corner we show the evolution of PTRs by unemployment
benefit recipient type. We see thahe evolution of PTRs was similar for singles and head of
households, while PTRs increased in 2009 for cohabitéhie to large increase innemployment
benefitsfor this category. In the top right corner we see that PTRs have evolved somewhat
similarly for people working for different levels of hourly wagescept in 2006. This household
correspond to a cohabitant aridus the curves are generally driven by increasesimemployment
benefits The somewhat different evolutions in 2006 are due to tkgaasion ofsocial contribution
rebates which made work pay more at medium and low FTE earnings. Moving to the bottom left
corner, we do not see many differences between a single person with or without children, except in
2007. This was due to théntroduction of the special meatested supplement for singlparents
which for specific earnings levels could affect how much work.padtly, in the bottom right
corner, we see the evolution @MTRs. The increase irsocial contribution reductions in 2006 had
smallimpacton EMTRs. The increase in EMTRs for people with high hourly wages in 2011 was
caused by speciabcial contributionsbased on taxable incomklore specifically, he brackets for
these contributios were not uprated during the whole period dirthis hypothetical household
happened to cross the exemption limit in this year.
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Figure 13. Policy effects on work incentives of hypothetical households, 2005 -2014
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Note: we analzed hypothetical household formed by singles aadiples, with and without children, with different hourly wages, and here
present some selected results. Fuithe (FT) means working 38 hours per week, while pane (PT) 30. Families with children have two
children of 7 and 14 years old. The aywdd cohabitants have working partners.

Source: EUROMODGO6s Hypothetical Households Tool (HHOT)

The decomposition exercise is further complemented wéthression analys explore the relation
between reforrrdriven changes in budget constraints and labourtiggpation. A first regression

links the probability of being employed to individual PTRs (instrumented to account for omitted
variable bias), year fixed effects and other controls. A second regression connects the probability of
being employed to nedf-PTR earnings, which is the net gain in euros of transitioning to
employment. Once these relationships have been estimated, the probability if being employed or
unemployed under the policies of a given year can be predicted. Also expected incomes, taxes and
benefits can be calculated and fed into the decomposition analysis.

3.2.3 Results

Focusing on financial incentives for theng-term unemployedthe likelihood of transitioning from
unemployment into more than a half year of employment is examined. The libelilbd making

such a transition without specific policy measures in place stood at 9% over the peric@ 20005

When the initial level of work incentives is included into the model, the level of the PTRs indicates
that a transition into employment impliethat, on average, 76% of the potential earnings would go

to taxes and withdrawn benefits. In addition, it has to be noted that 93% of the-tkxng
unemployed relied on unemployment benefits, whereas 7% was dependent on social assistance, a
combination ounemployment benefits and social assistance, or neither of the two.
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The effect of changes in PTRs on the likelihood of taking up work are then evaluated in the
regression analysis. Regression results show that a 10 percentage point increase in thewers |

the likelihood of transitioning from unemployment to over half a year of employment by 3.7
percentage points. This effect is sizable given that the baseline probability of this transition was 9%
People not unemployed the whole previous year and ffdanders were more likelya change
employment status. Eerly people were less likely to do so. These results are robust across different
estimation modelsBased on these results, it is clear that potential substitution effects, driven by
changes in thalifference between the incomes obtained when working and not working, affect the
likelihood of taking up work among the lorgrm unemployed. Raising outf-work incomes (i.e.

the unemployment benefits) would thus need to be combined with increases -workn
compensations.To offset these surges in expenditure, the targeting of currentwiork
compensations based on ftilhe equivalent earnings could be increased, or progressive tax credits
based on actual earnings could be raisBus, however, implieshat the EMTRs of some people
would rise.

Turning to the part-time workers, a similar approach is used. As a starting point, the level of the
EMTRs is anayzed. The EMTRs levels reveal that if a household member had worked 5% more
hours in period 200201, on average, 53% of the potential earnings would have been taken in taxes
and withdrawn benefits. Regressions for these workers on the impact of changes in the EMTRS,
however, return no statistically significant results. Combined with the findings for [treg-term
unemployedthis might leave some room to compensate increases irofowbrk transfers with
changes in irwork transfers.

When consideringtax-benefit reforms more broadlpetween 2005 and 2014, the results suggest

that these reforms reducedeh poverty gap index in 00.09 for ea
person in the bottom half of the income distribution, when labour supply reactions are not accounted

for. This reduction in poverty with a concomitant increase in budget deficit was Igndire to large

increases in unemployment benefits and augmentations in social contribution reductions and child
benefits. When labour supply reactions are taken into account, the poverty gap index reduction
stood at 0. 05. At a thé dificaltd ef dealingewitle & sociat telemumb:t s s h
reducing poverty, while not discouraging work nor running large public deficits. Furthermore,
6other effectsd al so decr easi ng-paoreetfects of pokiciesu e and
This implies that antipoverty strategies inevitably have to also address other drivers of rising

income inequality.

3.3 Institutional barriers against low -wage work and wage inequality
3.3.1 Positioning

Another belief by theMichel I governmentand previous governmentwas that wage costs in

Belgium relative to trading competitors were too high argincethe monetary route to devaluate

the currencycannot be used 6i nt ernal o deval uati on sSshoul d t a
application of wage indexation, following a diuon the employment effects of this mechanism
(Konings, Van Aarle, & Vandeweyer, 201Zhe nonrapplication is equal to a nominal wage freeze
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and a real wage declindloreover, astronger ideologicaloppositionand the politicization of
cdlective bargaining continue to target the institutional structure of collective bargaining in
Belgium (Van Herreweghe, Vandekerckhove, & Van Gyes, 2018; Vandekerckhove, .201h@a)
consequence is that ti#/age Norni which is the upper bound for wage gvth that is negotiated

at the national level for all sectors, has been made stricter so as to avoid any divergence from the
wage developments in the neighbouring countri@€an Gyes, Van Herreweghe, Smits, &
Vandekerckhove, 2018)

The idea from theperspectiveof the policy trilemma is that wages hadadved to a level where the
unemployment rate is not internalized by the social partners that set wages in collective bargaining
agreements (point U). Similarly, the abolishment of youth minimum wages below the national
minimum wage has been scaled backeims of wage costs to the employer (this is in line with the
previous paragraph). On the other hand, other countries like the UK and Germany have made the
opposite movement by introducing a national minimum wage in 1999 and 2014, following social
concerrs in the workforce and academic literature thminimum wage are not necessarily harmful

to employment.

Figure 14. The policy trilemma: the case of collective bargaining
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Working Papers 5, 6 and 7 expand on the role of collechaegainingin reducinginequalities on

the labour market. WP/ in particular discusses the effect of centralized wage bargaining on
converging wage trends betweesectors and simultaneous wage evolutions across the wage
distribution. It examineswhether trends such as a dualization of the workforce or job polarization,
for exampleastechnological progressiot only increass job demand in lowpaid sectors, bualso
because oh moreelastic supply of workers through migration or virtual platformnsould tilt the
labour supply curve to point X, at risk of poverpputor, 2015)
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3.3.2 Method

We use quarterly administrativevagedatafrom the National Social Security Offider the period
1996:2015,sourcing from a sample of 20% of all workers, and tracing these workers overTime.
wage concept is the futime equivalent wage, which can be compared to thewage threshold of
two thirds of the median wage in the private sectbhe same miimum wages apply to temporary
agency workers, but theworkplace is not known by the social security administratisoywe had to
discard this group from the anates. As these workers are not only in shetérm, nut also in low
paid jobs, estimates willnderreport the number of lowwage workers.

The collectively agreed wage levels are gathered in the new Belgian minimum wage database
(BMW-database), combiningminimum wage information from the Ministry of Labour
(minimumlonen.be and thiCL index of conentional wages) and from HR service provider Acerta.

The databaseovers 44 of the largest joint committees from 2000 onwards. It holds information on
1370 wage changes, of which 77% includes wage indexations, 23% includes real wage increases, 15%
are realwages increases, and 85% are percentage wage chahgekCL index was used to extend

the time series backwards the period 19961999,based on the wage settlements available in the
Acerta data.

We investigate three questions related to collective l@ning: the employment effects of minimum
wage changes, the distributional effects of minimum wages, and converging or diverging wage
trends related to multievel collective bargaining.

There is a big and inconclusive debate on #raployment effest of minimum wages(Neumark,

2017; Neumark, 3as, & Wascher, 2014; Schmitt, 2013 add more perspectiveye follow two
strategies The first approach is a regression of ttatal employment in the sector and thmumber

of low-wage workers on the relative minimum wage or Kaitz ind&xown, 1999; Kaitz, 1970This

is the ratioof the minimum wage over the median in a sector, or the difference between thardgs,

it represents the bite of the minimum wage in the (latent) sectoral wage distribution. Because sectors
may have persistent differences in wage levels, minimum wages, and wage dispersion, we should not
rely on pooled OLS, but need to use fixed effebtereover, as there is a possible feedback loop
between employment levels and minimum wages, where one explains the other, we want to
instrument the minimum wage. We propose three different instruments: two natural instruments
based ora) whether the wagetltange was an indexation or a real wage change on the one hand, and
b) based on the evolution of consumer prieesl the different impact on wage evolutions by sector

on the other hand, and ortechnicalinstrument, the ArellaneBond estimator(Arellano & Bond,

1991)

The second approach is to estimate the probabilities of worker flows in and out of the workforce
caused by changes in the level of the minimum wag#ng a probit model. Because of the ambiguity

in minimum wage effects reported in this strand of reseasimentioned aboy&e also estimate

the marginal effects by sector to see if there is variation within the econdue .split up the
analysis forithe total workforce and for lovwage work only.

The next step is to angzethe distributional effects of minimum wagebhe question is up to which
point in the distribution minimum wages have spillover effeatseaning that if minimum wages
increase, peentiles where the minimum wage is not binding move aldrgr this, we follow the
approach of Autor, Manning& Smith (2014) who discovered two sources of bias in the seminal
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model of Le (1999) one is endogeneity bias as explained above for employment eftebis solved

by using fixed effectshe other is division bias, as both inequality and the Kaitz index are measure

using the median in the denominator. The natural solution for this is to instrument the Kaitz index

by the minimum wage leveln IPSWICH Working Paper 5 we discuss the econometric properties

of this estimation and verify that effects are not due to compwsil changes in the workforce.

Finally, using the effects we have obtainetk can simulate th@npactof minimum wage changes

on the shareofloowage wor k in the economy by applying th
depending on their position ithe wage distribution.

In the analysis of the evolution of inequality, we use the same data to control whether sectoral wage
growth divergesor converges and what impact collectively agreed wage setting has on wage
growth. For this we compare the effeof the Wage Norm, of sectoral wage floors, and of the
margin between botld a margin that can be usddr company agreements or individual wage raises
and should lead to more variation in wage growiBecause the growth of median wages is not the
same ashte median wage growth due to changes in the composition of the workfeecexanmne

both separately. Ashe median wage growth will be stronger than the collectively agreed wage
growth because of seniority wage scales, we estimagesémiority effecffor each sectqrtaking into

account workerods abilities, and subtract it fro
indeed the best approximation of collectively agreed wage changes.
3.3.3 Results

Figure 15 showsthe rate of lowwage work, defined as fulime equivalent wages below twibirds

of the median, in the left panel. We see that there is some business cycle fluctuation, but the overall
tendercy 6 under regular working contract® is downward. The righthand panel shows inequality
trends over time, which aré as has been noted before with respect to employment levels and the
rate of inwork poverty in Belgiumd very stable. Not only is the decile ratio (p10/p90) and the
quintile ratio (p10/p80) almost conant, we also see that effective wages, i.e. labour earnings, hold
constant ratios, which implies that there is no growing inequality in the number of working hours.
This does not take away the possibility of inequality in the distribution of work overskebolds
(Corluy & Vandenbroucke, 2015, 201Binally, we also report the p40/p60 ratio, which are
guantiles close to the median that should be driven apart if job polarization would cause a flattening
of the wage distribution through less job demand for rpiaid jobs. This, as well, is not the case.
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Figure 15. The share of low -wage work in Belgium between 1996 and 2015
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The estimation of minimum wage effects on employment levels and job flows returned some
ambiguous results. At the s level, there is a strong negative effect on both faxge work and
overall employment numbers in the uncontrolled models. When adding fixed effects the estimates
switch sign and the reported elasticities are high, in a number of models above onegaiBeis
doubts on the quality of the proposed natural instruments. The preferred ArelBomd panelV
however returns an insignificant effect of minimum wages on total employment, and a positive and
significant elasticity of .896 on lowwage work.

The prabit regression on the job transitions between sectors or in and out of (pris@bor)
employment return much smaller estimates. At the population level for the total workforce, we find
net negative effects, but at the sector level, the moderating effecin- and outflows is equal.
Amongst lowwage workers only, the effexare substantially larger, and point to a net outflow out

of the workforcewhen comparing year to yeabut a net inflowon a quarterly basis, and net inflows
into the sector that sethigher minimum wagest any interval It therefore appears that minimum
wages are attracting workers, although lewage workers are more mobile across sectors dnd
have short employment spells of less than one year.

Figure 16 shows the marginal effects on the job flows among-ieage workers in four different
setups for all sectors. If a sector is found above the upward dividing line, the net effect is positive.
Insignificant results are set to zero, which oftencurs on just one of both axis. Thigpliesthat in
different sectors, minimum wages correlate with different job dynamics, and often there is no effect
at all. Because of the smaller likelihood of quarterly job flows, the marginal effects in thosesmodel
are smaller, while the yearly flows are more scattered and again confirm that the impact of minimum
wages at the aggregate hides important variation between sectors.
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Figure 16. Marginal effects of minimum wage changes on worker f lows for low -wage workers
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Figure 17. Spillover effects of minimum wages across the wage distribution: OLS (left) and IV
estimates (right)
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The next question is whetheminimum wages created spilloverSigure 17 shows OLS and IV
estimates, demonstrating that de endogeneity bias is very strong: it appears that sectors with high
minimum wages have persistent naw wage distributions, but also that sectors with low minimum
wages have higher pay levels (notably the service sector). In the IV model, this effect is attenuated,
but there is still, contrary to earlier research and perhaps specific to Belgium, a negéfiact above

the median, meaning that higher wages move closer to the median when minimum wages increase.
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This might be a compensation for the increased wage costs that is part of the collectively bargained
agreement.

In the last analysis on the effect oollective bargaining, we look at the divergence or convergence

of wages between sectors. In the {bind panel oFigure 18, we see that the variance in the median

and mean wages across sectors is stable owes, tbut the variance increases when the price levels
change, so the real mean and median wages of sectors actually converge. Moreover, if we look at the
evolution of different quantiles within sectors (rigitand panel), it appears that the average
evolution over sectors is synchronous at every quantile.

Figure 18. Annual growth of different quantiles: mean (left) and standard deviation (right) of
selected sectors (1997 -2015)
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From the analyss, weconcludethat wage inequalities in Belgium are stable, but wagewth
follows the business cycle and wage levels differ between se®egessions of the wage growth

on national and sectoral agreements show that collective bargaining explaige thynchronous
trends, and decreasing margins for company negotiations and individual negotiations are part of the
real convergence between sectors, despite potentially diverging technological evolutions and
productivity trends.

3.4 Workplace heterogeneity and wage discrimination
3.4.1 Positioning

The recent surge in migration from Africa and the Middle East into tl#) has renewed
controversies about the impact of a more diverse workforce on labour market outardniesh

native and foreign workersAmong the nationh workforce, there may be fears for losing job
opportunities and downward pressure on the wages, which may be aggravated in the future as
climate change, armed conflicts, persisting underdeveloprimetite world and demographic growth

are potential cause®r further increases in the number of migraniuture immigration could add

to an already relatively high stock of foreigmopulation in Belgium: only 62.3 % of the population
between the ages @B and 64 is of Belgian origin

At the same time, the integration of migrant workers in the labour market has not been smooth in
Belgium and previous studies have pointed out a series of problems: the employment rate of
foreigners is very low; there are entry baars into the labour market, partly due to discriminatory
hiring; there is some evidence for labour market segregation, with foreigners concentrated-in low
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paying occupations, nestandard jobs (like paftime or interim work) and sectors, as well as eth
forms of discriminationBaert, Cockx, Gheyle, & Vandamme, 20U&rtens et al., 2006 Through
these diffeent channels, some groupsf foreigners are more likely to be exposed to the risk of
poverty d even if they work.

Nevertheless, in Belgiurseries of laws and regulatiorist that go further than other countries in

protecting workers against discriminatg practicessuch agpaying exceedingly low wages based on

personal characteristic8Vatchdog institutions such as UNIA take action against discrimination and

monitor inequalities based on ethnicity, while other institutions like the Institute for the &y of

Women and Men do the same for gender inequality. There is an ongoing debate on the use of
O6mystery shoppersdé to take | egal action in case
procedures.

Figure 19. The policy trilemma: the case of ethnic pay gaps and gender pay gaps
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In this project, we make a methodological distinction between segregation and discrimination. The
strict definition for discrimination in the labour market is not being paid equally for equark.
Segregation can take place on the basis of differences in objective characteristics, such as human
capital, which may also stem from discrimination outside of the labour market. Going back to the
conceptual framework of the project using the figureldw, strict discrimination pushes wages
below the equilibrium, and hinders higher wage claims by the migrant workforce (point D).
Segregation, on the other hand, means that there is a migrant labour market with equilibrium wage
N, at risk of poverty, and labour market for nationals with equilibrium F, with higher wage levels
driven by a higher demand as, for example, skills and productivity levels would be higher. It is
particularly important to understand that the magnitude of those differences dependshe
composition of the migrant workforce.
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Working papers 8 and 9 investigate whether there is indeed discrimination on the Belgian labour
market, and to what extent a growing heterogeneity of the workforce has an impact on wages.

3.4.2 Method

Our empiricalanalysis is based on two large datasets spanning the period-2@8@. The first
datasetis the Structure of Earnings Survey (SE8hich covers all firms operating in Belgium that
employ at least 10 workers and with economic activities within section® & of the NACE
nomenclature (Rev. 15EScontains information provided by human resource departmentshen
characteristics of dirm (e.g. sector of activity, number of workers, level of collective wage
bargaining) andts employees (e.g. age, educatigross earnings, paid hours, gender, occupation,
etc). SES provides no financial information and Hiherefore been merged with a firaevel survey,

the Structure of Business Survey (SBR)is surveycarries information on financial variables such
asfirm-level added value and gross operating surplus per hour.

All variables in thecombinedSESSBS are provided by the firm's management &eticemore
precisethan selfreported employee or household surveys. The 8B&s notprovideinformation on
worker s origin. This information (i.e. national i
has been taken from the National Register (NR) and merged by Statistics Belgium to thEEBES

data.

The earnings measure in the SES corresponds to totakgmwages, including premia for overtime,
weekend or night work, performance bonuses, commissions, and other premia. Work hours
represent total effective remunerated hours in the reference period (including paid overtime hours).
The firm's added value pdrour in the SBS is measured at factor costs and based on the total
number of hours effectively worked by the firm's employees.

Our final sample consists of an unbalanced panel of 9,430 firms and 555,963 individuals, yielding
30,355 firmyearobservations dring the 12year periodcovering19992010. It is representativéor

all mediumsized and largeprivately controlledfirms employing at least 10 employees within
sections C to K of NACE Rev. 1, with the exception of large parts of the financial seA@EN)

and almost the entire electricity, gas, and water supply industry (NACE E)

On the basis of this dataset, a measure of workplace diversity is constructed. In the IPSWICH
project, we have developed a more nuanced measure of workplace diversityahiaugwork. The
standard approacks to consider two groups: those that are born within tB& (or outside of the

EU but with a European nationality); and those of RBRJ origin. This essentially boils down to
assimilating EU citizens to Belgian workerBigure 20 compares the wages of workers from the EU

and those from outside of the EU. The latter eaon averagel ower wages than onat.
(of which 94% are Belgians and the rest originates mostly ffenance, Italy, Germany andhe
Netherlands). During the 2010s, the average hourly wage gap between these two groups was around
11%. The figure further distinguishes between male and female wodtdts) and norEU origin.

The average hourly wage is thegdhiest for EU men {§{16.3) and lowest for necEU women (113.4).

On average, EU women and ndtJ men earn roughly the same (arouéti4.25).
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Figure 20. Distribution of hourly wages by immigrant status and gender

Source: SESBS

In this context, we wanted to investigate whiatctors might influence the productivity and wages of
foreigners focusing in particular othe immediate work environment: being the only nBelgian
employee corresponds to a completely different reality thamdgemployed in a firm with hardly

any Belgians at all. What is more, a more accurate understanding of the diversity within firms
should account for similarities and differences in terms of economic development in a more nuanced
way that the EUvs. non-EU distinction.

To address these issues, Wavedeveloped an entirely novel approach based on the conversion of

the qualitative information on i ndi-leveldiveasitysd c o u |
indicator based on UNIMDBed. sTheHattendsna stBnelarde Hamnpnimedn t
measure of crossountry variations that is available for virtually all countries in the workigure

21 shows this indicator applied to the data: the polynomial linthés diversity index, which goes to

zero in a firm with only Belgian nationals, and reaches a maximum where about half of the
workforce is Belgian, suggesting that in firms with even less Belgians, other nationalities become

again dominant and lower the deee of diversity.
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