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ABSTRACT 

Context 

In-work poverty is increasing in the EU, but Belgium appears to resist the trend. However, little is 

known about the background of the working poor in Belgium today and about the mechanisms that 

ensure the low rate of working poor in Belgium. The IPSWICH project aims at clarifying these 

issues, in order to prevent the growth of in-work poverty in Belgium. To do so, we use a standard 

supply and demand framework to link different poverty issues to policy choices and investigate the 

adequacy of those options. 

Objectives 

The project aims (1) to measure and explain in-work poverty in general, and establish the link with 

non-standard work in particular, (2) to explore the dynamics in the low-paid segments of the labour 

market and the links between out-of-work benefits and in-work benefits, (3) to measure the 

relationship between minimum wages and low-wage 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 in-work poverty is at low rate, and that as target groups become less numerous, their 

poverty risks increase. The primary groups affected are workers in non-standard work, and workers 

in households with a low work intensity. To incentivize work, it has to be rewarding, meaning that 

as out-of-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 effects, 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 

negative 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 a very low level in Belgium, in comparison to the EU average, and has been 

quite stable over time (Marx, Verbist, Vandenbroucke, Bogaerts, & Vanhille, 2009). In-work poverty 

stood at a level of 4.7% in Belgium in 2016, which is substantially lower than the EU28 average of 

9.6% (see Figure 1, left panel), despite the fact that few specific policies were adopted to prevent this 

form of poverty (Van Gyes, 2010). These numbers reflect the EU-SILC definition of being ôat risk of 

povertyõ (AROP); that is earning an equivalised disposable income that is below the AROP 

threshold, which is set at 60 % of the national median equivalised disposable income (after social 

transfers). The AROP threshold is a relative threshold, which is raised when median incomes 

increase. While the increase in the in-work poverty rate in Belgium is still contained, the ten-year 

evolution in France (+33%) and in Germany (+73%) is much more dramatic (Figure 1, right panel).  

While these figures might be interpreted as a sign of the inclusiveness of the labour market in 

Belgium, the levels of in-work poverty are partly offset by the relatively 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 of in-work poverty. Regional 

differences matter too: relative to Flanders, the poverty 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).  

 

Source: EU-SILC 

 

Source: EU-SILC 

 

 

Because of its low incidence, little attention has been given to the working poor in Belgium. Instead, 

other concerns, such as job growth, are often deemed to be more pressing. During the pre-crisis 

period, the mere existence of in-work poverty challenged the widespread believe that increases in 

employment are automatically accompanied with decreasing poverty rates (Marx et al., 2013). In the 

period after the Great Recession of 2009, however, the twin pressures of tight public budgets and 

labour market reforms have shifted attention to the issue of in-work poverty (Crettaz, 2015). 

Moreover, trends in other countries suggest that the number of working poor is likely to increase, 
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due to ongoing trends such as technological change, migration, and accelerating globalization. This 

holds especially for certain at-risk groups, including the self-employed, non-standard workers in 

part-time or temporary work, migrants, the low-skilled and single parents. With this in mind, it is 

important to separate current in-work poverty, which is almost residual and difficult to tackle, from 

future in-work poverty. More labour market flexibility and lower benefits can put severe pressure on 

household incomes, also for workers. More non-standard jobs and stronger incentives to accept low 

paid jobs are expected to lead to a higher employment rate, but also in more in-work poverty.  

Recent policy measures that have been adopted to address in-work poverty in Belgium and 

elsewhere are generally aimed at ômaking work payõ, building on the notion that work offers the best 

protection against poverty. To this end, the ôunemployment trapõ, which occurs when the net income 

difference between low-paid work and unemployment benefits is less than work-related costs and 

discourages people from taking up work, needs to tackled. The Belgian government (federal and 

regional) has introduced several tax-based schemes to make work more financially attractive and to 

encourage people to take up paid employment rather than not work. However, at the same time a 

stricter wage norm was defined, and the non-application of wage indexation was imposed in order to 

moderate wage developments. While such policies are generally accompanied by poverty-preventing 

measures such as the (targeted) tax reductions mentioned above, they imply a shift of ôinequality 

managementõ from the labour market to the state. This may in turn expose other target groups, such 

as migrants or women, to be exposed to more wage discrimination. 

Against this background, the IPSWICH project on òIn-work poverty and shifts in work, income, and the 

composition of householdsó sets out to map in-work poverty in Belgium and its underlying causes, with 

a specific focus on aspects related to wages, working hours and contracts, household work intensity, 

social protection, productivity, discrimination, and bargaining power. IPSWICH further examines 

how institutional and policy factors, driven by underlying labour market and household dynamics, 

give rise to in-work poverty in Belgium and how policy reforms can contribute to reduce present 

poverty and prevent further increases. 
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2 STATE OF THE ART AND  OBJECTIVES 

2.1 Theoretical framework   

To investigate the issue of in-work poverty in Belgium, the workers affected and the reasons why 

the rate is low, and to maintain good practices to prevent increases in in-work poverty in the near 

future, we adapted the framework of Iversen & Wren (1998)to the topic of in-work poverty. Figure 2 

sketches the standard supply and demand framework that will be used to address current poverty 

problems, showing a trilemma of policy choices, in which one option needs to be sacrificed to achieve 

the other two:  

¶ fiscal discipline, when government increases social spending on poverty or public 

employment (point G); 

¶ employment levels, when the statutory minimum wage is set too high or trade unions bargain 

for too high wages so that labour demand falls back (point U), or 

¶ earning inequality and poverty risks, when the market equilibrium wage is below the poverty 

threshold (point N).  

Figure 2. The policy trilemma  

 

 

 

 

 

The choice governments make largely defines the welfare state regime. Typically, point G is linked 

to social-democratic regimes, point U to Christian-democratic 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 between in-work poverty and jobless poverty. Using this framework, 

the different analyses focused on four areas in which the Belgian case should be more prominent in 

the literature: the poverty implications of non-standard work (such as temporary work and specific 

forms of self-employment), work incentives and the link between out-of-work benefits and in-work 

benefits, institutional wage setting and its impact on wage inequality and job polarization, and 

workplace wage discrimination of target groups, in particular foreigners. 
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More specifically, focusing on non-standard work first, a rise in flexible contract forms (flexi-jobs, 

paid volunteering work, platform work) may increase labour demand to point F in Figure 2, but this 

comes at the expense of employment security and stability of income, and can thus lead to potential 

precariousness. Work incenti ves, like the ôwork bonusõ that aim to motivate unemployed workers 

to look for a job, are only effective when the difference between in-work benefits and out-of-work 

benefits is large enough and when financial stimuli is what is holding back the inactive or 

unemployed individual. If adequate, we could move to point F with a demand shift due to lower 

wage costs and increased labour supply due to wages that are higher because of tax reductions. 

However, when such measures cost more than they return in terms of reduced social spending, we 

might move to point G in Figure 2, with subsidized labour. Another topic that can be explored with 

this framework is the market distribution of wages and the impact of collective bargaining . Unions 

can bargain for decent wages, but also need to consider the possible negative employment effects 

along the demand curve (cf. point U). However, the ambiguous empirical evidence of negative 

employment effects suggest that the labour market may be out of equilibrium and employers may set 

wages as a monopsonist (point D), so that setting minimum wages can be welfare-efficient. In 

addition, disruptive trends such as technological progress and migration may lead to a segregated 

labour market and increased inequalities (e.g. job polarization), on which centralized collective 

bargaining (e.g. the wage norm, non-application of wage indexation) can have a moderating effect. 

Finally, strict discrimination  against migrants would imply that they are paid below their 

productivity level, positioning them also at the non-competitive 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 labour 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 Europe. First, deindustrialization, globalization and technological change have 

caused shifts in labour demand in favour of more educated workers as of the 1980s (Goldin & Katz, 

2008). More recent enquiries indicate that the loss of middle-paid routine work has led to a 

polarization between high-paid non-routine professional jobs and low-paid non-routine personal 

service jobs (Goos, Manning, & Salomons, 2014). These shifts resulted in a trade-off between 

increasing in-work poverty and increasing dependency on benefits, in particular for the lower skilled 

(Andress & Lohmann, 2008; Marx, 2007). The labour demand shocks thus seemed to corrode the 

role of both full -employment and economic self-reliance 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 the service-sector. This transformation changed the composition of the overall 

income package at the household level (Rainwater, Rein, & Schwartz, 1986). Research has 

demonstrated that the contribution of women to the overall household income still varies 

considerably across countries (Maître, Nolan, & Whelan, 2012; Stier & Mandel, 2009), but its share  
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in total household earnings grew between 1981 and 2005 in most European countries (Nieuwenhuis, 

Need, & Van der Kolk, 2013). The third, related transformation is the appearance of a greater 

variety in family configurations. More dual earners, singles and single parents, challenge the 

adequacy of social protection schemes that were designed to accommodate the needs of single, male 

breadwinner households (Orloff, 2002; Sainsbury, 1999).  

To define in-work poverty, a variety of approaches exists to both being ôin-workõ and ôpovertyõ 

(Crettaz, 2011; Meulders & OõDorchai, 2013; Thiede, Lichter, & Sanders, 2015). According to 

Eurostatõs household-based definition, a worker is considered to be at-risk-of-poverty if his or her 

equivalent disposable household income during the income reference period of a year is below the 

threshold of 60 percent of the national median (Dennis & Guio, 2003). The modified OECD scale1 is 

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 society in which a person lives. It describes those below relative income thresholds as ôat-risk 

of povertyõ rather than ôpoorõ, since low household income is not the 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 we define being ôin-workõ 

becomes particularly challenging. This is not just a technical issue, but a matter of substantive 

importance (Horemans, 2016). The Eurostat indicator defines being ôin-workõ as individuals who 

declare to have been employed for more than half the income reference period. One of the 

fundamental critiques on the Eurostat approach is that in times of high unemployment and 

employment flexibility, as witnessed during the recent economic crisis, a threshold of working at 

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

(Crettaz, 2011; Ponthieux, 2010). On the other hand, this approach still allows periods of 

unemployment or inactivity to act as an in-work poverty mechanism (Halleröd, Ekbrand, & 

Bengtsson, 2015; Halleröd & Larsson, 2008).  

2.3 Employment and poverty in Belgium 

To grasp the policy and academic debates on the relationship between employment and poverty, and 

the issue of in-work poverty, the macro- and micro-level have to be distinguished  (Marx, Horemans, 

Marchal, Van Rie, & Corluy, 2013): for an individual, compared to not working, a job typically 

provides better protection against poverty, all else being equal. However, from a macro-perspective, 

more employment does not automatically lead to lower poverty rates. In both academic and policy 

circles, in-work poverty is often seen as a problem of low-wage work or non-standard employment. 

However, it has repeatedly been shown that the overlap between low earnings and in-work poverty 

is not straightforward. In fact, workers at risk of poverty are low paid, but from a household 

definition of poverty, only a minority of low-paid workers are at-risk (Maître et al., 2012; Marx & 

Nolan, 2014). In this case, low-paid workers may contribute to the household income by providing 

an additional income. The same goes for atypical work, like temporary workers or part-time workers 

(Horemans, 2017; Van Lancker, 2013). Under the assumption that a main breadwinner exists in a 

household, an additional low-wage job or an additional income from a non-standard job is may lift 

                                                      

1 The scale gives a weight of 1 for the first adult, 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 composition and to account for 
the economies of scale in multi-person households. 
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the total household income above the poverty line. At the same time, the poverty risk becomes 

substantial when low earnings or income from a non-standard job need to provide for an entire 

family. Hence, it is clear that in-work poverty is the result of the interplay between socio-

demographic, economic and institutional factors (Marx, Verbist, Bogaerts, Vandenbroucke, & 

Vanhille, 2011). We will discuss this variation based on comparative observations below. 

Figure 3 looks at the position of Belgium with respect to both the employment rate and the at-risk-

of-poverty rate in Europe in 2015. The horizontal axis shows the employment rate for people aged 

20-64, the age group for which the EU-2020 employment target is set. The vertical axis contains the 

AROP rate, a sub-indicator of the EU-2020 strategy on poverty and social exclusion. Overall, it 

appears that a higher employment rate goes hand in hand with a lower AROP level (r = -0.548). 

From Figure 3, we also learn that while Belgium scores better than the EU-28 average with respect 

to the AROP rate, it falls below the EU-28 average employment rate. Several countries perform 

better for both AROP and employment, including the Czech Republic, Denmark, Finland, the 

Netherlands, Norway, and Iceland. A significant correlation between employment and poverty, 

however, does not necessarily mean that more employment automatically leads to lower poverty. In 

fact, for several countries with similar AROP rates as Belgium (Slovenia, Hungary, Luxemburg, 

France, Austria, Sweden and Switzerland), higher employment rates are reported. Furthermore, 

Slovakia has a similar employment rate as Belgium, but a lower AROP. Nevertheless, the more 

favourable outcomes of some central 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 had already surpassed the 

Europe 2020 target rate of employment of 75%. 
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Figure 3. Employment rate and at -risk-of poverty rate Europe, 2015  

 
Source: Eurostat: EU-LFS (lfsi_emp) and EU-SILC database (ilc_li) 
Note: for CH, HR, and IE the at-risk of poverty rate refers to the year 2014. 

Turning to the relationship between the evolution in employment rate and the evolution in the 

poverty rate in Figure 4, it is clear that employment growth within a country does not automatically 

result in a reduction in poverty. On the contrary, for example, looking at the last five years, the 

figure shows that employment growth was accompanied with increase in the AROP of two 

percentage points or more in Sweden, Germany, Bulgaria, Latvia, Estonia, Malta, but with a 

decrease in the AROP rate of a similar size in the UK, Poland, and Ireland. 

Figure 4. Evolution employment rate and AROP rate, Europe, 2005 -2015 and 2010 -2015 

 

Source: Eurostat: EU-LFS (lfsi_emp) and EU-SILC database (ilc_li) 
Note: ô2005-2015õ: CH: 2010-2014, BG:2006-2015, HR: 2010-2014, RO: 2007-2015, IE: 2005-2014, and for ô2010-2015õ: CH: 2010-2014, 
HR: 2010-2014, IE: 2010-2014 
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fairly stable trend for both indicators in recent years. However, in the 1990s and before the crisis of 

2008, employment gradually increased while the poverty rates showed a remarkable stable pattern.2 

In the post-crisis period, we neither observe significant changes in the employment rate, nor in the 

poverty rate of Belgium. This evidence is largely consistent with more advanced empirical 

techniques (De Beer, 2007). One of the key explanations why employment 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 destroyed (Marx, Vandenbroucke, & Verbist, 2012). 

Figure 5. Evolution employment rate  (left axis)  and at -risk-of poverty rate  (right axis) , Belgium 

and EU-15 

 

Source: Eurostat: EU-LFS (lfsi_emp) and EU-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 Europe (Frazer & Marlier, 2010). Eurostat statistics 

for 2015 indicate that, across the 28 European countries, on average 9.6% of the workers are at-risk-

of-poverty. In Figure 6, we see that in 2015 Belgium has the third lowest degree of in-work poverty: 

only 4.5% of workers has an income below the poverty threshold. Only Finland and the Czechia 

perform better, and again we note that in the latter case median income levels are considerably 

lower than in Belgium. 

                                                      

2 For a detailed discussion on the stable Belgian pre-crisis trend in income inequality in general, see Horemans, Pintelon, & 
Vandenbroucke (2011) and Van Rie & Marx (2013). 
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Figure 6. In-work poverty rates employed persons, aged 18 -64, 2015 

 

Source: Eurostat EU-SILC database (ilc_iw) 
Note: 2014  for EU-15, IE, HR, and CH 

In-work poverty in Belgium is also at a structurally low level in longitudinal perspective. Figure 7 

shows the evolution of the at-risk-of-poverty rate during the last decade for workers aged 18-64 for 

Belgium, the Netherlands, Germany, and the EU-15 on average. In Belgium and the Netherlands, 

the picture is fairly stable. On average for the EU-15, however, an increasing pattern in in-work 

poverty is observed. The rise in in-work poverty is especially noteworthy in Germany, where the 

rate has doubled in last ten years. 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 

ôerrorõ in countries such as Belgium and the Netherlands should not immediately interpreted as an 

increase or a decrease. 

Figure 7. In-work poverty employed persons aged 18 -64, 2004-2015 

 
Source: Eurostat: EU-SILC database (ilc_iw) 
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2.4 Changes in the workforce and poverty risk by individual, household and job 

characteristics 

After having established that the poverty risk of workers has changed little over time in Belgium, 

we can take a closer look at the changes in the poverty risk of particular groups of workers, to assess 

whether these results hold across the board. More specifically, we study which groups face a 

particularly high poverty risk and whether this changed over time. We also examine developments 

in their share in the workforce, to better understand the impact on the overall in-work poverty rate. 

Looking at the individual characteristics of workers in there are several steady, yet noteworthy 

developments. For most workers, the poverty risk is almost unchanged, as is the overall in-work 

poverty rate. Yet, for low- and middle-skilled workers, Table 1 highlights an increase in the poverty 

risk of more than two percentage points. Furthermore, the poverty risk of EU-born migrants 

increased, possibly due to the European enlargement. Another observation from the table is that the 

share of workers among the working population with a traditionally higher poverty risk decreased 

for some groups (i.e. men, low educated, youngsters), while it increased for other groups (i.e. born 

outside of the EU, living in Brussels). Lastly, in 2005 women used to have a lower poverty risk than 

in 2014, but we should be aware of the issues with the measurement of in-work (Peña-Casas & 

Ghailani, 2011; Ponthieux, 2010), and in particular with the gender bias of household measures in 

this respect, which assumes an equal distribution of income in the household (Meulders & 

OõDorchai, 2013). 

In the household-poverty perspective, income of all household members is pooled, and the poverty 

thresholds are adjusted for household size. Hence, household-level characteristics are key to 

understand the profile of the working poor. The higher the ratio of dependents to earners and the 

lower the work-intensity of those who are working, the higher the poverty risk. We find an 

increased poverty risk of families that were already more at risk in 2005, such as families more than 

two children, single adult families, and families with a low household work intensity. However, over 

time the share of those types of households among the workforce decreased. Behind the stability of 

the rate of in-work poverty, we therefore find two opposing forces: at-risk-of-poverty households are 

becoming more vulnerable, but the share of vulnerable households is diminishing. 

The large difference in poverty risks based 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 risk. Clearly, job characteristics, and especially the 

earnings potential of certain jobs matter to understand in-work poverty. Table 1, shows that in-

work poverty is dramatically higher in unstable (not full-year workers and temporary) jobs, in low 

paid jobs, in part-time jobs, for the self-employed, in non-supervisory jobs, in small 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 also buffer 

against poverty risks at a later point. 
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We should acknowledge in-work 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 of men, because women on average have less paid, and less-paid working 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 touch on these 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 non-standard workers, and the employment 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 (%) 

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 5.5 17.1 

  30_49 4.4 59.9 5.5 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 4.9 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 4.8 21 

Household ]0;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[  1.6 18 2.4 23.4 

  1 2 46.4 2 49.1 

JOB CHARACTERISTICS 

Full year No 10.7 3.8 13.5 6.3 

  Yes 3.7 96.3 4.2 93.7 

Low market income No 1.5 82.5 1.5 82.2 
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  2005 2014 

   Poverty Share (%) Poverty Share (%) 

  Yes 13.4 17.5 15.1 17.8 

Temporary No 2.4 91.2 2.5 91.5 

  Yes 5.9 8.8 14.9 8.5 

Part-time No 3.3 79.9 3.9 75.2 

  Yes 4.8 20.1 6.1 24.8 

Self-employed 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 1.6 53.8 2.3 53.7 

Occupation Managers 2.3 27.2 2.1 34.1 

  Technicians 1.5 14.2 2.9 15.2 

  Administrative 1.3 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: EU-SILC 
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3 METHODOLOGY AND SCIE NTIFIC RESULTS  

3.1 Atypi cal work 

3.1.1 Positioning 

Across Europe, the rate of atypical work is increasing. Despite 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 that introduce 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, 2016). In this respect, the Michel I (2014-2018) 

government has allowed a list of activities which can deliver up to û6,000 a year to workers 

exempted from taxation. Also other measures, such as the ôflexi-jobõ statute provide an untaxed 

additional income. Elsewhere, new types of contracts that deregulate working time and employment 

stability have become increasingly popular (e.g. zero-hour contracts in the UK and mini-jobs in 

Germany). Note that the terms ônon-standardõ, ôatypicalõ, or ôflexibleõ employment can be used 

interchangeably for the same employment conditions, although the social and political interpretation 

could vary (Barbier, 2013). 

Figure 8. The policy trilemma: the case of atypical work  

 

In general, the expectation of those advocating flexible work is that the employment rate can be 

increased and the business environment will improve (Lang, Scho↓mann, & Clauwaert, 2013; 

Vaughan-Whitehead, 2012). In the framework of this project depicted in the figure above, this 

implies a shift in labour demand to point F, and it may indeed provide additional income to 

households (Maître et al., 2012). However, the lack of employment certainty and variable earnings 

may also bring the worker into a precarious position, which in turn weakens her/his bargaining 

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

time poverty stays unaffected. In other words, unemployed poor just shift into working poor" (Airio, 
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2008: 34). Working Papers 1 and 2 deal with this topic, studying the differences in poverty risks 

between workers in standard and non-standard work in WP 1, and the poverty risks of independent 

workers in WP 2. 

3.1.2 Method 

We draw on EU-SILC data (2012), which is the main source to monitor income poverty across 

Europe. Because non-standard workersõ work history is generally more unstable during the income 

reference period of a year, we define being ôin-workõ by looking at the self-reported employment 

situation at the time of the interview. As such we do not exclude certain in-work poverty 

mechanisms a priori (Crettaz, 2013). Because different approaches of being ôin-workõ have important 

consequences regarding the magnitude of in-work poverty in general (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 conceptualizations used to study 

in-work poverty among non-standard and independent workers. In our work, temporary 

employment is considered non-standard work because workers are only hired as dependent workers for 

a specific period of time. Fixed-term contracts are the most common form of temporary 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 long-lasting employment relationship. In reality, a variety of country 

specific practices exist, like fixed-term, project, task- based or replacement contracts, as well as 

seasonal, on-call or casual work, or even trainees and workers in job creation schemes (OECD, 

2002). The second type of non-standard work examined is part-time employment. Part-time 

employment is characterised by an employment relation where the normal hours of work are less than 

those of a comparable full-time worker (BolleӢ, 1997).  

For non-standard workers, we use the following analytical procedure. In a first step, we use EU-

SILC data to demonstrate that the poverty risk of part-time and temporary workers is substantially 

higher than that of full-time and permanent workers respectively. In a second step, we follow the 

ôincome packagingõ approach: i.e. splitting household income into different components and adding 

them in a particular sequence (Millar et al., 1997; Strengmann-Kuhn, 2003). Then, two specific 

counterfactuals are constructed. First, we construct a counterfactual poverty rate based 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 entire family (Debels, 2008; Gardiner & 

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

the relative poverty risk for non-standard workers if they would not receive income replacement 

benefits. This approach allows us to consider the incidence of in-work poverty by combining 

earnings and benefits. 

In a third step, we perform a decomposition of the in-work poverty gap between standard and non-

standard workers. First, the ôexpectedõ non-standard poverty gap is calculated as the difference in 

the profile of non-standard and standard workers at the pooled coefficients. It indicates what the 

difference in the poverty risk would be if non-standard workers had a similar profile as standard  
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workers. More technically, we first regress various characteristics on poverty for all workers 

simultaneously and use these coefficients to calculate the ôexpectedõ poverty risk for non-standard 

workers with the typical characteristics of standard workers. The estimated ôexpectedõ non-standard 

poverty gap is compared with the observed non-standard poverty gap to gauge the share that is 

attributable to the differences in observable characteristics between standard and non-standard 

workers. The added value of this approach is that it provides an empirical estimate on the 

contribution of both a wage penalty and an incomplete labour market attachment to the higher 

poverty risk of non-standard workers, while also taking into account other socio-demographic 

differences. This is done by applying an Oaxaca-Blinder (see Oaxaca, 1973 and Blinder, 1973) 

decomposition for binary response models (Fairlie, 2005). For a detailed discussion on the method 

see Horemans (2016a). 

In addition to non-standard workers, we analyzed the poverty risks of the self-employed, focusing 

on the different position of the self-employed based 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 states in 2009 (Guio, 2009) states that someone is 

considered materially deprived when living in a household that lacks 3 out of 9 items: (1) afford one 

week annual holiday away from home; (2) being able to face unexpected expenses; (3) avoid arrears 

(mortgage or 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) afford to have 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 sub-indicators to monitor the Europe 2020 strategy target to reduce poverty and social 

exclusion, ôsevereõ material deprivation (SMD) is adopted, indicating that people live in a household 

that lacks 4 out of 9 items. Because the at-risk-of-poverty rate, singling out income, and material 

deprivation look for the same state in which individuals are excluded from ordinary living patterns, 

customs and activities, we investigate the relation between both concepts, and whether they vary 

based on the kind of self-employment. 

3.1.3 Results 

Turning to the findings on standard and non-standard workers, we show the at-risk-of-poverty 

rate for both categories in Table 2. Three main conclusions can be drawn from this table. First, the 

poverty risk of part-time and temporary workers is substantially higher compared to that of full-

time and permanent workers respectively, also in Belgium. Second, the difference in the at-risk of 

poverty rate between standard and non-standard workers increased gradually in recent years, 

mainly because of the rising poverty risk of non-standard workers. Third, the poverty rates of non-

standard workers vary more than those of standard workers, illustrating the diversity in the nature 

of non-standard jobs across countries. Part-time and temporary workers earn less annually because 

they work less, but also because they typically face an hourly wage penalty. While this leads to 

lower annual earnings, it is not unequivocally related to in-work 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 13.5 
 

5.9 6.8 10.8 9.5 

BE 2.4 2.7 5.9 10.0 
 

3.3 3.5 4.7 5.9 

BG  
4.9 

 
25.3 

  
6.4 

 
20.9 

CH  
6.1 

 
11.8 

  
6.6 

 
9.8 

CR  
4.1 

 
10.5 

  
5.3 

 
26.2 

CY 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 3.5 6.6 10.5 

DE 3.3 6.6 8.6 17.0 
 

3.5 6.3 6.6 13.4 

DK 2.9 3.3 
 

12.9 
 

4.2 2.7 5.5 7.5 

EE 5.4 5.7 16.2 13.4 
 

6.5 6.4 17.4 16.4 

EL 4.8 5.8 17.3 13.8 
 

12.0 10.7 24.1 27.0 

ES 4.9 5.4 11.3 17.5 
 

10.1 8.9 13.9 18.7 

FI  1.7 1.7 5.9 6.5 
 

2.9 2.7 10.6 10.6 

FR 3.6 5.1 9.6 15.2 
 

5.3 6.0 8.4 12.8 

HU 4.0 4.9 7.1 23.7 
 

6.7 5.4 15.1 16.5 

IE 3.6 2.2 10.3 7.2 
 

4.6 2.9 11.0 7.4 

IS 4.4 3.3 12.9 10.7 
 

6.5 4.1 9.8 9.7 

IT  5.6 7.0 16.1 18.6 
 

8.1 9.0 14.5 17.9 

LT  5.8 8.2 23.1 11.5 
 

7.8 7.6 30.1 24.7 

LU 8.3 8.9 24.0 23.1 
 

8.9 10.1 12.6 14.0 

LV 6.7 7.2 12.2 17.6 
 

8.0 7.7 25.3 20.5 

MT  3.7 3.5 6.5 4.7 
 

3.9 5.3 9.7 12.1 

NL 2.6 3.3 3.9 6.8 
 

5.8 3.4 4.6 4.5 

NO 3.2 3.3 12.6 18.3 
 

3.4 4.6 7.7 7.9 

PL 6.6 5.1 13.5 12.2 
 

12.6 9.7 23.0 20.2 

PT 6.7 5.5 11.9 11.7 
 

10.1 8.8 27.8 28.0 

RO  
4.9 

 
12.1 

  
13.1 

 
57.3 

SE 3.4 4.4 8.0 18.8 
 

4.7 5.2 7.4 11.1 

SK 6.1 3.0 7.5 7.3 
 

8.7 5.3 13.7 17.8 

SL 2.9 3.9 8.7 8.1 
 

4.3 5.8 10.4 13.4 

UK 4.7 5.9 7.5 8.0 
 

5.8 6.2 12.3 13.6 

EU-27 4.3 5.5 10.9 14.7 
 

7.2 7.2 11.2 14.6 

Source: Eurostat: EU-SILC 

Because temporary workers typically face a higher wage penalty and part-time work tends to serve 

as an additional income, temporary workers are expected to face a higher poverty risk. Table 2, 

however, does not confirm this as a general finding. Moreover, in several Eastern and Southern 

European countries the opposite holds. One explanation is that in these countries part-time jobs 

tend to be more concentrated within households compared to continental European countries 

(Horemans, 2016b). In addition, if part-time work is more widespread, for example when combining 

work and care is institutionally supported, the poverty risk of part-timers tends to be lower on 

average (OECD, 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)  

 
Full -time workers   

Part-time work ers 

 

Earnings 
poverty 

Share of 
earnings 
poor in 
poverty 

In-work 
poverty  

Earnings 
poverty 

Share of 
earnings 
poor in 
poverty 

In-work 
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: EU-SILC 

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 is that especially part-timers would be unable to support 

their family. This is what we could expect because they work less by definition. Furthermore, given 

the gendered nature of part-time employment, this illustrates the latent in-work poverty risk of 

women (Peña-Casas & Ghailani, 2011). Overall, the figures confirm that having only one labour 

income is seldom sufficient to support a family, including for a large part of those working full-time 

or with a permanent contract (Maitre et al., 2012; Marx & Nolan, 2014).  

If the share of employees in earnings poverty that actually ends up in poverty is lower for non-

standard workers compared to standard workers, it suggests that other income resources are more 

helpful for the former (Debels, 2008). The figures, however, indicate the opposite. In almost all 

countries, non-standard 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 poverty line remains smaller for standard workers. 

After this baseline analysis, we continued our research on standard and non-standard workers with a 

decomposition exercise. Results from this exercise confirm that low resources (low wages, low 

work-intensity of other household members, low skills, youngsters, singles, not in full-year 

employment, low occupation level, working part-time/temporary, not receiving benefits) and high 

needs (presence of children) are associated with an increased poverty risk (Andress & Lohmann, 

2008; Crettaz, 2013; Fraser, GutieӢrrez, & PenӉa-Casas, 2011; Lohmann, 2009). We dig deeper into 

some of these results. 

Observable differences explain at least three quarters of the difference in the poverty risk between 

temporary and permanent workers 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 partially 

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 by earnings 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 non-standard workers personal income 

replacement benefits matter considerably more than for standard workers as a way to avoid poverty. 
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Looking at part-time versus full-time workers, the part-time poverty gap is, on average, less 

strongly attributable to the difference in observable characteristics than the temporary poverty gap. 

Yet, for part-time 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 highlight that the poverty risks are nevertheless low for 

both part-time and temporary workers. For temporary workers, this is because the State to some 

extent compensates periods out of work. For part-time workers, the work-intensity at the household 

level tends to provide effective protection 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 analysis, we turned our attention to the self-employed. Comparing the 

self-employed with employees, we find in Table 4 that the poverty risk of self-employed workers 

(both those with and without employees) in Belgium is much higher than that of employees for the 

at-risk-of-poverty measure (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 be potentially be explained by the fact that the self-employed 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 
with employee(s) 

Self-employed 
without employee 

AROP 3,7 12,9 13,9 

MD  6,3 0,9 3,9 

Source: EU-SILC 

It appears that the link between at-risk-of-poverty rate and material deprivation at the country level 

is stronger among employees than among the self-employed. This is also illustrated in the two 

figures below, which correlate the at-risk-of-poverty rate and material deprivation rate for 

employees (top chart) and the self-employed (both with and 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 self-employed.  

Moreover, the share of the self-employed with employees, facing material deprivation 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 the self-employed to distinguish between proper 

belongings and company assets, 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)  

 

Source: EU-SILC 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)  

 

Note: Romania is not included as an extreme case that influenced overall correlation level. Including it gives a correlation of r=0.480. 
Source: EU-SILC 2014, own calculations. 

Summarizing the results of our analysis of the self-employed, we find that the self-employed in 

Europe generally face significantly higher income poverty risks than employees. The self-employed 

constitute a very mixed segment of the workforce and the within-group inequality is quite 

significant. One group that emerges as being particularly at-risk of poverty are own-account 

workers. Against a background of ôdisruptive trendsõ highlighted in the introduction, there has been 

increasing concern about the rise of self-employment, especially own-account work which is 

particularly at risk, as indicated above. Our research shows that these concerns are founded, to some 

extent, which warrants further attention. 

FI 

CZ 

BE 

IE 

IS 
DK 
NL 

SK 

SI 

NO 

MT 

HR 

RO 

SE 

UK 

AT 
FR 

HU 

DE 

LV 

PL 
PT 

CY 

LT 

EL 

IT 

EE 

BG 

ES 

LU 

0

5

10

15

20

25

30

35

40

0 2 4 6 8 10 12

M
D

 r
a

te
 e

m
p

lo
y
e
e
s 

At-risk of poverty rate employees 

FI 

CZ 
BE 

IE 

IS DK 

NL 

SK SI 

NO 

MT 

HR 

SE 

UK 

AT 

FR 
HU 

DE 

LV 

PL PT 

CY 

LT 

EL 

IT 
EE 

BG 

ES 

LU 
0

5

10

15

20

25

30

35

40

45

50

0 10 20 30 40 50

M
D

 r
a

te
 s

e
lf-e

m
p

lo
y
e
d 

At-risk of poverty rate self-employed 



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

BRAIN-be (Belgian Research Action through Interdisciplinary Networks) 25 

3.2 Clarifying  the policy conundrum 

3.2.1 Positioning 

The emphasis of the Michel I government has been on jobs creation (its slogan was ôJobs jobs jobs!õ), 

and the main instrument to accomplish this has been the ôtax shiftõ: a reduction in social security 

contributions for the employer and for the employee, which favours low incomes. This is similar to 

the ôwork bonusõ that already exist and also has the goal to ômake work payõ and to increase the 

incentive to work.  

In the policy trilemma (Figure 11), we explore two options: one is to increase out-of-work 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 the income. 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 government: either 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 whether 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  

 

We have evaluated the principle behind this reasoning, and the relation between in-work benefits 

and out-of-work benefits (the ôpolicy conundrumõ) in two working papers, examining a) financial 

incentives for the long-term unemployed (WP3), and b) tax-benefit forms and the anti-poverty 

marginal benefit of public funds (WP4). For both cases, data were derived from the European Union 

Statistics on Income and Living Conditions (i.e. EU-SILC) and fed into the tax-benefit micro-

simulation model EUROMOD. With EUROMOD, it is possible to calculate net incomes, given  
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gross incomes and personal and household characteristics. EUROMOD is used to obtain the 

counterfactual net income 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 different levels of hours worked, 

including zero hours). 

This approach is used to further clarify the common policy approach of ômaking work payõ. As 

indicated above, in dealing with poverty, policy-makers have argued that employment offers the best 

protection against poverty. 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) labour market participation has to 

be large enough to offset the costs. Especially for groups such as the long-term unemployed, the 

difference between out-of-work incomes and in-work compensation has to be considered. Raising 

out-of-work benefits to avoid social exclusion, 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) labour market participation as a means to tackle poverty. The ôwork bonusõ is one 

example of such measures. Other important tax-benefit reforms included increases in unemployment 

benefits (especially in 2009 and 2014), changes in social contribution reductions and social 

assistance, and a number of smaller changes in childcare benefits. Note that only households 

composed of couples or singles, with or without (non-working) children are considered in the 

analysis. The main changes in the parameters of the social contribution rebates are shown in Figure 

12. As shown in the figure, these rebates start from a basic amount that remains constant until a 

certain level of full-time equivalent (FTE) monthly earnings, after which the 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 than full-time do not 

receive a higher rebate; therefore, there is a kink at this point of the budget constraint. 
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Figure 12. Main changes in social contribution rebates  

 
Source: EUROMOD 

IPSWICH examines the effects of such measures on different groups, including long-term 

unemployed and part-time workers. In Belgium, the long-term unemployment rate is high 

(especially in comparison to other North-Western EU Member States), and many of them report 

household incomes below the at-risk-of-poverty threshold. In fact, among households with a 

member who has been unemployed for at least 12 months, the at-risk-of-poverty rate during period 

2005-2012 was around 37% according to calculations based on EU-SILC, compared to 15% in the 

whole population. The long-term unemployed are, therefore, a particularly interesting group to 

examine. 

3.2.2 Method 

In the research on financial work incentives and tax-benefit reforms, both the intensive and 

extensive margins are considered. The extensive margin captures changes in the likelihood of taking 

up work as it measures binary changes from moving from unemployment into work. The intensive 

margin refers to the intensity of work supplied by those in work (e.g. extent to which part-time 

employed increase the numbers of hours they work in response to a measure). 

Work incentives are then operationalised by the participation tax rate (PTR) and the effective 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 from unemployment to employment 

and is thus linked to the extensive margin. This is equivalent to one minus the difference between 

in- and out-of-work household net incomes in relation to the potential gross earnings of that 

household member. This is illustrated in the following equation:  
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PTR takes into account household incomes 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 impact on the intensive 

margin. 

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

and net revenues by reviewing the tax-benefit reforms adopted in period 2005-2014 on the basis of 

the poverty gap index reduction per euro of net revenue (or ôanti-poverty marginal benefit of public 

fundsõ) achieved by these reforms. The poverty gap index is defined as the mean poverty gap across 

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 calculating the ratio between them. The poverty gap index 

reduction is also calculated accounting for the labour supply reactions that reforms induced (derived 

with PTR and EMTR, as explained above). This exercise is done for households with members 

available for the labour market in 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 using the counterfactual decomposition framework of Bargain 

(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 2005. More specifically, by applying different policies to the same population, the policy 

effect is derived. By comparing the counterfactual distributions simulating and not simulating labour 

supply responses, the policy-driven behavioural effect is obtained. By applying the same policies to 

different populations (already including policy responses) other effects are obtained. 

A similar empirical strategy is used to assess financial incentives and tax-benefit reforms. In the 

study of financial incentives for the long-term unemployed, the baseline model consists of a micro-

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 in labour supply can be decomposed in 

substitution and income effects. Substitution 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 time-variant elements or their initial levels. 
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To study the effect of changes in PTRs on the likelihood of taking up work, a first difference logit 

model is used. With a logit model, we can capture the probability of transitioning from 

unemployment into employment (introduced in the model as a binary dependent variable). By taking 

first differences, we can control for unobserved time-invariant heterogeneity such as individual 

characteristics. This model is then further complemented with transition fixed effects, regional 

changes in employment rates by age and education, income changes, a dummy variable for people 

unemployed in the previous year, interaction effects, as well as region and age. To estimate EMTRs, 

a similar approach is used. The main differences between the two models are that, in this case, the 

tercile in the initial hoursõ distribution is added and that the change in the EMTRs is instrumented 

(this is done to account for potential endogeneity). 

The decomposition exercise, without including labour supply responses, reveals that policy effects 

have decreased net revenue as well as poverty. To understand which specific tax-benefit components 

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

on the household 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 analyze the effect of policies on the evolution of work incentives, two approaches are 

used. The first approach involves focusing on a selection of hypothetical household to remove 

compositional effects. The second approach consists of analyzing the evolution of the average 

incentive for different policies. 

Figure 13 illustrates the effect of policies on the evolution of work incentives for a selection of 

different households. At the top left corner, we show the evolution of PTRs by unemployment 

benefit recipient type. We see that the evolution of PTRs was similar for singles and head of 

households, while PTRs increased in 2009 for cohabitants (due to large increase in unemployment 

benefits for this category). In the top right corner, we see that PTRs have evolved somewhat 

similarly for people working for different levels of hourly wages, except in 2006. This household 

correspond to a cohabitant and thus the curves are generally driven by increases in unemployment 

benefits. The somewhat different evolutions in 2006 are due to the expansion of social 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 the introduction of the special mean-tested supplement for single-parents 

which for specific earnings levels could affect how much work paid. Lastly, in the bottom right 

corner, we see the evolution of EMTRs. The increase in social contribution reductions in 2006 had a 

small impact on EMTRs. The increase in EMTRs for people with high hourly wages in 2011 was 

caused by special social contributions based on taxable income. More specifically, the brackets for 

these contributions were not uprated during the whole period and this 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 

 
Note: we analyzed hypothetical household formed by singles and couples, with and without children, with different hourly wages, and here 
present some selected results. Full-time (FT) means working 38 hours per week, while part-time (PT) 30. Families with children have two 
children of 7 and 14 years old. The analyzed cohabitants have working partners.  
Source: EUROMODõs Hypothetical Households Tool (HHoT) 

The decomposition exercise is further complemented with regression analysis, to explore the relation 

between reform-driven changes in budget constraints and labour participation. 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 net-of-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 the long-term unemployed, the likelihood of transitioning from 

unemployment into more than a half year of employment is examined. The likelihood of making 

such a transition without specific policy measures in place stood at 9% over the period 2005-2012. 

When the initial level of work incentives is included into the model, the level of the PTRs indicates 

that a transition into employment implies that, 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 long-term 

unemployed relied on unemployment benefits, whereas 7% was dependent on social assistance, a 

combination of unemployment 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 the PTR lowers 

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 from Flanders were more likely to change 

employment status. Elderly people were less likely to do so. These results are robust across different 

estimation models. Based on these results, it is clear that potential substitution effects, driven by 

changes in the difference between the incomes obtained when working and not working, affect the 

likelihood of taking up work among the long-term unemployed. Raising out-of-work incomes (i.e. 

the unemployment benefits) would thus need to be combined with increases in in-work 

compensations. To offset these surges in expenditure, the targeting of current in-work 

compensations based on full-time equivalent earnings could be increased, or progressive tax credits 

based on actual earnings could be raised. This, however, implies that 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 analyzed. The EMTRs levels reveal that if a household member had worked 5% more 

hours in period 2005-201, 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 the long-term 

unemployed, this might leave some room to compensate increases in out-of-work transfers with 

changes in in-work transfers. 

When considering tax-benefit reforms more broadly between 2005 and 2014, the results suggest 

that these reforms reduced the poverty gap index in û0.09 for each euro of net revenue decline per 

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 mainly due 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 û0.05. At a broader level, results show the difficulty of dealing with a social trilemma: 

reducing poverty, while not discouraging work nor running large public deficits. Furthermore, 

ôother effectsõ also decreasing net revenue and are running against the pro-poor effects of policies. 

This implies that anti-poverty 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 the Michel I government and previous governments was that wage costs in 

Belgium relative to trading competitors were too high and, since the monetary route to devaluate 

the currency cannot be used, ôinternalõ devaluation should take place through the forced non-

application of wage indexation, following a study on the employment effects of this mechanism 

(Konings, Van Aarle, & Vandeweyer, 2012). The non-application is equal to a nominal wage freeze 

  



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

BRAIN-be (Belgian Research Action through Interdisciplinary Networks) 32 

 and a real wage decline. Moreover, a stronger ideological opposition and the politicization of 

collective bargaining continue to target the institutional structure of collective bargaining in 

Belgium (Van Herreweghe, Vandekerckhove, & Van Gyes, 2018; Vandekerckhove, 2018a). One 

consequence is that the ôWage Normõ, which is the upper bound for wage growth 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 countries (Van Gyes, Van Herreweghe, Smits, & 

Vandekerckhove, 2018). 

The idea from the perspective of the policy trilemma is that wages had evolved 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 back in terms 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 

concerns in the workforce and academic literature that minimum wage are not necessarily harmful 

to employment. 

Figure 14. The policy trilemma: the case of collective bargaining  

 

Working Papers 5, 6 and 7 expand on the role of collective bargaining in reducing inequalities on 

the labour market. WP 7 in particular discusses the effect of centralized wage bargaining on 

converging wage trends between sectors and simultaneous wage evolutions across the wage 

distribution. It examines whether trends such as a dualization of the workforce or job polarization, 

for example as technological progress not only increases job demand in low-paid sectors, but also 

because of a more elastic supply of workers through migration or virtual platforms, would tilt the 

labour supply curve to point X, at risk of poverty (Autor, 2015). 
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3.3.2 Method 

We use quarterly administrative wage data from the National Social Security Office for the period 

1996-2015, sourcing from a sample of 20% of all workers, and tracing these workers over time. The 

wage concept is the full-time equivalent wage, which can be compared to the low-wage threshold of 

two thirds of the median wage in the private sector. The same minimum wages apply to temporary 

agency workers, but their  workplace is not known by the social security administration, so we had to 

discard this group from the analyzes. As these workers are not only in short-term, nut also in low-

paid jobs, estimates will underreport the number of low-wage workers. 

The collectively agreed wage levels are gathered in the new Belgian minimum wage database 

(BMW-database), combining minimum wage information from the Ministry of Labour 

(minimumlonen.be and the ICL index of conventional wages) and from HR service provider Acerta. 

The database covers 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 real wages increases, and 85% are percentage wage changes. The ICL index was used to extend 

the time series backwards to the period 1996-1999, based on the wage settlements available in the 

Acerta data. 

We investigate three questions related to collective bargaining: the employment effects of minimum 

wage changes, the distributional effects of minimum wages, and converging or diverging wage 

trends related to multi-level collective bargaining. 

There is a big and inconclusive debate on the employment effects of minimum wages (Neumark, 

2017; Neumark, Salas, & Wascher, 2014; Schmitt, 2013). To add more perspective, we follow two 

strategies. The first approach is a regression of the total employment in the sector and the number 

of low-wage workers on the relative minimum wage or Kaitz index (Brown, 1999; Kaitz, 1970). This 

is the ratio of the minimum wage over the median in a sector, or the difference between the logs, and 

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 effects. Moreover, 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 on a) whether the wage change was an indexation or a real wage change on the one hand, and 

b) based on the evolution of consumer prices and the different impact on wage evolutions by sector 

on the other hand, and one technical instrument, the Arellano-Bond 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 wage, using a probit model. Because of the ambiguity 

in minimum wage effects reported in this strand of research, as mentioned above, we also estimate 

the marginal effects by sector to see if there is variation within the economy. We split up the 

analysis for the total workforce and for low-wage work only. 

The next step is to analyze the distributional effects of minimum wages. The question is up to which 

point in the distribution minimum wages have spillover effects, meaning that if minimum wages 

increase, percentiles where the minimum wage is not binding move along. For 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 Lee (1999): one is endogeneity bias as explained above for employment effects, to be solved 

by using fixed effects, the 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 level. In IPSWICH Working Paper 5, we discuss the econometric properties 

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

Finally, using the effects we have obtained, we can simulate the impact of minimum wage changes 

on the share of low-wage work in the economy by applying the effects on individual workersõ wages 

depending on their position in the wage distribution. 

In the analysis of the evolution of inequality, we use the same data to control whether sectoral wage 

growth diverges or converges, and what impact collectively agreed wage setting has on wage 

growth. For this we compare the effect of the Wage Norm, of sectoral wage floors, and of the 

margin between both ð a margin that can be used for company agreements or individual wage raises 

and should lead to more variation in wage growth. Because the growth of median wages is not the 

same as the median wage growth due to changes in the composition of the workforce, we examine 

both separately. As the median wage growth will be stronger than the collectively agreed wage 

growth because of seniority wage scales, we estimate this seniority effect for each sector, taking into 

account workerõs abilities, and subtract it from the wage changes. The models show that this is 

indeed the best approximation of collectively agreed wage changes. 

3.3.3 Results 

Figure 15 shows the rate of low-wage work, defined as full-time equivalent wages below two-thirds 

of the median, in the left panel. We see that there is some business cycle fluctuation, but the overall 

tendency ð under regular working contracts ð is downward. The right-hand panel shows inequality 

trends over time, which are ð as has been noted before with respect to employment levels and the 

rate of in-work poverty in Belgium ð very stable. Not only is the decile ratio (p10/p90) and the 

quintile ratio (p10/p80) almost constant, 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 over households 

(Corluy & Vandenbroucke, 2015, 2017). Finally, we also report the p40/p60 ratio, which are 

quantiles 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 mid-paid 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  

 
Source: National Social Security Office 

The estimation of minimum wage effects on employment levels and job flows returned some 

ambiguous results. At the sector level, there is a strong negative effect on both low-wage 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 one. This raises 

doubts on the quality of the proposed natural instruments. The preferred Arellano-Bond panel-IV 

however returns an insignificant effect of minimum wages on total employment, and a positive and 

significant elasticity of .896 on low-wage work. 

The probit regression on the job transitions between sectors or in and out of (private-sector) 

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 effect on in- and outflows is equal. 

Amongst low-wage workers only, the effects are substantially larger, and point to a net outflow out 

of the workforce when comparing year to year, but a net inflow on a quarterly basis, and net inflows 

into the sector that sets higher minimum wages at any interval. It therefore appears that minimum 

wages are attracting workers, although low-wage workers are more mobile across sectors and do 

have short employment spells of less than one year. 

Figure 16 shows the marginal effects on the job flows among low-wage 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 often occurs on just one of both axis. This implies that 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 those models 

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  

 

Source: National Social Security Office 

Figure 17. Spillover effects of minimum wages across the wage distribution: OLS (left) and IV 

estimates (right)  

 
Data: National Social Security Office 

The next question is whether minimum wages created spillovers. Figure 17 shows OLS and IV 

estimates, demonstrating that de endogeneity bias is very strong: it appears that sectors with high 

minimum wages have persistent narrow 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 negative effect 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 of collective bargaining, we look at the divergence or convergence 

of wages between sectors. In the left-hand panel of Figure 18, we see that the variance in the median 

and mean wages across sectors is stable over time, but 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 (right-hand 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) 

 

Data: National Social Security Office 

From the analyses, we conclude that wage inequalities in Belgium are stable, but wage growth 

follows the business cycle and wage levels differ between sectors. Regressions of the wage growth 

on national and sectoral agreements show that collective bargaining explain those synchronous 

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 the EU has renewed 

controversies about the impact of a more diverse workforce on labour market outcomes of both 

native and foreign workers. Among the national 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 underdevelopment in the world and demographic growth 

are potential causes for further increases in the number of migrants. Future immigration could add 

to an already relatively high stock of foreign population in Belgium: only 62.3 % of the population 

between the ages of 18 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 barriers 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, non-standard jobs (like part-time or interim work)  and sectors, as well as other 

forms of discrimination (Baert, Cockx, Gheyle, & Vandamme, 2015; Martens et al., 2005). Through 

these different channels, some groups of foreigners are more likely to be exposed to the risk of 

poverty ð even if they work. 

Nevertheless, in Belgium series of laws and regulations exist that go further than other countries in 

protecting workers against discriminating practices, such as paying exceedingly low wages based on 

personal characteristics. Watchdog institutions such as UNIA take action against discrimination and 

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

Women and Men do the same for gender inequality. There is an ongoing debate on the use of 

ômystery shoppersõ to take legal action in case of discrimination at the shop floor or in recruitment 

procedures. 

Figure 19. The pol icy trilemma: the case of ethnic pay gaps and gender pay gaps  

 

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 equal work. 

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 figure below, 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 a 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 depends on the 

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 empirical analysis is based on two large datasets spanning the period 1999-2010. The first 

dataset is the Structure of Earnings Survey (SES), which covers all firms operating in Belgium that 

employ at least 10 workers and with economic activities within sections C to K of the NACE 

nomenclature (Rev. 1). SES contains information provided by human resource departments on the 

characteristics of a firm (e.g. sector of activity, number of workers, level of collective wage 

bargaining) and its employees (e.g. age, education, gross earnings, paid hours, gender, occupation, 

etc.). SES provides no financial information and has, therefore, been merged with a firm-level survey, 

the Structure of Business Survey (SBS). This survey carries information on financial variables such 

as firm-level added value and gross operating surplus per hour.  

All variables in the combined SES-SBS are provided by the firm's management and hence more 

precise than self-reported employee or household surveys. The SES does not provide information on 

workersõ origin. This information (i.e. nationality at birth, country of birth and current nationality) 

has been taken from the National Register (NR) and merged by Statistics Belgium to the SES-SBS 

data. 

The earnings measure in the SES corresponds to total gross wages, 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 per hour 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 firm-year-observations during the 12-year period covering 1999-2010. It is representative for 

all medium-sized and large, privately controlled firms employing at least 10 employees within 

sections C to K of NACE Rev. 1, with the exception of large parts of the financial sector (NACE J) 

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 diversity than previous work. The 

standard approach is to consider two groups: those that are born within the EU (or outside of the 

EU but with a European nationality); and those of non-EU origin. This essentially boils down to 

assimilating EU citizens to Belgian workers. Figure 20 compares the wages of workers from the EU 

and those from outside of the EU. The latter earn, on average, lower wages than ònativeó Europeans 

(of which 94% are Belgians and the rest originates mostly from France, Italy, Germany and the 

Netherlands). During the 2010s, the average hourly wage gap between these two groups was around 

11%. The figure further distinguishes between male and female workers of EU and non-EU origin. 

The average hourly wage is the highest for EU men (û16.3) and lowest for non-EU women (û13.4). 

On average, EU women and non-EU men earn roughly the same (around û14.25). 
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Figure 20. Distribution of hourly wages by immigrant status and gender  

 

Source: SES-SBS 

In this context, we wanted to investigate what factors might influence the productivity and wages of 

foreigners, focusing in particular on the immediate work environment: being the only non-Belgian 

employee corresponds to a completely different reality than being employed 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 EU vs. non-EU distinction.  

To address these issues, we have developed an entirely novel approach based on the conversion of 

the qualitative information on individualsõ countries of origin into an aggregate firm-level diversity 

indicator based on UNDPõs Human Development Index. The latter is a standard harmonized 

measure of cross-country variations that is available for virtually all countries in the world. Figure 

21 shows this indicator applied to the data: the polynomial line is the 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 degree of diversity. 






















































