HOBalIUK M KOHTPOJS 3()(PEKTUBHOCTH UX peanu3anuu. YenoBeK SBISETCS WCTOYHH-
KOM MHHOBALIMOHHBIX HJIeH, HOCUTEJIEM 3HAHHH, MO3BOJISIOMINX 00ecneunTs Gpupme u
rocyJapCTBy TaKHME KOHKYPEHTHbIE NMPEUMYLIECTBA, KOTOPHIE CIIOCOOHBI MO CTENEHU
3¢ (HEKTUBHOCTH MPEB30MTU MaTepUaIbHbIe (PAKTOPHI.
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ASSESSMENT OF IN-WORK POVERTY IN LITHUANIA

A. Gataulinas
PhD, Jlumoeckuii yenmp coyuanvuwix ucciedosanuil, 2. Bunvnroc, Jlumea

Studies of in-work poverty represent a rather new field of economic research. After
the World War II, reduction of unemployment rates has been long believed to be an
effective measure to fight poverty. Having a job was identified with being out of poverty.
Despite this, insights about poor living conditions and exploitation of people in work have
been presented, mainly by thinkers and scientists representing left-wing political ideas,
since the very genesis of capitalism. Current studies of in-work poverty are mainly
promoted by the European Commission and problems of in-work poverty are not related
to the representation of one or another political ideology. The EU has an established
methodology for assessing in-work poverty. Individuals are defined as the working poor if
they declare to have been in paid employment as their main activity lasting for at least six
months in the previous year and are living in households where the equivalised disposable
income is below 60 per cent of the national median. In 2012, the at-risk-of poverty
threshold in Lithuania was LTL 8,954 (or LTL 746 per month) per capita. The at-risk-of
poverty threshold per household consisting of two adults and two dependent children was
LTL 18,869 in 2012.

In-work poverty has been analysed by such authors as Palacios, R.G. (2009),
Marx, I. et al. (2011), Hellier, J. (2010), Frazer, H. and Marlier, E. (2010), Bradshaw,
J. et al. (2010), Spannagel, D. (2013), Cooke, G. and Lawton, K. (2008), Garcia-
Espejo, 1. and Ibanez, 1. (2006).

In Lithuania, the in-work at-risk-of poverty rate (6.5%) for 2012 was not high in
the EU’s context, representing the rate below the EU-28 average (6.9%). However, a
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further analysis of in-work at-risk-of poverty from a time perspective shows
significant fluctuations in this indicator: having reached the highest rate in 2010
(11.1%), the in-work at-risk-of poverty rate sharply decreased in 2011 and 2012.

The growth of the in-work poverty rate in 2010 can be explained by the global
financial crisis which caused an increase in the unemployment rate, wage reductions
and stagnation. 2010 was the year when Lithuania faced the highest unemployment
rate (19.5%) and the lowest net wage (LTL 1,988). This resulted in the increased num-
ber of households with more dependents and households with low-paid employed per-
sons. The reduction of the in-work poverty rate in 2011 and 2012 was related to the
stabilisation of the economy, accompanied by decreasing unemployment rates and
growing real wages in Lithuania. In addition, relatively high benefits for fami-
lies/children (as compared to other benefits) determined the Lithuanian in-work at-
risk-of poverty rate to stand below the EU average in 2012.

In addition to the aforementioned general trends, in-work poverty can be further
broken down based on age, number of dependent children, work intensity, and educa-
tion. In Lithuania, the highest at-risk-of-poverty rate is in the age group 25-54. This is
related to the biggest number of dependent children in this age group and, accordingly,
lower income per household member. The analysis of the in-work at-risk-of-poverty
rate broken down by age confirms that persons with dependent children are more at
risk of poverty.
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Fig. 1. In-work poverty in Lithuania and the EU-28, 2009-2012

Source: Eurostat

A breakdown of the in-work poverty rate based on work intensity (the total
number of months spent in employment during a year relative to the maximum number
of months the household members could have spent in employment) demonstrates that
persons with the lowest work intensity are at the highest risk of living in poverty.
Longer periods of unemployment as compared to periods in work lead to lower
monthly income per household member.

Likewise, there is a relation between poverty levels and education. Persons with
higher levels of education are less at risk of poverty than lower educated persons. This
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could be explained by wage polarisation. Wage level for higher educated persons is
higher on average as compared to those with lower education levels. Persons with
primary education attainment are at the highest risk of poverty and those with higher
education attainment appear to be the least exposed to poverty.

In Lithuania, persons employed under temporary contracts are at lower risk of
poverty than those working under permanent employment contracts. In this respect
Lithuania differs greatly from the average in other Member States where persons em-
ployed under temporary contracts are considerably more at risk of poverty than those
employed under permanent contracts. This difference could be explained by differ-
ences in wage levels. In Lithuania, persons employed under temporary contracts are
paid more on average than those working under permanent contracts.

Persons in part-time employment are at higher risk of poverty in Lithuania com-
pared to those in full-time employment. This trend is consistent with a median trend in
the EU. However, there is a greater gap between full-time and part-time employees in
Lithuania in comparison with the EU average. Persons employed on a part-time basis
earn less on average than those in full-time employment.

In general, in-work poverty constitutes a part of overall poverty. In EU countries
with higher total levels of poverty in-work poverty also tends to be higher. The same
applies to Lithuania: in-work poverty levels were higher during periods with higher
overall poverty. Measures reducing the overall poverty level also reduce the in-work
poverty rate. There is a relationship between poverty and income inequality.

Guaranteed minimum income schemes seem to be generous in Lithuania in
comparison with equivalised disposable income or in relative terms. However, they are
not very high in absolute terms. The absolute guaranteed minimum income schemes
do not ensure minimum private consumption. It should be noted in this context that
social protection expenditure of this type may considerably reduce the relative in-work
poverty level if it is targeted at households with dependant children. Experience of
other Member States shows that EU countries with more generous minimum income
schemes for households with dependent children have lower in-work poverty levels.

As it was mentioned above, the in-work at-risk-of poverty rate in Lithuania is
below the EU average and the overall in-work poverty situation should be seen as
positive. However, the analysis suggests that fluctuations of in-work poverty levels are
very sensitive to economic cycles. Implementation of the below-listed additional
measures could reduce in-work poverty rates even more and situate Lithuania in the
group of EU countries with the lowest in-work poverty rates. Recommendations in the
area of social protection expenditure and taxes are mainly related to the number of
children and low wages.

Amendment of the size and procedure of payment of benefits for children.
Benefits related to dependent children should be granted on a universal principle rather
than means tested as currently is the case in Lithuania. It means a return to the
principle of universal payment of benefits for children applied until 2009. Experience
of countries paying high benefits for children, such as Ireland and Finland, shows that
in-work poverty levels in these countries are very low in the EU’s context. Giving due
consideration to the Irish experience, a per-child benefit should amount to 0.8% of the
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present base social benefit per month. Currently, this benefit (granted after income
check) is from 0.4 to 0.75 of base social benefit per child in Lithuania (Law on
Benefits for Children of the Republic of Lithuania). Amendment of the size of benefits
for children and restoration of the universal payment thereof would require additional
LTL 780 millionin accordance with the 2008 number of recipients of this benefit
(Lithuanian Department of Statistics). It means that expenditure for social protection
should be raised by 5.4%, whereas the total expenditure for child benefits should be
increased by almost 10 times in 2013.

Increase of a tax-exempt amount of income in relation to the number of children
from LTL 200 to LTL 400.

There are positive developments in this direction in Lithuania. In 2014, an addi-
tional tax-exempt amount of income was increased from LTL 100 to LTL 200 for the
first child. However, this increase of the additional tax-exempt amount of income is
not sufficient, because LTL 200 per child actually means that an adult person with one
child saves LTL 30 in income tax which is less than the currently existing benefit after
income check. If the additional tax-exempt amount of income were increased up to
LTL 400 per child, a person raising a child would save LTL 60 in income tax. Lower
taxes would better motivate parents to enter employment and increase average
monthly income of a household. In turn, higher average income of households with
children means lower in-work poverty levels. However, these amendments in the size
of the additional tax-exempt amount of income would reduce the amount of income
tax collected by the state by approximately LTL 8.199 million per month or by LTL
98.382 million per year. This accounts for 0.68% of financial resources allocated for
social protection in 2013.

Increase of a wage-related tax-exempt amount of income from LTL 570 to LTL
800 on the basis of average wage of family members instead of single person’s wage.
In 2014, a tax-exempt amount of income was increased from LTL 470 (for persons
earning LTL 800 or less) to LTL 570 (for persons earning LTL 1,000 or less).
However, such increase of the tax-exempt amount of income is not sufficient, because
LTL 570 means that a person saves LTL 85.5 in income tax per month. This amount is
insufficient to increase tangibly employees’ income (in low-paying jobs). If the tax-
exempt amount of income were increased up to LTL 800 per month, persons earning
minimum wages would save LTL 120 in income tax per month. On the other hand, this
increase of the tax-exempt amount of income for low-wage earners would reduce state’s
revenues by LTL 30,370 million per month or by LTL 364,438 million per year. This
amount equals 2.52% of financial resources allocated for social protection in 2013.

Increase of minimum wage in relation to the average wage in the country and
satisfaction of the minimum needs. Meeting the minimum needs should beassessed
using the minimum consumption basket approach, whereas the upper limit of
minimum wage should account for a certain percentage of the average wage in the
country. This would increase income of the poorest society members and reduce in-
work poverty rates. Idea of linking minimum wage to the average wage is proposed in
UK by Labour party.
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Promoting education consistent with technological developments. Organization
of proper education should reduce the number of non-demanded workforce and in-
crease the number of employees meeting the market needs. Rapid technological eco-
nomic developments doom excessive employees to live in poverty and increase the
demand, and pay, for those having skills that meet the labour market needs. As a re-
sult, this increases income inequality and raises both total poverty and in-work poverty
rates. Effectiveness of the existing education system must be improved. Positive
changes have been initiated in this area by the Ministry of Education and Science of
the Republic of Lithuania.

Offsetting reduced budget revenues: control of the shadow economy and prop-
erty taxes. Reducing taxes on labour mayresult in a budget revenue decrease. It is
therefore reasonable to consider the following funding sources for social protection:
higher corporate profit tax and property/financial transaction tax. Taxes could be fo-
cused on two axes:

1. EU-28 average;

2. Average of EU’s former command economies.

Assuming that extent of shadow economy will remain the same and focusing the
tax rates according to the average of EU-28 it would be possible to generate additional
revenues that are equal up to LTL 1.96 billion per year (13,77 % of financial resources
allocated for social protection in 2013). Focusing the tax rates according to the average
of EU’s former command economies it would be possible to generate state’s income
that are equal to LTL 758,936 million (5,33 % of financial resources allocated for
social protection in 2013).

The shadow economy in Lithuania accounts for quite a high percentage relative
to GDP (28%), being almost twice as high as the EU-27 average (14.3%)
(Employment and Social Developments in Europe 2013). If Lithuania managed the
black economy and achieved the EU average, the national budget would be increased
by approximately LTL 3billion in addition which is even by 21,23 % above total ex-
penditure for social protection in 2012.
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HE3ABUCHUMbII ®PTHAHCOBBII KOHTPO.JIb KAK JEMOKPATUYECKHI
UHCTPYMEHT TOTAJIBHOI'O MOHUTOPUHT A 3A JEATEJIbHOCTBIO
HAIIMOHAJIBHBIX SKOHOMMK B YCJIOBUSIX I'N'TOBAJIN3ALIMU

A.Ill. T'm3siToBa
KaHo. 9KOH. HayK, 0oy., Punarncoswlli yHusepcumem npu lIpasumenvcmee
Poccuiickou ®edepayuu, 2. Mockea, Poccus

[Tpouecchl 1 (pakThl FIKOHOMUYECKOW U TOTUTHYECKOM KU3HU HE BCEr/a MOHSIT-
HBI JI0 KOHIIA B CWJTYy OTCYTCTBHSI TIOJIHOTHI MH(OpMaLUK ¥ 3HAHUS peabHbIX MO0y Iu-
TEJIbHBIX MOTUBOB. J[€SITEIBHOCTh HEKOTOPBIX HOBBIX MHCTHUTYTOB YKOHOMHUKH, B 4a-
CTHOCTU KOHTPOJIbHO-PEBU3UOHHBIX, U B YACTHOCTU ayJUTa, BbI3bIBAIOT MHOT/IA HEMO-
HUMaHUE B OM3HEC-Cpelie ¢ TOYKHU 3PEHUS HEOOXOIMMOCTH MPUMEHECHUS W MPAKTUKU
NPWIOXKEHUSI, TOTEHI[MAIBHBIX BO3MOKHOCTEH. [IbITasick OTCTpaHUTHCS OT HaBsI3aH-
HBIX JIO3YHI'OB U JIOTM, B CTaTh€ M3JI0’KEHA aBTOpCcKas mo3uius. Ha coBpemeHHOM 3Ta-
1€ pa3BUTHS POCCUNCKON SKOHOMHKH, U HE TOJIBKO POCCUKUCKOM, BAXKHO BBIIBUTH MH-
CTUTYIIMOHAIBHBIE OCHOBBI, 00ECIIEUNBAIOIINE YKOHOMUYECKOE Pa3BUTHE HAIMOHAIb-
HOW SKOHOMUKH, TaK KaK KpPOME TPAIUIIMOHHBIX (PAKTOPOB, BO3ACHCTBYIOIMINUX HA CO-
BOKYITHBIN CIIPOC U COBOKYMHOE MPEIJI0KEHNE, OHU CITIOCOOHBI CO3/1aBaTh MO3UTHUBHbIE
OKUJIAaHUSI XO3SUCTBYIOMINX CyOBEKTOB M CTUMYJIMPOBATh MX WHBECTUIIMOHHYIO aK-
TUBHOCTh. AYJAUTOPCKUE KOMITAHUH, paOOTAIOIIHNE TIO0 ONPECIICHHBIM MMOJIUTUYECKUM,
COITMATIBHBIM, IOPUIUYECKUM M HKOHOMUYECKHM IpaBUJiaM, BBICTYIAIOT areHTamu,
KOCBEHHO (DOPMUPYIOIIMMU WHBECTUIIMOHHYIO MPHUBJICKATEIIBHOCTh CYOBEKTOB Ha-
[IUOHATBHON YKOHOMUKH KaKOW-THOO CTPaHBI.

Ha cerogusiiHuii MOMEHT MHUPOMOPSIAOK YCTPOCH TaKUM O00pa3oM, UTO JICHEK-
Hasl TIOJIMTUKA CTPOUTCS BOKPYT OCHOBHOT'O JOJUIAPOBOTO MCTOYHMKA — (helepaibHOM
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