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Abstract

French retirees benefit from specific taxation decreases. These tax exemptions imply considerable public tax
expenditures that may be unjustifiable in terms of equity. In this article, we examine the adequacy of tax arrangements
for French retirees in the current context of public pension systems reforms. The ratio of retired individuals' income
per consumption unit to that of workers was approximately 0.89 in 2003 (0.96 including capital income). Moreover,
pensioners' incomes are, on average, 102% of the average income of the population. Inter-cohort inequalities do not
seem to justify these tax exemptions. Pensions are more equally distributed than income received from employment,
and intra-cohort inequality does not seem to be a more convincing explanation. What is the impact of differential
taxation on the inequality between retirees and workers? To answer this question, we propose several empirical
models.
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I nequalities between retirees and workers:
an empirical model to capturethe effect of taxation.

1. Introduction

The French pensioners benefit from tax deductibna.context of pension system reform,
and given the impact of the financial and economrisis on government deficits, tax
preference given to seniors raises questions. ba\ig006) ask: “Should we give tax benefits
to the elderly?”. The author explains that the gaangements granted to retirees implies
considerable public tax expenditures, without ficgttion in terms of equity. Current retirees
enjoy an average standard of living almost equitaie that of active people (EI Mekkaoui
De Freitas et al. 2008; COR, 2009). According ® Fnench statistical institute (INSEE), the
ratio of income per consumption unity between eetiand workers is about 0.89 in 2003, and
0.96 including capital income. Pensioners’ incoraesn represent in average 102% of the
average income in the population. Inter-cohort uaditjes do not seem to justify these tax
exemptions. Pensions are more equally distribdtad thcome from work (Brown and Prus,
2006), and intra-cohort inequality does not seelmeta more convincing explanation.

The justification for preferential tax treatment tne existence of an increased risk of poverty
among pensioners may also be questioned. Accoringpe INSEE, the poverty rate is
greater among active people than among retireessi@ering a poverty threshold at 60% of
the median income, the poverty rate for pensioaarsunted to 9.6% in 2006 against 9.8%
for active people. With a threshold at 50% of thedan income, the Insee estimates the
poverty rate, for men aged of 60-74, at 3.6% ag&o for 50-59 years old men. However,
according to Eurostat, the poverty rate for pe@ged over 60 years amounted to 6.9% in
2007, while it was only 6.5% among those underage of 60. Eurostat’ results show an
increasing poverty trend among retirees since 200896 among people aged of 60 and more,
against 4.8% for those under 60.

Several phenomena with opposing effects influerde® living standards of pensioners.
Young people and future retirees have or will haxperienced more setbacks during their
career (Cloarec, 2000; Colin lehlé and Mahieu, 2@¥ard et al., 2009). It is therefore more
difficult for individuals of these generations tceet all the requirements for a full pension
from the age of retirement. Moreover, differentoreis have contributed to increase the
contributory characteristics of the French pensigstem:

- Increase of the career duration,

- Increase of the legal age of retirement,

- Establishment of a discount mechanism.

These phenomena have resulted in an increasedfriglverty for future generations of

retirees (Franco et al., 2009). However, this riskist be balanced with the greater
participation of women from younger generationsthe labor market and by raising the
average skill level.

We wonder in this preliminary research about theqgadcy of tax arrangements for the
French retirees. What is the impact of differentédation on inequality between retirees and
workers?
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2. Taxation in France

The French pensioners benefit from specific targudoncerning income taxation, social
contributions, housing and property taxes. We ¢fiiemost important examples:

- Elderly people benefit first from a 10% tax reliethey are retired. The age of the
taxpayer also justifies the existence of speciatalints: for retirees over the age of
65, an allowance of 1138 euros is expected if thezadl net income is between 14,010
and 22,590 euros. This allowance can be up to 22rés if the total net income is
less than or equal to 14,010 euros. This device nasage limit for disabled
individuals.

- The taxation of a life annuity depends on the agiirst entitlement of its owner. If
the holder was under 50 on the winding, 70% ofaim®unt of the annuity is taxable.
If the beneficiary waits to be aged of 60, thenttheble portion drops to 40%.

- The exemption from property tax on buildings isnpled for retirees older than 75
years, subject to resource. Retirees aged 65 y@d’s are also eligible for a rebate of
100 euros.

- Residents who do not have free use of their housingot pay the housing tax. People
aged over 60 years can be exempted from housingténect to resource. If the 60
years old retirees live with one or more adult dt@h seeking employment, they
receive an automatic relief.

- Concerning social contributions, retirees are exethglepending on their income
level. When they are taxable, they often bendfitnflower tax rates.

According to Ferrand and Lenseigne (2010), somthede tax dispositions are not relevant
anymore in France: recent studies show that retretl active households have equivalent
standard of living (COR, 2009; Legendre, 2010). 8tler remains useful when they answer
to a precise social objective. For instance, expenslated to disability offer specific tax cuts.

3. Survey and empirical model

We use data from the European survey EU-SILC (Conitybtatistics on Income
and Living Conditions) for the time span betwee@4£@nd 2007. We use more precisely the
French data SRCV (Statistics on resources andgligonditions) included in the European
survey and conducted by the National InstitutetafiStics and Economic Studies (INSEE).
The French survey SILC (Statistics on resources lamdlg conditions) addresses issues
relating to poverty and living conditions of indivials and households. It provides
information on different taxes and social secugbsts incurred by households, as well as
social benefits.

We constitute two representative and exhaustivegkemof population:
- the retired samples includes individuals declatirey are retired,
- the sample of workers includes the active poputatemployed and unemployed
people seeking a job.

Keeping only individuals from exclusively active usehold or exclusively retired
households, we propose an indicator of inequaliieteveen active people and retirees:

Ve = Y -y, OcO[1100 1)
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where y

ct

is the average equivalent income of active peophged by percentiles ¢, and

ret

Y., the equivalent income of retirees also rangeddsgemtiles (See Figure 1). It allows us to
compare the retired population and the active daspite the different sizes of the samples.
Figure 1 Incomedistribution: equivalent incomes by per centile, 2007

4 ~
100000

90000 -

80000 |

70000 ”

60000 |

50000 -
40000 /L

30000 - /
20000 // —
10000 - —

1 21 41 61 81

=== Annual equivalentincome of retirees (euros) Annual equivalentincome of workers (euros)

Within the households, we assign to each membegqaivalent disposable income.
The OECD (Organization for Economic Cooperation Bredelopment) equivalence scale is
used: one unit of consumption is attributed to firet household adult member, then 0.5 to
the other members over the age of 14, and 0.3ikdreh under 14.

We first propose an OLS specification, using datalie time span between 2004 and 2007.
y. indicates the inequality between retirees and ersrkand is the dependant variables in the
following specification :

Y. =BX.t&  (2)

Where X includes the explanatory variables. As explaineava, the French retirees benefit

from specific tax rules. Consequently, we introdfics tax variables:
- social contributions paid by the retirees, in patage of the equivalent disposable
income,
- social contribution paid by the workers,
- income tax and housing tax paid by the retirees,
- income tax and housing tax paid by workers
- property tax paid by retirees,
- property tax paid by workers,
- solidarity tax en wealth (STW) paid by the retirees
- and STW paid by workers.

Then, we introduce also variables to control thpaot of socio-economic phenomena:

- the mean of the age in the samples (retired amgeact

2790



Economics Bulletin, 2011, Vol. 31 No. 4 pp. 2787-2798

- the mean of the age at the end of the studies

- the number of households members in average ipdteentiles
- the proportion of women in the percentiles

- the proportion of homeowners

- the proportion of foreign people

- the proportion of executives

- the proportion of farmers

- the proportion of white collars workers

- the proportion of blue collar workers

- the proportion of employees.

Given the presence of outliers in our data, thesital least squares estimator may be
distorted. To deal with this bias, we propose ddif¢ robust-to-outliers methods existing in
the literature.

First, we calculate the Cook distances to indicddéa points that are particularly worth
checking for validity. Data points with large oets and/or high leverage may distort the
outcome and accuracy of the OLS regression. Coesigu observations associated with a
Cook distance larger than 1 receive a zero weiljien we use the loss function of a Tukey
biweight.

Cook distances manage to identify isolated outlieus are inappropriate in case of clusters of
outliers. Rousseew and Van Zommeren (1990) shotwathautlier can mask the presence of
another one. Full robustnesss can be achieved tisen@alibian-Barrera and Yohai (2006)
estimator. It consists first in picking randomlyshibsets of p observations (p-subsets), with
the number of estimated parameters. Each p-subsfined such that it does not contain
outliers. The number of N subsets is generatecitarguee that at least one p-subset without
outliers is selected with high probability (SalibiBarrera and Yohai, 2006; Verardi and
Croux, 2009):

N :|: |Og(1_ I:)clean) j| (3)

logl-(1-a)]”
where a is the expected proportion of outliers, equal 18, @ is the number of estimated
parameters anéPclean is the desired probability of having at least gneubset without
outliers among the N subsets. This probabilityxedito 0.99.
We also propose a model with panel data from 2@02Q07. Given the short temporal
dimension, we prefer a random effects model. Theshi@m test confirms us that this
specification fits better our data (See table &gpendix).

Assuming that the entity’s error term is not catetl with the predictors, the empirical model
is formulated as follows:

yc,t = Xc,ta + ‘gc,t (4)

£C,t = z-C + pC,t (5)
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Wherey,,, the dependant variable, represents the differbeteeen the equivalents income
of active people and the equivalent income of eetiy crossed by percentiles,, includes
the explanatory variableg,, follows a multivariate normal distribution withraean 0. 7,
and p_, are dependant variables having standard normizibdigon.

4. Reaults

The different specifications proposed indicaterble of the income tax, social contributions,
property tax and housing tax in the constitutionnequality between workers and retirees
(See tables 1 to 4 in appendix).

Using linear regressions, robust analysis and peeggkssions, we highlight the significant
and positive impact of social security contribusopaid by active people on inequality.
Housing taxes paid by workers have also a sigmfiGnd positive impact on inequality
between workers and retirees. In other words, theelation between the perception of these
taxes and our dependent variable is positive, itdisating a trend of increasing income gap
between active people and retirees.

In contrast, we demonstrate the significant ancatieg) impact of social contributions paid by
pensioners, their housing tax and their income W&ken these taxes increase, the gap
between the disposable income of working peopleratictes tend to decrease.

These results show that the reduction of some &pdax deductions dedicated to
retirees could be cut down to reduce the gap imdistandards between the active and the
retired. While some tax reliefs concerns targetexises (personal services) with a social
objective, other do not have any economic or sqgasiifications. For example, the 10%
deduction on income tax paid to retirees as wethasl0% allocated to workers for business
expenses cannot be justified by any economic reaspecially when the retired household
has a high standard of living. Thus when the incampe of retirees increases by one
percentage point relative to disposable income géqe in living standards between workers
and pensioners seems to fall by around 0.39 euros.

However, allowing a decrease in housing tax paitvbgkers or a reduction of the income tax
among working households would reduce inequalitye Tesults of the robust estimation by
the method of Salibian and Barrera (See table &jpendix) show that an increase of one
percentage point of the property tax paid by acpeeple would imply an increase of 0.2
euros of the gap in living standards between warked retirees.

We observe a significant and positive impact on gheportion of homeowners among the
active population. Higher the proportion of homeewmamong worker is, higher the income
gap is. Retirees are more frequently homeowneallttws them to relieve their budget
constraint. On the contrary, the repayment of tlertgage or rent payments constitute a
heavy burden for active households. If the avepgportion of homeowners among workers
increases by one percentage point, the income g&ypebn workers and retirees increases in
average by 9 euros (See table 3 in appendix).

5. Concluding remarks
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Different tax rules are applied to active peopld egtired people. Yet, the level of inequality
and living standards of pensioners do not seemustify the existence of differential
treatment (Legendre, 2009). However, our empira@dlysis suggests that the increase in
social contribution on the pensioners’ incomes tredreduction of some advantages in terms
of income tax could reduce the income gap betweemttive and retired populations.
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Appendix
Table1 OLS Model explaining inequalities
Coefficient
Social contribution paid by workers 0.432
Property tax paid by workers 0.959
Housing tax paid by workers 0.066*
Income tax paid by workers 0.03
Solidarity tax on wealth (STW) paid by workers ®04
Social contribution paid by the retirees -0.389*
Property tax paid by the retirees 1.108
Housing tax paid by the retirees 0.017
Income tax paid by the retirees -0.389¢
Solidarity tax on wealth (STW) paid by the retirees 0.056
Number of consumption unities within householdsvofkers percentiles -126.61
Mean average of the workers by percentile -83.769
Mea_n of the age of workers by percentile at the ehdhe| 1, g5
studies
Proportion of homeowner within per percentile ofrkers 199.572
Proportion of foreign workers by percentile -85.68P
Proportion of women among percentiles of workers 42.899
Proportion of farmers within the percentiles of kens 4634.293%
Proportion of executives within the percentileswoirkers -2212.559
Proportion of white collar workers within the pentites of workers -4.316
Proportion of employees within the percentiles ofkers 3075.964*1
Proportion of blue collar workers within the pertilss of workers 2270.289
Number of consumption unities within householdsetirees percentiles -127.312
Mean average of the retirees by percentile 27.771
Mean of the age of retirees by percentile at theé ehthe g, 945
studies
Proportion of homeowner within per percentile dfrees -200.495
Proportion of foreign retirees by percentile -348R
Proportion of women among percentiles of retirees -1357.144
Proportion of farmers within the percentiles ofnasts -1385.968
Proportion of executives within the percentilesaifrees 2380.52
Proportion of white collar workers within the pentites of retirees -1156.945
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Proportion of employees within the percentilesaiirees 804.443
Proportion of blue collar workers within the pertilas of retirees 899.711
Intercept 2979.751
N 400
R? 0.246
F(32,367) 59.511
Legend: * : 10%, ** : 5%, *** : 1%
Table 2 Robust estimation, Tukey biweight
Coefficient
Social contribution paid by workers 0.09
Property tax paid by workers 0.018
Housing tax paid by workers 0.053*
Income tax paid by workers 0.016
Solidarity tax on wealth (STW) paid by workers 01
Social contribution paid by the retirees -0.02
Property tax paid by the retirees 0.582%
Housing tax paid by the retirees -1.542*f
Income tax paid by the retirees -0.03
Solidarity tax on wealth (STW) paid by the retirees 0.022
Number of consumption unities within householdsvofkers percentiles -16.989
Mean average of the workers by percentile -29.593*
I\Qegn of the age of workers by percentile at the ehdhe| ;5353
stuaies

Proportion of homeowner within per percentile ofrkers 1437.369**%

Proportion of foreign workers by percentile

-1879.87***
Proportion of women among percentiles of workers 285:7
Proportion of farmers within the percentiles of kens 134.88
Proportion of executives within the percentileswoirkers -2085.71***
Proportion of white collar workers within the pentites of workers 887.31
Proportion of employees within the percentiles ofkers 1400.054
Proportion of blue collar workers within the pertilxs of workers 616.72
Number of consumption unities within householdsetirees percentiles 57.37
Mean average of the retirees by percentile -22.6%8
Mean of the age of retirees by percentile at thé ehthe ;- /5
studies
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Proportion of homeowner within per percentile dfrees -303.759
Proportion of foreign retirees by percentile 243.69
Proportion of women among percentiles of retirees -276.628
Proportion of farmers within the percentiles ofnasts -1407.41***
Proportion of executives within the percentileseifrees -1983.31**+
Proportion of white collar workers within the pentites of retirees -436.278
Proportion of employees within the percentilesaiirees 482.848
Proportion of blue collar workers within the pertilas of retirees 681.148
Intercept 3658.153*
N 396
R2 0.851
F(32,367) 64.78
Legend: *: 10%, ** : 5%, *** : 1%
Tableau 3 Robust regression: Salibian & Barrera
Coefficient
Social contribution paid by workers 0.196**t
Property tax paid by workers -0.506
Housing tax paid by workers 0.055**
Income tax paid by workers 0.13***
Solidarity tax on wealth (STW) paid by workers ®B11
Social contribution paid by the retirees -0.186*t*
Property tax paid by the retirees 0.276
Housing tax paid by the retirees -1.088f
Income tax paid by the retirees -0.159*r*
Solidarity tax on wealth (STW) paid by the retirees 0.027
Number of consumption unities within householdsvofkers percentiles 10.081
Mean average of the workers by percentile -2.684
Mea_n of the age of workers by percentile at the ehdhe| , 5,
studies
Proportion of homeowner within per percentile ofrkars 901.40Q7***
Proportion of foreign workers by percentile -17%64
Proportion of women among percentiles of workers 9.0&9
Proportion of farmers within the percentiles of kens -796.103
Proportion of executives within the percentileswoirkers -2339.7***
Proportion of white collar workers within the pentiges of workers 574.822
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Proportion of employees within the percentiles ofkers 1212.276
Proportion of blue collar workers within the pertilss of workers 1132.483
Number of consumption unities within householdsetirees percentiles 57.456
Mean average of the retirees by percentile -16.91
Mean of the age of retirees by percentile at thé ehthel ;- 439
studies
Proportion of homeowner within per percentile dfrees -272.979
Proportion of foreign retirees by percentile 22@.48
Proportion of women among percentiles of retirees -588.5*
Proportion of farmers within the percentiles ofnests -1346.7**
Proportion of executives within the percentilesaifrees -2031.8***
Proportion of white collar workers within the pentikes of retirees -97.263
Proportion of employees within the percentilesatfrees 491.064
Proportion of blue collar workers within the pertilas of retirees 163.218
Intercept 2152.824
N 400
Legend: * : 10%, ** : 5%, *** : 1%
Table 4 Model with panel data
Coefficient
Social contribution paid by workers 0.432**F
Property tax paid by workers 0.959
Housing tax paid by workers 0.066
Income tax paid by workers 0.003
Solidarity tax on wealth (STW) paid by workers ®04
Social contribution paid by the retirees -0.389%**
Property tax paid by the retirees 1.108
Housing tax paid by the retirees 0.017
Income tax paid by the retirees -0.389*}*
Solidarity tax on wealth (STW) paid by the retirees 0.056
Number of consumption unities within householdsvofkers percentiles -126.616
Mean average of the workers by percentile -83.769
Mea_n of the age of workers by percentile at the ehdhe| ,1; g5
studies
Proportion of homeowner within per percentile ofrkers 199.572
Proportion of foreign workers by percentile -85.682
Proportion of women among percentiles of workers 42.899
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Proportion of farmers within the percentiles of iens 4634.293
Proportion of executives within the percentilesvofrkers -2212.559

Proportion of white collar workers within the pentites of workers -4.316
Proportion of employees within the percentiles ofkers 3075.96*
Proportion of blue collar workers within the pertikss of workers 2270.289
Number of consumption unities within householdsedirees percentiles -127.31p

Mean average of the retirees by percentile 27.771
Mean of the age of retirees by percentile at thé ehthe g, 945
studies

Proportion of homeowner within per percentile dfrees -200.485

Proportion of foreign retirees by percentile -374838

Proportion of women among percentiles of retirees -1357.144
Proportion of farmers within the percentiles ofnests -1385.964
Proportion of executives within the percentilesaifrees 2380.591
Proportion of white collar workers within the pentites of retirees -1156.945

Proportion of employees within the percentilesatirees 804.443
Proportion of blue collar workers within the pertilers of retirees 899.711
Intercept 2979.751

N 400
Chi2(32) 119.782
Legend: *: 10%, ** : 5%, ***: 1%

Table5 Tests
Hausman Chi2(32)=13.36
test | Prob>Chi2=0.94
Breusch| Chi2(1)=36.12
Pagan testProb>Chi2=0.0(

2798



