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Summary  

Chapter 1 investigates the relationship between young people's happiness, self-

perception and social interactions within the neighbourhood where they live. Using 

Understanding Society, we investigate how income neighbourhood deprivation 

impacts on youth happiness and social interactions. Using only children in social 

housing allows to limit the problems related to the endogeneity of the neighbourhood 

selection choice. The empirical findings allow us to refuse the relative deprivation 

hypothesis which suggests that there is not a significantly negative association between 

neighbourhood income and children happiness, self-perception and social interactions. 

In chapter 2, using the Program for the International Assessment of Adult 

Competencies (PIAAC) database, we investigate to what degree the association 

between parental background  and sons’ earnings is mediated by various dimensions 

of sons’ human capital. We find that the intergenerational transmission process is 

wholly mediated by sons’ formal education only in the US. By contrast, a significant 

residual association remains even after we control for all four dimensions of sons’ 

human capital in Italy, Spain and Poland (for both parental background proxies) as well 

as France and the UK (just for parental education).  

In chapter 3 we investigate which are the effects of introducing a Universal 

Independence Income (UII) on inequality, poverty and the incentives to work.  We 

compare our new benefit with various design of Universal Basic Income (UBI). The 

empirical analysis shows that in terms of inequality, measured in this work with the 

Gini coefficient, UII scenarios performs better than the baseline and much better than 

any UBI scenario, the UII shows a larger redistributive power and participation tax 

rates are much higher under UII and lower under UBI compared to the baseline, 
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proving the UII to be the best measure to discourage work and to move the society out 

of the work ethic. 
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General introduction  

In the first chapter we investigate which is the role of the neighbourhood where people 

grow up on their happiness, self-perception and behaviours with both parents and peers. 

We challenge the relative deprivation hypothesis according to which poor people living 

in richer neighbourhood are less satisfied because they tend to feel poorer than when 

they are surrounded by people from the same social class. Supporting this hypothesis 

would lead to recommend the creation of very clustered neighbourhoods resulting, in 

the end, in ghettos. In this chapter we exploit the very peculiar case of the UK, in which 

social houses are spread quite homogenously across neighbourhoods. Indeed, even if 

from the 1970s the dispersion of social houses has been undermined by several policies, 

the social housing system has favoured multiculturalism and diversity. Only in recent 

years, because of the decay of this beautiful concrete utopia, the difference between the 

British multicultural one and the French system of assimilation has started fading away. 

We are convinced that only inclusion can prevent social resentment, which is in turn a 

breeding ground for populist propaganda. It seems indeed that both models have in the 

end failed and that the outcome is becoming more and more segregation (and self-

segregation). However, the British approach has been for many years successful and 

only the neo-liberal deviation started in the 70s has failed. The results we get in the 

first chapter allow us to soundly reject the relative deprivation hypothesis. Living in 

social housing within richer neighbourhoods does not negatively affect neither 

teenagers’ general life perceptions nor their interactions with their mothers, brothers 

and sisters. And it actually makes them less, not more, likely to feel unappreciated and 

bullied by their peers. 

In the second chapter we move our attention to the role that parental background 

has on children earnings under a cross-country perspective. We try to consider how and 
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if individuals, from eight OECD countries, with same overall educational and skills 

levels, are differently affected by their parental background. We try to investigate if 

more affluent parents have only an indirect effect on their children earnings, through 

providing them with better education, or they also have a direct effect into the labour 

market. The fact that better off parents can allow their children to have better education 

and thus higher salaries It is not very much acceptable. However, it is even less 

acceptable if parents not only help their children to receive a better education but also 

directly help them into the labour market. We thus want to investigate, under the 

equality of opportunities approach, which mechanisms underlies the transmission of 

privileges across generations and across countries. We find that the intergenerational 

transmission process is wholly mediated by sons’ formal education only in the US, 

Germany and Norway. By contrast, a significant residual association remains even after 

we control for all four dimensions of sons’ human capital in Italy, Spain and Poland as 

well as France and the UK.  

After the first two chapters which describe different levels at which inequalities 

arise, we want to conclude with an attempt to tackle inequality and to tackle, most 

specifically, what we consider the cultural and ethical origin of inequality: paid work. 

We believe that a globalised world, structured around the asymmetry between an 

increasingly small number of employers and an increasing, almost unlimited, supply 

of always available employees, leads to increasing pervasive inequalities. Under our 

perspective, in the post-industrialised economies of all major developed countries, paid 

work cannot be seen anymore as an instrument of self-determination (Marx, 1844) but 

becomes the main generator of exploitation and poverty. For this reason, we try to 

develop a benefit with attached strong disincentives to paid work that should provide 

people with an exit strategy and higher bargaining power. Indeed, in a globalised 
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capitalist economy, competition among workers tend to constantly reduce their 

bargaining power and transform at birth each individual in just a worker.  

In the first part of the third chapter we first discuss the theoretical ground on 

which our reform has its roots starting from a critical analysis of what work means and 

how its meaning has changed over time. We then present the main typologies of income 

benefits that are normally in use or discussed and we conclude with the explanation of 

the Universal Independence Income (UII) benefit we want to introduce. In brief the 

ideal version of UII works as follow: every person after end of the high school becomes 

entitled to receive a sum of money G (around the median income, Universal 

Independence Income). She keeps receiving G for the entire life-span until she does 

not decide to enter the labour market and to work. As soon as she works, the does not 

receive the benefit anymore and she starts to pay taxes according to the following 

structure: no tax area up to a gross labour income equal to G, continuous increasing 

marginal tax rates above G. In the second part we simulate the introduction of our 

preferred version of UII,  two variations of UII and five forms of Universal Basic 

Income (UBI) to be compared with the tax and benefit system currently in place in the 

UK. Our main findings suggests that UII has a positive effect on inequality an almost 

null effect on poverty and strong positive effects on work disincentives. Only if we pre-

set the value of UII and UBI equal (but with different no-tax area thresholds) UBI 

outperforms UII in terms of inequality and poverty reduction. However, UII is always 

better than UBI in terms of work disencentives.  

What we propose here does not want to be, necessarily, a practical and ready 

implementable reform but, at least, the first utopian seed that might underline how a 

work-aholic society is not, first of all, desirable and, actually, not inevitable. The 

working society is just one of the many possible societies. It is the product of a certain 



11 
 

ideology, it is beneficial for certain groups of people and may have the destructive 

potential to indefinitely widen inequalities.  

With the support of increased computational power provided by computers and 

the growing availability of highly refined datasets, economic thought has been 

increasingly turning to empirical analysis, loosing perhaps interest to integrate and test 

theoretical models.  

In their, quite ironically, very empirical 2017 paper, Angrist et al. show that the 

empirical revolution has not been the consequence of empirical-dominated fields 

overhauling theoretical driven ones, but, conversely, the effect of theoretical fields 

becoming less and less theoretical.  

As a consequence of this process, distance between sociology and economics 

has been paradoxically widening and disciplinary chauvinism has increased. We said 

paradoxically because the commonality of their roots entails a strong bond between the 

two disciplines (think of Pareto, who was a great economist, or of Talcott Parsons and 

Max Weber who, like many others, began their careers as economists). 

Back in 2006 Anthony Giddens invited sociologists to recover the space they 

deserve in interpreting the great changes of our age, a space that in recent years has 

been stolen from various disciplines, economics in primis.  

In this thesis, we try to contribute to the ridge between economics and 

sociology.  Maintaining a precarious balance not to fall from it, we try to investigate 

different aspects of the increasing socio-economic inequality that characterises our 

society.  

The prevalent economic thought tries to eternize the capitalist mode of 

production, considering it not as an economic system among the many in history but 

as the only natural, immutable and rational way of producing wealth. 
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Any attempt to question existing reality, far from being an idle daydream, 

appears as the only way to get out of the cage of the present and open a perspective 

towards the future. What is labelled as utopia may not be a dream that will never happen 

but something whose production is currently prevented by strict social rules that it is 

time to challenge. 

The technological-capitalist organization of the society is considered as a meta-

historical datum which cannot be questioned and which seems to become the postulate 

for the majority of the research in economics. It is precisely this assumption which, 

believing to objectively reflect reality, distorts reality. Indeed, this assumption, 

conditioned by the concrete interest of defending the status quo, proves to be itself fully 

ideological. 

It is therefore curious that this stream of thought tries to attach the word 

ideology on any alternative intellectual production that does not accept its 

presuppositions in order to diminish its conceptual rigour and scientific value. This 

thesis is ideological since we are aware that any possible work is, by nature, 

ideological.  

We are convinced1 that the lack of relativism, utopia and ambition has proved 

to be detrimental to change the status quo and supportive to the corrosive form of 

capitalism that has prevailed. We thus reject the (ideological) framework which 

believes that scientific work can be non-ideological for two reasons: first of all because 

social sciences, and economics can only fall in this category, have too many 

interactions with unpredictable human behaviours and, second, because even in natural 

 
1 Along the thesis we will frequently stress our ideological framework and cultural approach. Therefore 

the words “we are convinced”, “we believe” and other similar formulation will frequently appear. 

However since this cultural structure is the product of many different (mainly real life experiences or in 

other cases a mixture of different references among which it is impossible to find the prevailing one) 

sources it will be frequently impossible to provide punctual references.  
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sciences, when research is conducted by a human, it is inevitable that emotions and 

passions enter her analysis.  

The ideology that permeates this work, and especially the third chapter, is based 

on one single very generic pillar: individuals should be free until their freedom do not 

harm the freedom of another individual. To best describe our approach, we align 

ourselves with both Kant (1785):  

Act only according to that maxim whereby you can, at the same time, will that it 

should become a universal law. (p. 421) 

And Rawls (1999): 

• each person has an equal right to the most extensive fundamental freedom, 

compatibly with such freedom for others; 

• economic and social inequalities are admissible only if they are for the 

benefit of the least advantaged. (p. 118) 
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Chapter 1 
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1 Introduction 

The main contribution of this work is twofold, first, considering only children 

exogenously allocated to neighbourhoods we are able to investigate an almost pure 

neighbourhood effect. Second, using jointly the Index of Multiple Deprivation 2015 as 

measure of neighbourhood deprivation, and the Children Sample of the Understanding 

Society Survey, this work is the first to investigate how social comparison affect 

children psychological wellbeing in England. 

Early adolescence is characterized by many challenges, in all corners of the 

world. Personal aspirations, choices and even uncertainties have at some point to be 

confronted with external constraints. These constraints delimit the boundaries within 

which young people’s choices have to be taken. The options available depend, on the 

one hand, on very specific factors concerning the individual characteristics (both innate 

characteristics and those resulting from decisions taken by the individual and/or the 

family of origin), on the other hand, on the broad context within which each young 

person lives. This context varies significantly by country, region, city, but even by the 

place where people grow up. People whose children interact with on a daily basis shape 

their way of viewing the world, design their ideals, contribute to their building of their 

own space. The economic and institutional context affect the availability of 

employment opportunities (and their features), as well as educational and training 

opportunities open to young people in the early phase of their life.  

In England, as elsewhere in Europe, partially as a result of the recent economic 

crisis, inequalities have increased between countries but also across regions within the 

countries, residential polarisation is very high (Piketty, 2014) and, as a result, children 

who are born in more disadvantaged areas face a sense of inevitability about their 

future. The place where you are born risks to become an heavy and perduring legacy.  
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On the one hand, a long standing literature has underlined how important is the 

psychological wellbeing during childhood and early adolescence (Piaget, 1966). 

Indeed, children wellbeing is an important determinant of future success in life and 

spread its effects on a plurality of domains.  

On the other hand, it has been often assumed that social comparison plays a big 

role on people's life satisfaction (Tajfel, 1982). In fact, individuals tend to compare 

themselves relative to their own past, another person, other people, another group they 

belong to, different ideals or some other social categories. If the comparison proves to 

be negative, then, the individual experience relative deprivation (Marx, 1933; de 

Tocqueville, 1955; Runciman, 1966). In recent years, indeed, there has been a growing 

interest to empirically test the relative deprivation hypothesis, i.e. the hypothesis 

according to which people are negatively influenced by a position of relative inferiority 

when comparing themselves with a reference group. However, within the current 

literature, the results are still mixed. For example, while Knies et al. (2008), on a sample 

of German adults, do not find any evidence of relative deprivation and, if anything, 

find a positive associations between neighbourhood income and happiness, 

Nieuwenhuis et al. (2016) find that for Dutch adolescents, moving to a more affluent 

neighborhood is related to increased levels of depression, social phobia, aggression, 

and conflict with fathers and mothers even if they cannot claim that is due precisely to 

relative deprivation. 

In our work, trying to put together the importance of child psychological 

wellbeing and the role of social comparison within the neighbourhood, we follow quite 

closely Nieuwenhuis et al. (2016). In fact, we test the effect of the neighbourhood on 

children aged 13 to 15 on three different sets of outcomes, namely happiness and self-

perception, social interactions with their parents and social interactions with their peers. 
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However, differently from Nieuwenhuis et al. (2016), we are able to limit the problems 

related to residential selection which might create endogeneity biases. In fact people 

usually choose where they live, confounding the role of the neighbourhood with 

endogenous family characteristics. In this work, we use a sample of English children, 

aged 13 to 15 between 2010 and 2016, who live in the same social house since at least 

five years. Social housing in England provides a good residential quasi-randomisation. 

Indeed, as we explain in section 3, social houses are allocated quasi-randomly, 

spreading beneficiaries in different neighbourhoods within each local authority. In this 

way we are able to limit issues related to the fact that people tend to select where they 

live. By selecting only children who have been living in the same place since at least 

five years we also limit interpretational issues related to adaptation to events. Indeed, 

changing place of residence for a young teenager may be extremely relevant and how 

she react to this change may confound our results.  

We are aware that in this paper, we are able to test only a limited effect of the 

neighbourhood. In our results we do not find any evidence of relative deprivation. 

Children living in social housing in a better neighbourhood are not negatively affected 

with respect to their happiness, self-esteem and relationship with their parents, while 

they are positively affected about their integration with their peers. We will try to 

provide an explanation for these results and to see which channels can underlie. 

The work is organized as follows. Section 2 presents a review of the literature 

focusing on the role of the neighbourhood on individuals' life. Section 3 briefly 

summarize the institutional background, focusing on the evolution of social housing 

allocation procedures. Sections 4 and 5 present the data and the methodology used 

while sections 6 and 7 discuss some descriptive statistics and our empirical findings. 

Section 8 concludes.  
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2 Literature review 

In this paper we test the role of social comparison within the neighbourhood, examining 

whether growing up in a more or less deprived neighbourhood has any effect on the 

happiness of children from low-income families. In order to account, at least partially, 

for the problems related to the fact that usually people select the neighbourhood where 

they live, we consider only children living in social housing and who have lived in the 

same place for, at least, the last five years. Thus, in this section, we are going to 

introduce our interpretation about the role of the neighbourhood, with a special focus 

on the role of social comparison and of the relative deprivation hypothesis. 

2.1 Channels through which the neighbourhood operates and the 

relative deprivation hypothesis 

Presenting a comprehensive model of neighbourhood influence is always a challenge, 

both from a linguistic point of view and from a methodological one. In his seminal 

papers, Manski (1993, 2000) distinguishes between three types of social interaction: 

endogenous, where a person's behaviour varies according to the prevalent behaviour 

within his group, contextual (or exogenous), where a person's behaviour varies with 

the distribution of background characteristics of his group, and, finally, correlated 

wherein individuals in the same group tend to behave in as similar way because they 

face the same external environment. However, within the literature, there is no 

agreement in the way the various aspects of neighbourhood are defined nor in the way 

to investigate and account for them.  

Jencks & Mayer (1990) present a taxonomy of theoretical models moving in 

the context of childhood socialisation framework to identify the different pathways of 
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neighbourhood effect. They distinguish epidemic, collective socialisation, institutional, 

competition and relative deprivation models. We are not going to discuss each of them 

in detail, but we need to spend some words about the epidemic and relative deprivation 

models. The basic assumption of the former is that behaviours within a community are 

contagious and spread through peer influence (Granovetter, 1978; Schelling, 1978, 

Crane, 1989). Relative deprivation models assume that people are negatively 

influenced by a position of relative inferiority when comparing themselves with a 

reference group (Marx, 1933; de Tocqueville, 1955; Runciman, 1966). 

From our perspective the different channels through which the neighbourhood 

operates may be summarised in three broad categories:  

• peer channel, i.e. behaviours and attitudes of the people of your age you meet 

everyday; 

• inspirational channel, i.e. behaviours and attitudes of older people you see and get 

in touch with on daily basis; 

• opportunity channel, i.e services and infrastructure, geographical distance, access 

to information, difference exposure to “risk”. 

According to the relative deprivation hypothesis “individuals evaluate their situation 

or relative standing vis-à-vis their neighbours” 2, suggesting a reverse effect if 

compared to the epidemic models. As we will show, our results seem to indicate an 

important role of social comparison but also some “positive epidemic”. By “positive 

epidemic” we want to refer to the positive contagion which can affect poorer children 

when dealing with richer peers, in terms of opportunities, network and ambitions.  

 

2 Buck, (2001) 
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We argue, indeed, that relative deprivation is just one aspect of relative 

comparison. Indeed relative comparison may operate in four directions. The first case 

could be the conventional one of poor people underperforming in a contest of wealthier 

cohort members because of feelings such as exclusion, minority segregation (Bourdieu, 

1984), unfairness (Pettigrew, 2016), shame envy or loss of self-esteem (McCulloch 

2001; Honneth 2007; Oberwittler 2007; Sayer 2007; Galster, 2011). The second 

possible case goes in the opposite direction and suggests a positive effect of wealthier 

cohort members who stimulate poorer members to achieve better results in a sort of 

competition-within-neighbourhood. Obviously this second case brings really close the 

epidemic model and the relative deprivation model, with the important difference that 

in this case it is more stressed the relevance of competition instead of imitation. The 

third side from which can be seen the effect of relative comparison is the reverse of the 

second one; in fact, it might be the case of wealthier cohort members of a poor 

neighbourhood, just marginally wealthier than the other members, who are comfortable 

to be just better off than their neighbours without trying to achieve something more. 

Here, again and a conversely, we claim that there might be space for a competition-

within-neighbourhood interpretation, competition which, under this perspective, would 

be negatively affected. The fourth and final direction could be the positive effect 

experienced by wealthier neighbourhood members who find it easier to achieve social 

recognition (Bacque et al., 2014). In some way, it can also be seen as the other side of 

the medal of relative deprivation.  

A further stress should be payed to the different scales at which the 

neighbourhood exists. Figure 1 presents an interesting representation of the different 

scales and corresponding neighbourhood mechanisms . However, the demarcations 

suggested are far to be strict limits, being instead more general tendencies.  
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Figure 1, Neighbourhood Scale 

 

Source: Kearns & Parkinson (2001) 

 

The different scales can apply in a different way in different contexts. Urban and rural 

setting, for example, may be extremely diverse under this perspective. In an urban 

setting, an inner-city neighbourhood, characterised by high density and high quality of 

services, can become “both a place of belonging and a landscape of wider opportunity” 

3 while in a suburban areas high density areas but with low quality services and 

connections can become segregated ghettos which condemn the people growing up 

there. In many ways the neighbourhood can be something created by the individual 

rather than taken as given.  

2.2 Empirical evidence and contributions of the current work 

In this subsection we first summarize the more relevant empirical analysis testing the 

role of relative comparison within the neighbourhood, then we focus on the interaction 

between neighbourhood and happiness and, subsequently, on the relationship between 

children social interactions and neighbourhood. Finally, we present which are our 

contributions showing in more details how this work fits within the literature.  

 
3 Kearns & Parkinson, (2001) 
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Although the majority of the recent empirical works about neighbourhood 

effect suggest a positive effect on a variety of outcomes of living in more affluent 

neighbourhoods (Galster, 2011) there is not unanimous consensus. Indeed, for 

example, Jacob (2004), follows a sample of families involuntarily displaced by public 

housing demolitions and finds that living in a richer neighbourhood is associated with 

lower educational achievements for children from low income families. Richer 

neighbourhoods have been associated also with either worse economic outcomes 

(Ginther et al., 2000; Bolster, 2004) or health outcomes (Shouls et al., 1996; 

Krychowiak, 2011).  

The persistent heterogeneity of results about the role of the neighbourhood may 

be due to the complexity of proper measurement and to the plurality of underlying 

channels operating at the neighbourhood level. One possible explanation of the 

negative effects found in the empirical literature is the above mentioned relative 

deprivation hypothesis.  

A recent work in England using the Millennium Cohort Study supports the 

relative deprivation hypothesis and finds that children from poor families experience 

less problems and are less stressed when living in neighbourhoods at high density of 

social housing (generally poorer) than those living in neighbourhoods with low rates 

of social renters (generally wealthier) (Flouri et al., 2015). This idea, according to 

which being poor in richer neighbourhoods have detrimental effects on young people 

behaviours, is suggested also in other three recent papers which specifically analyse 

the relative economic position compared to neighbours (Lund & Dearing, 2012; 

Bacque et al., 2014; Odgers et a., 2015). Bacque (2014) and Lund & Dearing (2015), 

however, put a greater emphasis to the beneficial effect for more affluent people living 

among middle-class neighbours to achieve social recognition. The authors reach the 
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same result, i.e. more than absolute richness is the relative position among the 

neighbours that matters. Odgers et al. (2015) but also studies from the US on the MTO 

project (Osypuk et al., 2012; Kessler et al., 2015), find important gender differences 

which suggest that boys are more affected than girls by the relative income position 

within the neighbourhood. Nieuwenhuis (2016), using a sample of Dutch youth, show 

that moving to a more affluent neighbourhood is related to increased level of depression 

and social phobia. However, there is still not agreement on the relative deprivation 

hypothesis and, indeed, Brooks-Gunn (2003) find a positive neighbourhood effect for 

boys from low income families moving to richer neighbourhood in terms of fewer 

anxious/depressive and dependency problems. The same result in Germany is reached 

by Knies et al., (2008) which find positive associations between neighbourhood income 

and happiness.4 

The relationship between neighbourhood and happiness and life satisfaction has 

been the object of much research since the seminal Coleman (1988). People tend to be 

happier the more income they have (Cone & Gilovich, 2010; Powdthavee, 2010) but 

also tend to compare their income with the people they interact with (Easterlin, 1974; 

Hagerty, 2000; Frey & Stutzer, 2002; Layard, 2005; Meyraz, 2008). Some authors have 

stressed the comparison with their job peers (Meyraz, 2008) while others put more 

emphasis on the comparison with the neighbours (Hagerty, 2000; Layard, 2005). Social 

comparison seems to matter for happiness when, observing two otherwise identical 

individual apart for the affluence of the neighhbours they are surrounded in the 

neighbourhood where they live, the individual living in the richer neighbourhood is 

less happy than the other individual. The most widespread explanation for this effect is 

that the income of the individual living in the wealthier neighbourhood does not allow 

 
4 For a more complete review, refer to Beauvais & Jenson (2003). 
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him to live at the same level he would have achieved if living in a neighbourhood with 

less affluent neighbours. In recent years there has been a growing interest about the 

link between children and adolescents happiness and neighbourhood (Helliwell, 2001; 

Beauvais & Jenson, 2003). Shiue (2012) finds a positive correlation with the 

neighbourhood for both self-rated health and happiness among Taiwanese adolescents.  

Conversely, the literature investigating the effect of the neighbourhood on 

young people social interaction is quite scarce. Two of the most interesting works 

investigate the effect of the neighbourhood on bullying behaviours. Bacchini et al. 

(2009), using a sample of 734 children from a town in southern Italy, investigate the 

relationship between school bullying and various aspects of the urban and scholastic 

environment where participants live. They find that bullying behaviour is significantly 

associated with the way subjects perceive their exposure to dangerous and violent 

situations within the neighbourhood. Percy-Smith B. & Matthews (2001) in their 

mainly descriptive work consider the street experiences of a group of urban children 

living in a large East Midlands town in the UK focussing on neighbourhood bullying. 

In this work the authors stress that bullying is a significant neighbourhood problem 

blighting the quality of many young people’s lives being for many children an everyday 

experience. Finally, Nieuwenhuis et al. (2016), investigate the effect of neighbourhood 

on externalizing problem behaviours within family dynamics, i.e. aggression and 

conflict with parents, finding that moving to a more affluent neighborhood is related to 

increased levels of aggression and conflict with fathers and mothers. 

To sum up, this work contribute, thus, to the existing literature in five ways. 

First of all, from a methodological point of view, we are concerned about the 

role of residential selection. While the works based on the Moving to Opportunity 

(MTO) programs (Osypuk et al;, 2014; Kessler et al., 2015) use the quasi-random 
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assignment generated by the program and Odgers et al. (2015) use a ad-hoc 

representative sample of UK households, the majority of the other works are not much 

concerned about the issues of residential endogeneity and tend to simply control for 

individual characteristics (Luttmer, 2004; Knies et al., 2008; Flouri et al., 2015). 

Nieuwenhuis et al. (2016), attempt to solve the problem of residential selection through 

the use of a between-within model. In this way they are able to account for all the time-

invariant characteristics which may affect neighbourhood choice while they cannot 

account for time-varying characteristics.  

Conversely, in this paper, exploiting the residential quasi-randomisation 

generated by the social housing allocation policies in England in the early '90s, we are 

able to account for a greater part of the issues related to the endogeneity of 

neighbourhood choice. Moreover, in line with the majority of the existing literature, 

we believe that using a sample of children from low-income families can be more 

significant in order to test the role of social comparison within the neighbourhood. 

Indeed, not only, there may be both a comparison between the individual and the 

neighbours but also between the group of belongings of the individual and the other 

groups. In the terms used by Pettigrew & Walker (1984) there is both a Self to Out-

Group comparison and a In-Group to Out-Group comparison. It is obviously difficult 

to distinguish between the two, but we believe it is relevant to being aware of the two 

different underlying channels. It is, conversely, true the possibility suggested in 

Nieuwenhuis et al. (2016), that people in social housing may suffer more from isolation 

and stigmatisation, thus being more bounded and limited by their neighbourhood and 

therefore more likely to be influenced by it. However, given the priority of this work 

of investigating the presence of any effect of social comparison, we think it is 
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interesting to be able to take into account not only the Self to Out-Group effect but also 

the In-Group to Out-Group one.  

A second contribution to the literature refers to the outcomes we use in this 

paper. Some works which focus on the role of neighbourhood comparison have 

investigated this effect on different measures of adults' happiness (Luttmer, 2004; 

Knies et al., 2008; Mayraz et al., 2009), others are more focused on children's antisocial 

behaviours (Lopez-Turley, 2002; Odgers et al., 2015) and some others focalize more 

on outcomes related to children depressive disorders and psychological problems 

(Osypuk et al., 2012; Flouri et al., 2015). We are closer to the approach which considers 

different dimensions of children's development at the same time (Nieuwenhuis et al., 

2016). To test the relative deprivation mechanism, Nieuwenhuis et al., (2016) study 

both internalizing (depression and social phobia) and externalizing problem behaviours 

and family dynamics (aggression and conflict with parents) in adolescents. Indeed, we 

are able to test how living in more or less deprived areas affect both children internal 

dimension, i.e. their happiness, life satisfaction and self-perception, and children 

external sphere, i.e. relationship with parents and friends. In fact, to the Nieuwenhuis' 

two set of outcomes, we add a third domain about externalizing problem behaviours 

outside of the family; more precisely, we investigate the role of the neighbourhood on 

children probability of being bullied and being appreciated by their peers.  

Third, it is important to stress the way social comparison is identified. In our 

work, after controlling for household income, we use the the Index of Multiple 

Deprivation (IMD) and the Income Deprivation Affecting Children Index (IDACI) to 

see the different effect of different neighbourhoods on children outcomes. In the 

literature, neighbourhood affluence has been measured either through housing prices 

(Nieuwenhuis et al., 2016) or through average income (Knies et al., 2008) or earnings 
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(Luttmer, 2004). Flouri et al. (2015), instead, as measure of neighbourhood wealth use 

the proportion of people living in social housing. We think that our approach has the 

advantage of taking into consideration a more complex measure of neighbourhood and 

can grasp different aspects that could affect children life satisfaction and social 

interactions. Indeed the two indices we use, as we will explain in more details in 

subsection 4.2, have the advantage, being indices, of taking into considerations more 

aspects, providing a more informative measure of neighbourhood quality. 

The fourth contribution is about the geographical level at which neighbourhood 

is measured. As we have seen so far, the neighbourhood can be defined at different 

levels. The works which exploit the MTO experiment (Osypuk et al; 2014; Kessler et 

al., 2015) identify the neighbourhood at electoral ward level, which contain 

approximately 6000 people each. Similar population size are used in Flouri et al.(2015) 

and Knies et al. (2008). At the two opposite, instead, we have from one side Luttmer 

(2004) who identify neighbourhood at PUMA level, considering about 100,000 

inhabitants and, on the other side, Nieuwenhuis et al. (2016) who use small areas 

containing about 17 households. Slightly larger there are the output areas (OA) derived 

via high-resolution geo-spatial indices in Odgers et al. (2015) which contains on 

average 100-125 households. In our work, we define the neighbourhood at the level of 

Lower Layer Super Output Area (LSOA). LSOAs are areas consistent in size, whose 

boundaries would not change (unlike electoral wards), created to be suitable for the 

measurement of the Index of Multiple Deprivation. In each LSOA live from 1000 to 

3000 people and England is divided in 32,482 LSOAS5. 

 
5 “Lower Layer Super Output Areas are built from groups of contiguous Output Areas and have been 
automatically generated to be as consistent in population size as possible, and typically contain from 
four to six Output Areas. The Minimum population is 1000 and the mean is 1500.” 
http://www.datadictionary.nhs.uk/data_dictionary/nhs_business_definitions/l/lower_layer_super_o
utput_area_de.asp?shownav=1 
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A final consideration should be based on the exposure time. In this work we 

require children to have lived in the same place for at least 5 years; conversely in the 

existing literature there is not much attention on this aspect. We think it is important to 

look at children who have been exposed to the same people for a period of time long 

enough to have social interactions that may have any effect. Those works investigating 

adult outcomes in some cases exploit the panel dimension of the dataset (Knies et al., 

2008) while in some others use retrospective information available in the 

questionnaires (Kessler et al., 2015). Conversely, those works focused on children 

outcomes tend to assume children have always lived in the same place or, in some 

cases, when using movers across neighbourhoods, tend to require for some exposure 

time, e.g. 4 to 7 years in Osypuk et al. (2015). Finally considering only children who 

have lived in the same place for at least the last five years, allows us to be not much 

worried about possible mechanisms related to the adaptation to events. Indeed, with 

our selection we avoid almost completely to have to enter the debate of how long it 

takes to people, especially children, to adapt to life-changes events (Lucas, 2007; 

Frijters et al., 2008). 

 

3 Institutional background, the social housing policy 

scheme 

As many researchers have stressed there are enormous methodological problems in 

identifying neighbourhood and area effects (Manski, 1993; Duncan & Raudenbush, 

2001; Moffit, 2001; Dietz, 2002; Durlauf, 2004). In this paper we try to overcome, at 

least partially, some of these concerns using social housing quasi-random allocation to 

different neighbourhoods (Propper et al., 2006; Weinhardt, 2014). In this sub-section 

we briefly summarize the history of social housing in the UK.  
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The concept of social housing started to circulate only at the end of the 19th 

Century. The first two acts for the development and redevelopment of housing were 

the creation of the London County Council in 1888 and the legislations in 1890 for the 

other Local Authorities. They included the power to build homes for people in need, 

though no money was provided to support this power. From that period to our days 

many things have changed but going in details through these changes is not the purpose 

of the present work6. 

It is, however, important, to shed some light on the evolution of allocation 

policies. 

The cornerstone of tenancy allocation in public housing was that of contribution 

to the community. Two main practice were taken over by municipal housing managers 

from private landlords practice: the “sons and daughters” and the “ladder” principles. 

The first one is the leading idea to give a collective right to well-behaving tenants’ 

families and to allow them to pass the house from one generation to another. Behind 

this principle there was the forward-looking attempt to induce families to behave well 

and to have good relations with their neighbours in order to establish a strong link with 

the neighbourhood of residence. The second one in the reasonable idea according to 

which the more desirable houses should be given to those loyal tenants who had waited 

patiently, who are pillars of the local community and who are highly involved into 

neighbourhood affairs.  

The 1957 Housing Act was the first great change in social housing allocation 

policies. In fact, from that year on, councils started to be asked to consider specific 

need factors to allocate accommodations, i.e. sanitary conditions, overcrowding and 

other quite discretionary aspects. Given this subjectivity, the most common way to 

 
6 For a more complete analysis see Hills (2007) and Greenhalgh & Moss (2009) 
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allocate remained by date-order with the only change of an increased flexibility to 

advance cases according to specific needs or urgency.  

The second change arrived with the 1977 legislation which focused on 

homelessness giving increasing power to social services in the decision about whom 

allocate houses to. A shared factor in many local authorities’ allocation procedures 

remained that of “local connection”, meaning that to apply for a house in a given 

neighbourhood you were required to live or work in that area. However, the 

requirement of a local connection in the allocating scheme was defied in court, and 

such requirements weakened as a consequence. The arrival point was the 2002 

Homelessness Act which provided stricter rules to allocate houses with the Priority 

Needs Order to clearly establish “reasonable preference groups”. 

In parallel with the change in the allocation procedures, social housing went 

through the major shock of the Right to Buy introduced with the 1980 Housing Act. 

The policy was a great success, especially in suburban areas, and up to now more than 

one-third of the existing stock of social houses has been sold. The result of this 

combined policy change has been an increasing concentration of disadvantage, from 

1980s to early 2000s, clustering social tenants amongst the lowest income groups. 

Indeed, the RTB was exercised especially by people with higher incomes, and 

frequently living in better areas and dwellings, who, therefore, left the sector.  

Nowadays councils have precise groups to which they must give priority:  

• people who are homeless; 

• people occupying insanitary, overcrowded, or otherwise unsatisfactory housing; 

• people who need to move for medical or welfare reasons; 
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• people who need to move to a particular location - for example, to be nearer to 

special training opportunities, or special medical facilities - and who would suffer 

hardship if they were unable to do so. 

Councils still have some flexibility and can consider other factors but the decision 

should be based mainly on belonging to these categories. Example of flexibility are the 

Sustainable Communities quotas which try to help people to live in places where they 

can be employed or the prioritisation of key workers, such as police and fire personnel. 

Councils have some flexibility also to avoid the concentration of worklessness in some 

areas and to achieve as much social mix as possible.  

One of the more recent changes in social housing allocation scheme is the 

Choice-Based Letting (CBL) program started in 2002 and aiming to be at full regime 

by 2010. Through CBL people, instead of being allocated to properties with few 

possibilities of rejecting (usually only one), are given a certain degree of freedom to 

choose their house. When a property becomes available (or is close to become 

available) it is shown among the available houses of the council. Councils usually show 

which properties are available each week. Registered users can then bid through a 

variety of channels – internet, automated phone, text, mobile app and DigiTV. In order 

to decide who should get priority when bidding for a property, many local authorities 

operate a banding system which groups people in order of needs, as defined by the 

allocation legislation, even if some authorities use different points systems. Applicants 

can thus apply for a property of given size and then they will be given priority according 

to their band, first, and to their waiting time in that particular band, second. Local 

authorities are expected to provide help to applicants to find the best house matching 

according to the applicant needs. Applicants should provide, if they accept the property, 

a current letter from their employer, to prove that still work in the Square Mile of the 
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council they are applying to. An additional opportunity for local authorities and 

housing association is to set up CBL schemes across the local authority boundaries.  

Residential mobility within the social rented sector remains low7, by 2014 only 

one in twenty social tenants moved within the sector every year. However, as described 

in the Survey on English Housing (2001), the mobility of social renters has moved from 

around 4.2% in 1984 to around 7% in 1994 and it is expected to grow with the 

introduction of the CBL option. 

In section 6 we will present some figures to try to convinve the reader that although not 

perfect, the quasi-randomisation generated by social housing in the UK is a powerful 

and unique instrument for empirical analysis aiming to investigate the role of the 

neighbourhood. 

4 Data 

In this work we use data from Understanding Society, a large household panel survey 

of around 40,000 households in the UK. To measure neighbourhood affluence we use 

two measures from the Index of Multiple Deprivation 2015. 

4.1 UKHLS 

The empirical analysis exploits the Understanding Society Youth Samples from wave 

1 to 6, spanning the years between 2010 and 2016. In Understanding Society household 

members aged 10-15 years are asked to complete a short self-completion youth 

questionnaire. In the youth questionnaire children are asked questions on different 

aspects and some questions are repeated each wave while others are asked only in some 

waves. We also use information from the individual questionnaire (each household 

 
7 Office for National Statistics, House Department, Statistic Bulletin, 3, 2015. 
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member aged 16 and above) and from the household questionnaire to derive controls 

for parental and family characteristics.  

4.2 IMD 

To measure the affluence of the neighbourhood young children deal with, we use the 

Income Domain of the 2015 Index of Multiple Deprivation8 and the Income 

Deprivation Affecting Children Index (IDACI) at LSOA level. The IMD index is 

released every three to five years. However where it may be the case that LSOA 

boundaries variate, overall the score change is not relevant. We are thus quite confident 

to use just the last available measure.  

The Income Domain is a composite measure of income deprivation which 

comprises: adults and children in income support families, adults and children in 

income-based jobseeker’s allowance families, adults and children in income-based 

employment and support allowance families, adults and children in pension credit 

(guarantee) families, asylum seekers in England in receipt of subsistence support, 

accommodation support, or both, adults and children in working tax credit and child 

tax credit not already counted in previous categories and whose equivalised income is 

below 60% of the median before housing costs. 

The IDACI, in a simpler way, measures the proportion of young children (0-

15) living in income deprived families, i.e. in receipt of income support, income based 

jobseeker's allowance or pension credit, or those not in receipt of these benefits but in 

receipt of Child Tax Credit with an equivalised income (excluding housing benefits) 

below 60% of the national median before housing costs.  

 
8 The IMD is composed by 9 weighted domains: Income (.225), Employment (.225), Education Skills 
and Training (.135), Health and Disability (.135), Crime (.93), Barriers to Housing and Services (.93), 
Living Environment (.93). 
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Both the Income Deprivation and the IDACI are available either as scores or 

ordinarily ranked. The lower is the score, the higher is the rank and the less deprived is 

the neighbourhood (i.e. the least deprived neighbourhood in England has the lowest 

score and is ranked 32,482nd). In our empirical analysis we use standardised scores. It 

follows that a positive value of the deprivation variable should suggest that living in a 

more deprived neighbourhood has an increasing effect on the dependent variable. 

4.3 Sample selection 

We restrict our sample to young children aged 13 to 15, living in social housing, i.e. 

houses rented from Local Authorities or Housing Associations, living in the same place 

for at least 5 years.  

We select only children aged 13 to 15 because they are more permeable to the 

environment (Piaget, 1965), they have a greater awareness of their social position 

(Rosemberg & Pearlin, 1978) and tend to compare more themselves with their peers in 

terms of opportunities and life-style than younger children. As we have explained 

above, we restrict our sample to young children living in social housing because, in this 

way, we are able to control, at least partially, for residential selection. More precisely, 

we keep only those children whose mother was living in the same social house since at 

least 5 years. In this way we consider children who have been exposed to the 

environment where they live for a period long enough to have an effect on the outcomes 

we are considering. We choose 5 years because we think it is a good compromise 

between a limited reduction of our sample and the relevance of a certain exposure time. 

The entire UKHLS youth sample from wave 1 to 6 has 20,042 person-year 

observations. When we first reduce to children 13-15 we have a sample consisting of 

10,103 observations. After keeping only the children living in social housing our 

sample reduces to 2,348 observations and, finally, when keeping only those living in 



36 
 

the same place since at least 5 years we have an empirical sample of 1,846 observations. 

In general, our sample size is similar to that of those papers investigating 

neighbourhood effect on children happiness and social interactions (Odgers et al., 

2015; Nieuwenhuis et al., 2016) and we think it is quite representative of English social 

tenants. 

 

 

 

5 Methodology and empirical strategy 

In this section we explain in further details which are our main variables of interest, the 

set of covariates we use to control for individual and household characteristics and the 

model employed. 

In this work we consider children psychological wellbeing using three sets of 

outcomes: happiness and self-perception, social interactions with parents and social 

interactions with peers. Moreover we control for individual, parental and household 

characteristics. The questions are asked in different waves and we pick the answer 

given in the middle wave. In any case, it has to be noted that aswers very rarely change 

over waves. 

The first set of outcomes there are three dummy variables we separately 

investigate. The first one is the variable Life disattisfaction from the question “How to 

do you feel about your life as a whole?” the answers goes from 1 to 7 with 4 meaning 

being neutral. We consider life disattisfaction with answers from 4 to 7. The second 

variable is Being Unhappy and is from “Are you often unhappy, downhearted or 

tearful?”, and children can reply “not true” “somewhat true” “certainly true”; in this 

case we consider being unhappy with the last two answer. The third variable is about 
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self-esteem and comes from the question “Do you agree with the statement: at times I 

feel I am no good at all?”, and the answers range from 1 to 4 with 1 and 2 being 

“strongly agree” and “agree” and 3 and 4 being “disagree” and “strongly disagree”. 

From this question we derive the variable Having Low Self-esteem coding 1 if answers 

are 1 and 2 and 0 otherwise. The question on satisfaction about life is asked in each 

wave, the one about happiness in wave 1,3 and 5, while children are asked about their 

self-esteem only in wave 2, 4 and 6. 

We analyse the relationship with parents with two dummies, namely Quarreling 

with Parents and Not Talking with Parents. The former is derived from the question 

“How often do you talk to your parents, about things that matter to you?” ranging from 

1 (most days) to 4 (hardly ever) and we code as 1 if answers equal 1 or 2 and 0 

otherwise. The latter follows the same scheme and comes from the question “How often 

do you quarrel with your parents?” and we code as 1 when answers are 3 and 4. Both 

the questions are asked only in wave 1, 3 and 5. 

In this domain we consider two dummy variables Not Being Bullied by Others 

and Not Being Liked by Others. In this case children are asked to grade these statements 

“not true”, “somewhat true” and “certainly true”. We code the first variables as 0 if the 

answer is “not true”, 1 otherwise. Both the questions are asked only in wave 1, 3 and 

5.9 

Given the great relevance that family has on children, we control for a set of 

household and parental variables. We first account for the equivalised household 

 
9 We believe it makes more sense to derive dummies from the cathegorical variables, since they 
normally reflect either a positive or negative outcome and the interpretation is easier if grouped 
together. However, in the appendix, in table A1 and A2 we also present results for the last set of 
outcomes when we use categorical variables instead of dummies. As we will see the results do not 
change.  
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monthly real income10, we then use a dummy for whether children live in a one-parent 

household or not and continuous variables for the household size and for the presence 

of other children in the household in 4 different age bands11. At parental level we 

control for maternal ethnicity (being 1 with and 0 non white), parental education with 

six dummies, and parental employment status with three dummies12. Moreover we 

control for whether children live in a urban context or not. Indeed, urbanity plays a role 

in children growth, shaping the level and intensity of the interactions they can have 

and, thus, it can confound the neighbourhood results. 

At individual level we control for the age, with three dummies which allows us 

to provide an age profile and for gender, with female coded as 1.  

Finally, should be noted that, having longitudinal data, instead of clustering at 

individual level we cluster at LSOA level, given our restriction that the children should 

have lived in the same place at least since 1995. Our decision of clustering at LSOA 

level is motivated by the fact that, as we identify the neighbourhood at LSOA level, we 

want to avoid within-cluster correlation biases at the treatment level (Cameron & 

Miller, 2014). 

5.1 Model 

For the empirical analysis we operate a logistic model that uses as dependent variables 

the 7 outcomes previously described and controls for individual, parental and 

 
10 We derive it from the Monthly Total Household Net Income, without Deductions from the 
household questionnaire and we equivalised it according to the OECD equivalence scale. We adjusted 
the nominal income for inflation keeping as reference year the first year in which we have 
observations, i.e. 2006. 
11 Children in the household aged 0-2; 3-4; 5-11; 12-15. 
12 For all these variables we use maternal information, replacing, when missing, with fathers’ 
information. Although we aknowledge that  fathers can have a different impact on the children, since  
fathers are rarely present, unfortunately we cannot control, for example, for paternal 
unemployment. 
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household characteristics for interpreting the results, with the neighbourhood 

deprivation as main variable of interest. Our base model is the following logit: 

 

logit [Y (i,f,n,t)] = β (0) + β (1) [X f,t] + β (2) [X i,t] + β (3) [N]+ e;  

 

Where Y are the different outcomes we investigate for children i, living in family f and 

in neighbourhood n, at time t. We have a standard constant effect β (0), some controls 

at family level, X (f), and individual level, X (i), while our main parameter of interest 

is β (3) which is the effect of the neighbourhood variable on the dependent variable.  

Once controlled for household income, we measure the relevance of relative 

comparison using the two variables of neighbourhood deprivation. Indeed, we think 

that, in this way, we are comparing children with similar characteristics who live in 

differently deprived neighbourhoods. If it happens that, otherwise similar children, are 

negatively (positively) affected in their outcomes when living in better (worse) 

neighbourhoods, this could suggest that living in a better place and, thus, comparing 

with wealthier people, have a negative effect on children happiness and social 

interactions. Should be finally stressed that in this work our main variables of interest, 

namely the IDACI and Income Domain scores, do not vary over time, we pool 

individuals across waves but our main variables come from the unique computation in 

2015. 

 

6 Descriptive statistics 

In this section we present some descriptive statistics about our sample and variables. 

Table 1 reports the distribution of the equivalised household income of the 

entire youth sample, aged 10-15, across the six waves, by housing tenure. The picture 
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shows that the income of families living in social housing (i.e. either those in Local 

Authority houses or those in Housing Associations houses) is i) markedly lower than 

the average and of each of the other tenure categories and ii) charachterised by a lower 

variability. It means that, as stressed in section 4, people living in social housing seem 

to be a well-identifiable group, at least on an income base. Table 2, instead, shows, 

again by housing tenure, the different level of neighbourhood deprivation to which 

young children are exposed and it is evident that children living in social housing live 

in more deprived neighbourhoods than their peers living in other tenures. Even if in our 

analysis we will use the score of the indices, in this case we use the rank because it 

provides a clearer ordinal representation of where people live, by housing tenure. 

 

 

 

Table 1, Equivalised household income by housing tenure, youth 10-15, waves 1 

to 6  

 

Housing Tenure Equivalised Household 

Income (£) 

SD N 

Owned Outright 1,432 1082 1,972 

Owned with Mortgage 1,566 894 10,947 

Rented from Local Authority 961 430 2,614 

Rented from Housing 

Association 

1,032 435 2,044 

Rented from Employer 1,296 667 171 

Privately Rented Unfurnished 1,218 648 1,686 

Privately Rented Furnished 1,113 488 468 

Other 988 432 140 

Total 1,375 838 20,042 
 

Source: Author's Calulation on the UKHLS Youth Sample and IMD 2015 
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Table 2, Neighbourhood deprivation by housing tenure, youth 10-15, waves 1 to 

6 

 

Housing Tenure IMD (Rank) SD N 

Owned Outright 16,791 9,644 1,972 

Owned with Mortgage 18,280 9,339 10,947 

Rented from Local Authority 7,548 6,606 2,614 

Rented from Housing Association 9,753 8,037 2,044 

Rented from Employer 15,087 9,119 171 

Privately Rented Unfurnished 14,017 9,502 1,686 

Privately Rented Furnished 11,737 7,945 468 

Other 9,155 7,138 140 

Total 15,299 9,770 20,042 
 

Source: Author's Calulation on the UKHLS Youth Sample 
 

Overall, these two tables suggest that people living in social housing, being on average 

poorer and living in more deprived neighbourhooods, can be considered as a separate 

group; this consideration, as stated above, allows us to claim also for a In-group to Out-

group neighbourhood comparison. 

After selecting only children aged 13-15 who live in social housing in Figure 2 

we show the dispersion of our empirical sample distribution by IMD quintiles. As 

expected, the majority of the children in our sample, live in the most deprived quintiles. 

Indeed, more than 50% live in the most deprived quintile. This data are in line with 

figures from recent statistics about the social housing sector which show that, as 

expected, social housing tends to be located in more urban and  more deprived 

neighbourhoods than home owners (Tunstall & Pleace, 2018). However, it is 

interesting and important for our analysis, to stress that social housing in England still 

guarantees some dispersion across neighbourhoods. In fact, around 10% of our sample 

live in the two less deprived quintiles and around 22% do not live in the two most 

deprived quintiles. Indeed, overall most social houses are not in the the most  deprived 

deciles, but 81% of social houses are located in more deprived than average areas. The 

value goes down to 39% for owner occupied houses and to 59% of privatly rented ones 
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(Tunstall & Pleace, 2018). As remarked above, 23 years of Right to Buy and about a 

decade of Choice Based Letting scheme have generated higher concentration of 

disandvantage, less dispersion of social houses and less social mixing. The possibly 

only positive drawback is that thanks to the right to buy the majority of social houses 

is not anymore in large estates and it is thus more frequent than before that people in 

social housing have other tenure neighbours.  

 

Figure 2, Sample distribution by IMD quintiles, youth 13-15, waves 1 to 6 

 

Source: Author's Computation on the UKHLS Youth Sample 

 

In Table 3 we show that the outcomes we investigate in our analysis have similar mean 

values for our empirical sample, i.e. children aged 13-15 living in social housing in the 

same place since, at least, the last five years, and for the the entire set of children aged 

13-15. The mean of Life disattisfaction and Being Unhappy are statistically different, 

while the mean of the other outcomes are not statistically different. Thus, in general, 
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we can confirm that our sample selection, while being useful for providing a good 

housing randomisation avoiding endogeneity problems, does not reduce very much the 

empirical meaning of our work. However, the absence of great difference between 

children who live or not in social housing can reduce to some extent the meaning of 

the In-Group to Out-Group comparison because the children in our empirical sample 

seem, on average, not to have different life problems. To sum up, if on one side we can 

see that people in social housing are on average poorer and live in more deprived 

neighbourhood, on the other side children living in social housing are not different from 

their peers living in other tenures in terms of their outcomes. These two combined 

elements can neither support nor rule out the existence of an In-Group to Out-Group 

comparison, which should be more carefully addressed in future works. 

 

Table 3, Outcomes of interest, Difference empirical sample and entire sample, 

youth 13-15, waves 1 to 6  
Entire Sample, 

13-15 

 
Empirical Sample,  

13-15 in Social Housing  
% Obs. 

 
% Obs. 

Life disattisfaction 12.7 9,983 
 

17.7 1,822 

Being Unhappy 25.0 5,137 
 

28.2 900 

Having Low Self-Esteem 28.8 4,794 
 

30.6 915 

Quarreling with Mom 52.6 5,065 
 

50.6 885 

Not Talking with Mom 41.9 5,101 
 

41.0 890 

Being Bullied by Peers 14.8 5,134 
 

16.1 901 

Not Being Liked by Peers 3.5 5,133 
 

5.1 900 
 

Source: Author's Computation on the UKHLS Youth Sample 
 

In Table 4, we show the mean and standard errors of our control variables13. The sample 

is perfectly balanced by gender and age groups. The majority of the children in our 

sample have a white mother and live in an urban context. The educational level of the 

mother is quite mixed even if 25% of the mothers in our sample do not have any 

 
13 The reason why the number of observations between Table 3 and 4 are not the same is due to a) 
some questions are asked only in some waves as mentioned before and b) in the outcomes variables 
there are some missing observations. 
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education. With respect to the employment status, around 45% have an inactive mother 

and around 42% have an employed mother. The average equivalised household income 

is 991£ per month with an household size between 4 and 5 people.  

Finally, in Table 5, we show the mean and standard errors of our control 

variables in the poorest and in the richest quintile to see how families living in the two 

extreme quintile are similar and, thus, how good is the randomisation induced by social 

housing allocation procedures. Indeed, the equivalised household income, the 

household size and the quantity of children present in the household are quite similar. 

However, in the richest quintile there are more educated mothers, more employed 

mothers and less non working mothers. The two largest differences are about the 

proportion of white mothers, which pass from 49% in the poorest quintile to 77% in 

the richest one, and about the proportion of children living in an urban context, which 

passes from 99% in the poorest quintile to 54% in the richest one. Altogether Table 5 

suggests that residential randomisation is probably only partial and there is a choice-

driven component also in social housing allocation procedure. However, the 

differences between children in social housing are much smaller than the differences 

in the entire children sample. We have finally to aknowledge that a little proportion of 

people  live in the richest neighbourhood and this, although inevitable, can rise issues 

about the reliability of our results.  
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Table 4, Control Variables, youth 13-15, waves 1 to 6 

 

Variable Obs Mean 

Wave1 1,846 0.181 

Wave2 1,846 0.175 

Wave3 1,846 0.160 

Wave4 1,846 0.165 

Wave5 1,846 0.141 

Wave6 1,846 0.169 

Female 1,846 0.509 

Thirteen 1,846 0.353 

Fourteen 1,846 0.337 

Fifteen 1,846 0.310 

White Mother 1,846 0.616 

Educ. Mother: Degree 1,846 0.078 

Educ. Mother: Other Higher 1,846 0.109 

Educ. Mother: A levels 1,846 0.144 

Educ. Mother: GCSE 1,846 0.284 

Educ Mother: Other 1,846 0.1403 

Educ. Mother: None 1,846 0.245 

Unemployed Mother 1,846 0.102 

Job Status Missing Mother  1,846 0.013 

Employed Mother 1,846 0.426 

Not Working Mother 1,846 0.458 

Equivalised HH Income 1,846 991,549 

HH Size 1,846 4.690 

Children 0-2 1,846 0.105 

Children 3-4 1846 0.090 

Children 5-11 1846 0.691 

Children 12-15 1,846 1.370 

One Parent HH 1,846 0.303 

Living in Urban Context 1,846 0.890 
 

Source: Author's Computation on the UKHLS Youth Sample 
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Table 5, Control Variables, youth 13-15, waves 1 to 6, Difference between living 

in the poorest and richest IMD quintiles.  

 

Variable Poorest Quintile 
 

Richest Quintile  
Obs Mean 

 
Obs Mean 

Wave1 1,028 0.193 
 

67 0.164 

Wave2 1,028 0.169 
 

67 0.194 

Wave3 1,028 0.163 
 

67 0.119 

Wave4 1,028 0.165 
 

67 0.134 

Wave5 1,028 0.143 
 

67 0.119 

Wave6 1,028 0.164 
 

67 0.268 

Female 1,028 0.505 
 

67 0.358 

Thirteen 1,028 0.332 
 

67 0.313 

Fourteen 1,028 0.356 
 

67 0.417 

Fifteen 1,028 0.311 
 

67 0.268 

White Mother 1,028 0.493 
 

67 0.776 

Educ. Mother: Degree 1,028 0.072 
 

67 0.104 

Educ. Mother: Other Higher 1,028 0.079 
 

67 0.283 

Educ. Mother: A levels 1,028 0.151 
 

67 0.074 

Educ. Mother: GCSE 1,028 0.264 
 

67 0.208 

Educ Mother: Other 1,028 0.142 
 

67 0 

Educ. Mother: None 1,028 0.289 
 

67 0.328 

Unemployed Mother 1,028 0.123 
 

67 0.104 

Job Status Missing Mother  1,028 0.033 
 

67 0.014 

Employed Mother 1,028 0.363 
 

67 0.492 

Not Working Mother 1,028 0.481 
 

67 0.388 

Equivalised HH Income 1,028 1,012.653 
 

67 1,135.665 

HH Size 1,028 4.797 
 

67 4.492 

Children 0-2 1,028 0.092 
 

67 0.074 

Children 3-4 1,028 0.088 
 

67 0.059 

Children 5-11 1,028 0.736 
 

67 0.776 

Children 12-15 1,028 1.398 
 

67 1.402 

One Parent HH 1,028 0.305 
 

67 0.373 

Living in Urban Context 1,028 0.987 
 

67 0.537 
 

Source: Author's Computation on the UKHLS Youth Sample 
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7 Empirical findings 

In this section we first show and comments the marginal effects for the different models 

estimated and then we present some sensitivity analysis . In all the three set of outcomes 

we report the results when using either the IDACI score or the Income Deprivation 

score from the IMD and we cannot find any difference between the two specification. 

The scores are always standardised, it means that the coefficients referring to the scores 

should be interpreted in terms of one standard deviation difference, e.g. a coefficient 

of 0.05 means that living in a standard deviation worse neighbourhood increase by 5 

percentage points a given children outcome. 

7.1 Results 

Moving to our investigation of the role of neighbourhood on happiness and self-

perception, Table 6 shows that we do not find any evidence of relative deprivation 

affecting our outcomes. The first three columns report the marginal fixed effects of 

respectively the probably of children of Life disattisfaction (1), Being Unhappy (2) and 

Having Low Self-esteem (3) using the standardised IDACI score as measure of 

neighbourhood deprivation. Columns 4 to 6 show the results on the same outcomes 

when using a different measure for neighbourhood deprivation, i.e. the Income 

Deprivation component of the Index of Multiple Deprivation.  

The results are similar across all the 6 specifications. Females are more likely 

to be sad about their life, unhappy and having lack of self-esteem. In the same way 

children of a white mother are less likely to be happy about their life and have less self-

esteem. With respect to neighbourhood, we do not find any neighbourhood effect, thus 



48 
 

we do not find support for the relative deprivation hypothesis. Indeed, even if none of 

the results is statistically significant, the magnitude of the marginal effects is generally 

small, suggesting an almost null effect of the neighbourhood. 

Table 7 reports the results about the parental set of outcomes, namely 

Quarreling with Parents (4) and Not Talking with Parents (5), again with the 

standardised IDACI score, first 2 columns, or the standardised Income Deprivation 

score, columns 3 and 4. The neighbourhood confirms to have no effect on the way 

children interact with their parents. Children living in the One-Parent households are 

much more likely to quarrel with their mom than their peers who live with both the 

parents. Girls talk more with their mom than boys but there is not a difference between 

males and females with respect top quarreling. As we have seen in Table 6, the 

magnitude of the marginal effects of the IDACI and Income standardised scores are 

quite small, especially with respect to the children's probability of not talking with their 

mom. 
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Table 6, Marginal Effects, Logit, youth 13-15, waves 1 to 6, Life disattisfaction 

(1), Being Unhappy (2), Having Low Self-esteem (3) 

  
IDACI 

 
INCOME  

1 2 3 
 

1 2 3 

Gender 

(Female) 

0.075**

* 

0.160**

* 

0.143**

* 

 
0.075**

* 

0.160**

* 

0.143**

*  
(0.020) (0.030) (0.031) 

 
(0.020) (0.030) "(0.031)

" 

Thirtheen -0.020 -0.019 -0.027 
 

-0.020 -0.020 -0.027  
(0.023) (0.036) (0.036) 

 
(0.023) (0.036) (0.036) 

Fourteen 0.028 0.045 -0.049 
 

0.028 0.045 -0.049  
(0.020) (0.036) (0.038) 

 
(0.020) (0.036) (0.038) 

White 

Mother 

0.049** 0.079** 0.007 
 

0.049** 0.077** 0.005 

 
(0.023) (0.035) (0.036) 

 
(0.023) (0.036) (0.036) 

Equivalised 

HH Income 

0.016 0.015 0.116** 
 

0.016 0.013 0.111** 

 
(0.022) (0.032) (0.045) 

 
(0.022) (0.032) (0.046) 

HH Size 0.003 -0.012 -

0.048**

* 

 
0.004 -0.012 -

0.048**

*  
(0.009) (0.014) (0.018) 

 
(0.009) (0.014) (0.018) 

One-Parent 

HH 

0.042* 0.053 -0.029 
 

0.042* 0.053 -0.029 

 
(0.024) (0.039) (0.045) 

 
(0.024) (0.039) (0.045) 

Living in 

Urban 

Context 

-0.034 -0.082 -0.020 
 

-0.035 -0.074 -0.012 

 
(0.038) (0.052) (0.055) 

 
(0.037) (0.051) (0.055) 

IDACI  -0.003 -0.004 -0.014 
    

 
(0.011) (0.019) (0.017) 

    

Income 

Deprivation  

    
-0.003 -0.010 -0.021 

     
(0.011) (0.019) (0.018) 

Wave Fixed 

Effects 

YES YES YES 
 

YES YES YES 

Family 

Controls 

YES YES YES 
 

YES YES YES 

Observation

s 

1772 888 904 
 

1772 888 904 

Pseudo R2 0.04 0.05 0.03  0.05 0.04 0.07 
 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 
Source: Author's computation on UKHLS. 
 



50 
 

 

 

 

 

 

Table 7, Marginal Effects, Logit, youth 13-15, waves 1 to 6, Quarreling With 

Mom (4), Not Talking with Mom (5) 

  
IDACI 

 
INCOME  

4 5 
 

4 5 

Gender (Female) 0.033 -0.099*** 
 

0.033 -0.099***  
(0.034) (0.034) 

 
(0.034) (0.034) 

Thirtheen -0.100** -0.089** 
 

-0.098** -0.088**  
(0.039) (0.038) 

 
(0.040) (0.038) 

Fourteen -0.011 0.049 
 

-0.011 0.050  
(0.043) (0.040) 

 
(0.043) (0.040) 

White Mother 0.037 0.046 
 

0.040 0.049  
(0.039) (0.039) 

 
(0.039) (0.039) 

Equivalised HH Income 0.012 0.001 
 

0.015 0.003  
(0.041) (0.040) 

 
(0.042) (0.040) 

HH Size -0.039** 0.018 
 

-0.040** 0.017  
(0.016) (0.019) 

 
(0.016) (0.019) 

One-Parent HH 0.091** 0.082* 
 

0.090** 0.081*  
(0.046) (0.047) 

 
(0.046) (0.047) 

Living in Urban Context -0.075 -0.069 
 

-0.086 -0.083  
(0.065) (0.065) 

 
(0.065) (0.064) 

IDACI  0.011 -0.004 
   

 
(0.020) (0.021) 

   

Income Deprivation  
   

0.021 0.007     
(0.021) (0.021) 

Wave Fixed Effects YES YES 
 

YES YES 

Family Controls YES YES 
 

YES YES 

Observations 874 879 
 

874 879 

Pseudo R2 0.07 0.08  0.08 0.06 
 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 
Source: Author's computation on UKHLS. 
 

The only outcome domain in which the neighbourhood plays a role is the one which 

includes the probability of Being Bullied by their Peers (6) and that of Not Being Liked 

by their Peers (7) (Table 8).  

As can be expected younger children are more likely of being bullied by their 

peers and, interestingly,, children of white mother are 12 percentage points more likely 
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of being bullied by their peers. The less deprived is the neighbourhood the lower is the 

proportion of children with a non-white mother (from around 50%-50% in the worst 

quintile to 12%-80% in the least deprived neighbourhood). This fact could suggest that 

white young children coming from a disadvantaged background, i.e. they are in social 

housing, suffer more when living in a less segregated neighbourhoods. To investigate 

this possible effect we introduce an interaction term between maternal race and 

neighbourhood deprivation but we do not find any statistically significant result.  

 

Table 8, Marginal Fixed Effects, Logit, youth 13-15, waves 1 to 6, Being bullied 

by peers (6), Not being liked by peers (7) 

  
IDACI 

 
INCOME  

6 7 
 

6 7 

Gender (Female) -0.032 -0.006 
 

-0.031 -0.006  
(0.025) (0.015) 

 
(0.025) (0.015) 

Thirtheen 0.105*** 0.004 
 

0.106*** 0.005  
(0.028) (0.018) 

 
(0.028) (0.018) 

Fourteen 0.049 0.011 
 

0.049 0.011  
(0.031) (0.018) 

 
(0.031) (0.018) 

White Mother 0.122*** 0.029 
 

0.123*** 0.031  
(0.033) (0.019) 

 
(0.033) (0.019) 

Equivalised HH Income 0.014 0.000 
 

0.016 0.001  
(0.033) (0.018) 

 
(0.033) (0.018) 

HH Size -0.016 -0.010 
 

-0.016 -0.011  
(0.012) (0.007) 

 
(0.012) (0.008) 

One-Parent HH -0.036 -0.009 
 

-0.036 -0.007  
(0.036) (0.020) 

 
(0.036) (0.021) 

Living in Urban Context -0.081* -0.048 
 

-0.082* -0.039  
(0.044) (0.030) 

 
(0.044) (0.030) 

IDACI  0.036** 0.037*** 
   

 
(0.015) (0.011) 

   

Income Deprivation  
   

0.038** 0.032***     
(0.015) (0.011) 

Wave Fixed Effects YES YES 
 

YES YES 

Family Controls YES YES 
 

YES YES 

Observations 889 888 
 

889 888 

Pseudo R2 0.11 0.10  0.12 0.09 
 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. 
Source: Author's computation on UKHLS. 
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In this case the neighbourhood does play a role with children living in more deprived 

neighbourhoods who are significantly more likely to be bullied (0.036) and who, 

consequently, feel much less appreciated (0.037) than their peers living in better 

neighbourhoods. These results go in the opposite direction of the Relative Deprivation 

hypothesis suggesting for young children living in social housing is better to live in a 

more affluent neighbourhood.  

Overall, we do not find any evidence of relative deprivation mechanism at work. 

Conversely, we find that, even if the neighbourhood does not have any significant 

effect on happiness and children behaviours with parents, living in a better 

neighbourhood has a beneficial effect on children relationship with their peers. 

Recalling our three pillars presented in section 2, i.e. peer channel, inspirational 

channel and opportunity channel, we believe that the majority of the positive effect we 

have found should be explained by the peer channel. Indeed, children growing up in a 

richer environment are exposed to wealthier peers providing a better network. From 

our results it seems prevalent a positive epidemic phenomenon, or, in other words, a 

positive conformism with children from more disadvantaged backgrounds living in 

wealthier neighbourhoods who are less bullied by their peers and thus feel more 

appreciated. It is obviously possible that our results are also driven by the inspirational 

channel, i.e. by the behaviours and attitudes of older people the children see and get in 

touch with on daily basis, however if this was the case we would have expected also 

some results on parental outcomes. Anyway, the inspirational can have its effects also 

on other outcomes, not directly related to the relationship between parents and children; 

in fact, having positive role models around can have a positive effect on the perception 

children have about violence, appropriate behaviours and also about themselves.  
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If we compare our results with those found by Nieuwenhuis et al. (2016) we 

reach opposite results. Where they find a negative effect of moving to a richer 

neighbourhood on children depression, social interactions, aggression and conflict with 

parents, we do not find any evidence of negative effect and, conversely we find a 

positive effect of living in a less deprived neighbourhood on children interactions with 

their peers. When comparing with Odgers et al. (2015) who find that low-income 

children growing up alongside more affluent neighbors are engaged in more antisocial 

behaviour, even if we cannot directly address this question, we can say that children 

living in social housing are less likely to be bullied by their peers. 

7.2 Alternative approaches and sensitivity analysis  

7.2.1 Other underlying mechanisms 

To test whether these results are driven by other mechanism, and first of all by the 

above mentioned opportunity channel we use different measures to identify 

neighbourhood deprivation. Indeed, we use, separately, the Barriers to Housing and 

Services and Living Environment components of the IMD. We do not find significant 

effects when using this two indicators, with the only exception of a reduction of the 

Living Environment in the probability of Life disattisfaction, Having Low Self-esteem 

and Talking with Parents, but the magnitude is extremely tiny. These results do not 

suggest any clear pattern.  

7.2.2 Active bullying 

After finding a positive effect of neighbourhood affluence on the probability of being 

bullied (passive bullying), we tried to investigate whether there was any effect on active 

bullying (Odgers et al., 2015). However the only available variables on active bullying 

refer to physical and verbal bullying at school. Since children can go to school in 
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different neighbourhoods and since, at least at this stage, we are not able to control 

neither for school fixed effect, nor we are able to know which neighbourhood children 

are going to school in, these results may be influenced by other factors. We find no 

neighbourhood effect on physical bullying while the better is the neighbourhood the 

higher is the probability that children verbal bully their peers. This results can suggest 

two patterns: first that children from more disadvantaged backgrounds have a feeling 

of inferiority and, so, react to that being more verbally aggressive, or, second, that in 

less deprived neighbourhoods the other children are less aggressive and it is easier 

bullying against them.  

7.2.3 Non linear effects  

Looking at our results a reasonable concern could be that neighbourhood deprivation 

might have a non-linear effect on the outcomes we are investigating. We test this 

hypothesis in two ways, first instead of using the of income deprivation and IDACI 

continuous variables we use quintile dummies; second, in an other specification, we 

introduce both a squared term and a cubic term, to allow for a point of inflection, of the 

indices we are using. However, in both these attempts we do not find any significant 

results. Indeed, either using quintiles none of them is ever statistically significant, or 

introducing the squared and the cubic term they are never statistically significant.  

7.2.4 Different samples 

We also do sensitivity analyses  about the age groups we selected and the exposure 

time we request. In the first case we do our empirical analysis using the entire youth 

sample, with children aged 10-15. The results across all the three domains are not 

statistically significant. Referring to the last domain of social interactions with peers 

in which, in our main analysis, we have a significant effect of living in a better 
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neighbourhood, the absence of any effect in the group considering children aged 10-

15, may suggest that younger children are less exposed to the neighbourhood 

environment. Indeed, as we have stressed, above, it could be the case that children 10-

12 spend more time at home. This idea is confirmed, in a way, by the increased 

magnitude and significance of some parental variables in this last specification. With 

respect to the exposure time, if we consider children  who have lived in the same 

neighbourhood for at least 10 years, as presented in the appendix in table A3, the results 

remain very similar also because we only lose very few observation. On the other hand 

if we remove the exposure time requirements the results are not anymore significant 

suggesting that it is important to allow the children to get acquainted in their living 

space. 

7.2.5 Categorical dependent variables 

Finally, our last sensitivity analysis is to you use, for our dependent variables, instead 

of dummies, categorical variables. In table A1 and A2 in the appendix we present the 

results for our last set of outcomes  with both the IDACI and the INCOME domain of 

the IMD. The marginal effects of the ordered logit with the original three categories 

instead of dummies provide very similar results compared to the main analysis.   

 

 

 

8 Conclusions 

The transmission of inequality process is extremely complex, it is mediated by different 

channels (economic, cultural, social, genetic), involves different stages of life, can be 
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evaluated from different perspectives and exist at different levels. In this work we have 

concentrated our attention at the neighbourhood level.  

To investigate this process and assess to what extent these aspects are 

conditioned by the place where children grow up, we propose an empirical analysis on 

English children aged 13-15, based on the Children Sample of the Understanding 

Society survey 2010-2016.  

The main contribution of this work is twofold. 

First, considering only children exogenously allocated to neighbourhoods we 

are able to investigate a pure neighbourhood effect removing endogeneity issues related 

to neighbourhood selection.  

Second, using jointly the Index of Multiple Deprivation 2015 as measure of 

neighbourhood deprivation, and the Children Sample of the Understanding Society 

Survey, this work is the first to investigate how social comparison affect children 

psychological wellbeing in England. 

The empirical analysis is based on three set of outcomes for English children. 

First of all we select children who have lived in the same social house for at least the 

last 5 years and, thus, whose parents did not select where to live but, were, conversely, 

assigned to a given neighbouroods. In fact, social housing in England is, at least during 

the period we are considering, a good form of housing randomisation. For all 

individuals in the sample (aged 13-15) we use the information from 7 self-reported 

answers. We grouped these questions in three sets: happiness and self-perception, 

social interactions with parents and social interactions with peers. As a representative 

variable of neighbourhood quality we use, alternatively, the Index of Multiple 

Deprivation Affecting Children (IDACI) and the Income Domain of the 2015 Index of 

Multiple Deprivation both at the level of Lower Layer Super Output Areas (LSOAs), 
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i.e. about from 1500 and 3000 people. Moreover we add a set of control variables to 

account for individual, parental and household characteristics. 

The econometric analysis is conducted separately for each of the 7 outcomes 

and, for each of them, using separately the two indices of neighbourhood deprivation. 

The main purpose of this analysis is to assess whether, and at a what extent, ceteris 

paribus, the neighbourhood of born affects children psychological wellbeing. 

The empirical analysis provide two main results: first, we do not find supporting 

evidence for the relative deprivation hypothesis according to which people surrounded 

by richer neighbours are less happy because they compare themselves with people who 

are better off; second children living in less deprived neighbourhood are less likely to 

be bullied by their peers and feel more appreciated by them.  

An important general conclusion from the empirical analysis is that the 

neighbourhood has a positive effect on children social interactions with their peers 

while it has no effect on neither their happiness and life-satisfaction nor on their 

relationship with their parents. In other words, allowing young children to live in better 

neighbourhoods seem to provide some positive effects on the interactions with their 

peers even if does not directly affects happiness and self-perception.  

It is worth pointing out that given children spend a lot of time at school, one 

weaknesses of this work is that we are able to identify only the neighbourhood of 

residence while children may go to school to different neighbourhoods. Thus, it 

remains open for further analyses to understand if and in which direction the 

neighbourhood of the school plays a role. It could be an effect in the same direction or 

it could contrast it. However, more than the direction it would be important to 

understand the size of the effect. In fact, it would be interesting to see whether is the 

home neighbourhood or the school neighbourhood which matters most. 
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Table A1, Marginal Fixed Effects,  Ordered Logit, youth 13-15, waves 1 to 6, Categorical dependent variables, Being bullied by 

peers (1-3), Not being liked by peers (4-6), IDACI as neighbourhood deprivation variable 

 

 (1) (2) (3) (4) (5) (6) 

VARIABLES Not Bullied Sometime Bullied Bullied Liked Sometime Disliked Disliked 

 

Gender (female) 

 

0.0316 

 

-0.0139 

 

-0.0177 

 

0.0145 

 

-0.0113 

 

-0.00324 

 (0.0224) (0.0191) (0.0122) (0.0338) (0.0327) (0.0116) 

Thirteen -0.0997*** 0.0801*** 0.0197 0.0205 -0.0226 0.00204 

 (0.0251) (0.0224) (0.0140) (0.0398) (0.0399) (0.0140) 

Fourteen -0.0453 0.0515** -0.00625 -0.0148 0.00564 0.00919 

 (0.0282) (0.0246) (0.0160) (0.0418) (0.0404) (0.0139) 

Fifteen - - - - - - 

       

White mother -0.115*** 0.0800*** 0.0346** -0.0389 0.00963 0.0293** 

 (0.0292) (0.0262) (0.0134) (0.0378) (0.0362) (0.0140) 

Equi hh income -5.85e-06 -2.86e-06 8.70e-06 -3.64e-05 3.49e-05 1.51e-06 

 (3.43e-05) (3.48e-05) (6.78e-06) (3.63e-05) (3.63e-05) (1.37e-05) 

Employed mother 0.0163 -0.00424 -0.0120 0.0321 -0.00998 -0.0221* 

 (0.0252) (0.0212) (0.0118) (0.0382) (0.0374) (0.0126) 

Oneparent hh 0.0115 -0.0201 0.00854 -0.0374 0.0317 0.00571 

 (0.0272) (0.0231) (0.0129) (0.0361) (0.0355) (0.0141) 

Urban  0.0736* -0.0494 -0.0242 0.0508 -0.0134 -0.0374 

 (0.0416) (0.0315) (0.0207) (0.0624) (0.0602) (0.0236) 

stdIDACI -0.0307** 0.00978 0.0209*** -0.0226 -0.00676 0.0293*** 

 (0.0135) (0.0115) (0.00607) (0.0208) (0.0198) (0.00716) 

       

Observations 503 217 169 475 305 108 

 

Pseudo R2 

 

0.11 

 

0.11 

 

0.11 

 

0.12 

 

0.12 

 

0.12 
Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. Mother education and wave fixed effects included. 
Source: Author's computation on UKHLS. 
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Table A2, Marginal Fixed Effects,  Ordered Logit, youth 13-15, waves 1 to 6, Categorical dependent variables, Being bullied by 

peers (1-3), Not being liked by peers (4-6), IDACI as neighbourhood deprivation variable 

 (1) (2) (3) (1) (2) (3) 

VARIABLES Not Bullied Sometime Bullied Bullied Liked Sometime Disliked Disliked 

       

Gender (female) 0.0311 -0.0135 -0.0176 0.0148 -0.0115 -0.00329 

 (0.0225) (0.0190) (0.0125) (0.0339) (0.0327) (0.0120) 

Thirteen -0.101*** 0.0806*** 0.0201 0.0182 -0.0207 0.00251 

 (0.0251) (0.0224) (0.0141) (0.0399) (0.0399) (0.0145) 

Fourteen -0.0451 0.0516** -0.00647 -0.0152 0.00595 0.00920 

 (0.0283) (0.0245) (0.0163) (0.0420) (0.0404) (0.0145) 

Fifteen - - - - - - 

       

White mother -0.117*** 0.0809*** 0.0359*** -0.0451 0.0133 0.0318** 

 (0.0293) (0.0261) (0.0139) (0.0379) (0.0362) (0.0147) 

Equi hh income -7.42e-06 -1.92e-06 9.34e-06 -3.95e-05 3.76e-05 1.91e-06 

 (3.39e-05) (3.46e-05) (7.10e-06) (3.63e-05) (3.61e-05) (1.45e-05) 

Employed mother 0.0163 -0.00352 -0.0128 0.0313 -0.00708 -0.0242* 

 (0.0254) (0.0211) (0.0122) (0.0384) (0.0376) (0.0133) 

Oneparent hh 0.0105 -0.0201 0.00954 -0.0384 0.0310 0.00743 

 (0.0272) (0.0230) (0.0131) (0.0362) (0.0355) (0.0150) 

Urban  0.0735* -0.0528* -0.0207 0.0636 -0.0320 -0.0316 

 (0.0408) (0.0310) (0.0209) (0.0617) (0.0599) (0.0239) 

stdINCOME -0.0322** 0.0130 0.0192*** -0.0345* 0.00830 0.0262*** 

 (0.0135) (0.0115) (0.00621) (0.0206) (0.0197) (0.00715) 

       

Observations 503 217 169 475 305 108 

 

Pseudo R2 

 

0.10 

 

0.10 

 

0.10 

 

0.13 

 

0.13 

 

0.13 
Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. Mother education and wave fixed effects included. 
Source: Author's computation on UKHLS. 
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Table A3 , Marginal Fixed Effects,  Logit, youth 13-15, waves 1 to 6, all outcomes, children in the same neighbourhood since 10 

years, IDACI as neighbourhood deprivation variable 

 (1) (2) (3) (4) (5) (6) 

VARIABLES Bad Life Unhappy Quarrel Not Talk Mom Bullied Disliked by 

peers 

       

Gender (female) 0.0727*** 0.164*** 0.0282 -0.0965*** -0.0333 -0.00320 

 (0.0194) (0.0321) (0.0361) (0.0357) (0.0234) (0.0119) 

Thirteen -0.0198 -0.0198 -0.105** -0.103** 0.103*** 0.00251 

 (0.0223) (0.0368) (0.0421) (0.0399) (0.0259) (0.0144) 

Fourteen 0.0281 0.0465 -0.0116 0.0386 0.0455 0.00911 

 (0.0199) (0.0368) (0.0449) (0.0416) (0.0293) (0.0143) 

Fifteen - - - - - - 

White mother 0.0460** 0.0891** 0.0630 0.0459 0.123*** 0.0315** 

 (0.0219) (0.0356) (0.0407) (0.0407) (0.0299) (0.0145) 

Equi hh income 1.16e-05 5.29e-06 1.77e-05 2.56e-06 9.44e-06 1.71e-06 

 (1.98e-05) (3.29e-05) (3.81e-05) (3.98e-05) (3.16e-05) (1.43e-05) 

Employed mother -0.0228 -0.0323 0.00518 0.0595 -0.0172 -0.0240* 

 (0.0214) (0.0337) (0.0405) (0.0394) (0.0263) (0.0131) 

Oneparent hh 0.0330 0.0743** 0.160*** 0.0545 -0.00875 0.00729 

 (0.0202) (0.0338) (0.0404) (0.0402) (0.0288) (0.0148) 

Urban  -0.0333 -0.0790 -0.0932 -0.0737 -0.0787* -0.0313 

 (0.0363) (0.0533) (0.0680) (0.0684) (0.0419) (0.0237) 

Std IDACI 0.00289 0.0106 -0.0204 -0.00439 0.0345** 0.0259*** 

 (0.0107) (0.0192) (0.0215) (0.0220) (0.0141) (0.00708) 

Observations 1,797 888 874 879 889 888 

 

 
Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. Mother education and wave fixed effects included. 
Source: Author's computation on UKHLS
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Chapter 2 

 

What else do parents give their sons? 

PIAAC evidence on the 

intergenerational transmission of labour 

market advantage in 8 OECD countries 
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1 Introduction and theoretical framework 

 

The transmission of socio-economic advantages from parents to their offspring has 

long been a central concern in social science debates about meritocracy, 

intergenerational mobility and equality of opportunity (e.g. Boudon, 1974; Roemer, 

1998; Goldthorpe, 2007; Duncan and Murnane, 2011; Clark, 2014). In recent decades, 

a growing literature has investigated this transmission process by estimating the 

intergenerational income elasticity (IGE), which captures how much of the income 

difference among parents is preserved among their children. Northern European 

countries are typically found to be the most intergenerationally mobile, while the US, 

the UK and Southern European countries tend to be more intergenerationally persistent 

(Corak, 2013; Blanden, 2013). Similar cross-country differences have been found by 

recent studies for EU countries based on the EU-SILC which have analysed the 

association between parents’ socio-economic characteristics (e.g. education, 

occupation) and adult children’s earnings (Raitano and Vona, 2015a and 2015b). 

Following Becker and Tomes (1979, 1986) and Solon (2004), the economic 

literature usually considers the main channel through which parents influence 

children’s earnings to be the accumulation of productive human capital through 

parental investment in children’s quantity and quality of education, the informal 

transmission of non-cognitive abilities and other productive endowments (as well as 

through sheer genetic transmission; Bjorklund et al., 2006)14.  In other words, the 

association between parental characteristics and children’s earnings is usually 

considered “indirect”: parents influence various forms of their children’s human 

 
14 We use the terms non-cognitive abilities, soft skills and social skills as synonyms. 
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capital, which are in turn rewarded differentially in labour markets15. Clearly, if “family 

capital” synthetically captures all the different pathways through which parents can 

transmit labour market advantage to their children, “human capital” is one key pathway 

in this transmission process (Becker and Tomes, 1979, 1986; Coleman, 1988, 1990). 

In particular, in providing a stimulating cognitive environment for their children, 

parents (irrespective of their financial capital) can improve their children’s educational 

performance and choices, which in turn will affect their labour market earnings.  

However, human capital is unlikely to be the only pathway in this process. 

Families, when they can, will employ a wide array of tools, strategies and types of 

capital to transmit advantages to their children (Boudon, 1974; Goldthorpe, 2007; 

Clark, 2014; Putnam, 2015; Esping-Andersen, 2016). From a theoretical point of view, 

intergenerational mobility might also be driven by parental background-related traits 

different from productive cognitive and non-cognitive human capital which are 

rewarded by the markets, such as social connections allowing children coming from a 

better background to exploit rents, especially in non-competitive markets (Franzini et 

al., 2016). Such a “direct” (or residual) effect of parental background on labour market 

outcomes, above and beyond children’s human capital, would be a key empirical 

indicator of mechanisms at work in a society that reduce intergenerational mobility and 

education-based meritocracy (Goldthorpe, 2007; Goldthorpe and Jackson, 2008; 

Bernardi, 2016; Bernardi and Ballarino, 2016a). Our article therefore aims to probe 

cross-national variation in whatever else parents may be able to transmit to their 

children, after four different dimensions of the human capital pathway (educational 

 
15 According to this view, all cognitive and non-cognitive abilities that affect individual 

productivity, i.e., hard skills, soft (or social or non-cognitive) skills, health status and other 

unobservable individual abilities are included in the concept of human capital. 
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attainment, field of study, test scores, and possible proxies of non-cognitive skills) have 

been controlled for (Figure 1).  

Such parental “residual capital” (the direct effect) might well complement and 

correlate with parental “human capital” (the indirect effect). But it is conceptually and 

causally distinct, as it captures how else parents can transmit labour market advantage 

to their children, for instance by simply transmitting the family business to their 

offspring or using favouritism and nepotism to get their offspring better jobs in other 

firms (Ballarino and Bernardi, 2016), or by otherwise bridging the “F-connection” 

between families, friends and firms (Ben-Porath, 1989) through personal networks, 

notably weak ties (Granovetter, 1995 and 2005; Putnam, 2015). Recent empirical 

research has pointed to such “direct” channels through which parents may “residually” 

influence their children’s outcomes, such as job referrals, nepotism and the 

transmission of employers (e.g., Magruder, 2010; Corak and Piraino, 2011; Bernardi 

and Ballarino, 2016a; Raitano and Vona, 2019).  

Figure 1, Theoretical Model 

 

Further research, although not disentangling causal effects, points to differences among 

EU countries in the main mechanisms likely to be operating in translating parental 

characteristics into children’s incomes (Raitano and Vona, 2015a and 2015b), since in 



77 
 

countries characterized by a higher IGE, such as Italy, Spain and the UK, a significant 

association between parental background and children earnings persists even after 

children’s formal educational attainments are controlled for. This suggests a potential 

role in the intergenerational transmission process for unobservable background-related 

factors such as unobservable abilities or social connections. By contrast, no such 

“residual” association between parental characteristics and children’s outcomes 

remains in Northern European countries. This suggests that in these countries the 

intergenerational transmission process is entirely mediated by formal educational 

attainment, thus signalling that in Northern countries the absence of wage premia for 

children with the same education who come from a more advantaged family 

background may be mostly related to a higher homogeneity in the quality of education 

provided to children, i.e. to their higher levels of actual educational opportunity (see 

e.g. Nolan et al., 2011). 

Therefore, one may ask what drives the existence of a residual intergenerational 

association among sons with the same level of formal education. A more advantageous 

parental background might be associated with higher cognitive and non-cognitive 

abilities directly transmitted without costs or acquired through specific parental 

investments (Becker and Tomes, 1979, 1986). However, such further background-

related abilities are not captured by mere formal educational attainment and may signal 

the absence of an effective education-based meritocracy, even when formal education 

opportunities are equalised. Actually, children from better parental backgrounds often 

benefit from a higher-quality education (Lareau, 2003; Bratsberg et al., 2007), more 

extra-schooling activities (Duncan and Murnane, 2011; Putnam, 2015), and better 

early-age skill formation (Cunha and Heckman, 2007). They also tend to have a better 

endowment of non-cognitive or soft/social skills such as ambition, grit, extroversion, 
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risk and trust attitudes,  the motivation to work hard, the willingness to work on a team, 

the sense of discipline or leadership. Such social skills are increasingly rewarded in the 

labour market (Blanden et al., 2006; Carneiro et al., 2006) and are considered as a 

further  dimension of human capital since they affect individuals’ productivity (Bowles 

et al., 2001; Lareau, 2003; Goldthorpe and Jackson, 2008; Heckman and Kautz, 2012).  

However, any positive association between parental characteristics and 

children’s earnings when children’s education is controlled for might depend both 

indirectly on these background-related abilities and directly on better social 

connections that help children from better backgrounds find higher paying jobs 

(Granovetter, 2005). Therefore, even after controlling for child education, the 

characteristics of parental background may mask both unobservable abilities and social 

connections. It is therefore difficult to empirically distinguish whether a better 

background is more associated with (unobservable) higher human capital than with a 

better endowment of social ties, or, in other words, with the absence of an effective 

education-based meritocracy or with further inequalities of opportunities emerging in 

the labour market. Cross-country comparisons can be very insightful in this regard. For 

instance, it is widely believed that countries with regulated wage setting and well-

functioning public education offer more equalised chances to everybody. Consistently 

with Bratsberg et al. (2007), Nolan et al. (2011) and Esping-Andersen (2015, 2016), 

social democratic welfare state regimes, compared to conservative or liberal regimes, 

can more effectively equalise the opportunity structure by providing comparatively 

more homogeneous and better-quality education to most children, independently of 

their origins, thus reducing the strength of direct mechanisms of the intergenerational 

transmission of advantages related to the differences in the quality of education. 

Conversely, in countries characterised by highly heterogeneous schooling systems and 
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deregulated wage settings, like the UK and the US, well-off children can highly 

improve their earning potential by accessing top schools and universities, whose access 

is very often related to parental incomes (Blanden and Machin, 2004). Furthermore, 

family ties can play a major role in determining occupational achievements and 

earnings, especially in countries characterized by less transparent labour market 

selections (Checchi et al., 1999). The relative importance of the various mechanisms is 

likely to vary substantially across countries, according to the characteristics of the 

educational and the productive systems.  

Exploiting the OECD Program for the International Assessment of Adult 

Competencies (PIAAC) dataset, which provides rich information on various 

dimensions of workers’ human capital in addition to their educational attainment, this 

article aims to explore cross-national variation in the intergenerational transmission 

process and on the likely sources of a possible residual background association. We 

argue that a more advantaged family background can influence an individual’s earnings 

in three – not necessarily consecutive – steps, that are precisely observed in our 

empirical analysis: (i) through the probability of attaining a higher formal level of 

education; (ii) through the probability of attending more rewarding fields of study; iii) 

allowing children, through many channels, to acquire better cognitive abilities 

(knowledge capital), as proxied by literacy and numeracy scores. Furthermore, 

following Esping-Andersen and Cimentada (2018), we also observe, albeit with 

caution, as a fourth step three possible proxies of (iv) non-cognitive skills that are likely 

to be rewarded in the labour market (Heckman and Rubinstein, 2001; Blanden et al., 

2006). If and where a residual direct association remains even after controlling stepwise 

for these various forms of human capital, this would point to a possible existence of 

further non-meritocratic factors operating in the labour market, related to a possible 
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reward for non-productive abilities endowed by children of better connected parents.  

We hasten to point out that our empirical setting does not allow us to causally 

identify the existence of these factors. Indeed, despite controlling for detailed proxies 

of human capital in our analyses, we cannot exclude that the residual association 

between children’s earnings and parental background is also due to further 

unobservable background-related abilities sons may have. 

To this aim, we compare eight major OECD countries – France, Germany, Italy, Spain, 

Norway, Poland, the UK and the US – characterized by different degrees of 

intergenerational inequality and different educational, social and economic systems. 

We focus on close to 7,000 male workers aged 30-54. Our dependent variable is the 

log of hourly earnings and our proxy of background is parental education..  We carry 

out, stepwise, a set of five regression models where we sequentially add to our basic 

model further covariates that might mediate the relationship between parental 

background and adult son’s earnings: (1) son’s formal educational attainment , (2) their 

chosen field of study,and (3) their literacy and numeracy scores . As a robustness check, 

we also add (4) the proxies of soft skills suggested by Esping-Andersen and Cimentada 

(2018). Therefore, our aim is to verify whether the intergenerational association 

between proxies of parental background and sons’ earnings is wholly mediated by these 

various proxies of individual abilities or human capital, or whether, instead, a “direct” 

association persists.  

2 Data and empirical strategy 

In this section we first present the data and the variables we use to identify skills and 

parental background and, we then describe our methodology and empirical strategy. 

2.1 Data and proxies of skills and parental background 
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The OECD PIAAC dataset includes a rich battery of direct indicators of workers’ skill 

proficiency derived from a purposely designed assessment exercise. The PIAAC 

survey covers 250,000 adults, representing 815 million adults aged 16 to 65 surveyed 

in 33 countries from August 2011 to March 2012 and from April 2014 to April 201516.   

An important novelty of PIAAC is the availability of cross-country comparable 

measures of literacy and numeracy scores, which are a good proxy for individual 

unobservable abilities. Furthermore, with respect to the International Adult Literacy 

Survey (IALS), PIAAC provides substantially larger sample sizes per country and, 

more importantly, substantially extends the depth and range of measured skills. 

We restrict our sample to eight major OECD countries characterized by 

different welfare regimes: France, Germany, Italy, Spain, Norway, Poland, the UK and 

the US. The literature on intergenerational income inequality provides accurate 

estimates of IGE and produces a clear country ranking among these countries (Blanden, 

2013; Corak, 2013; Cervini Plà, 2015; Barbieri et al., 2019). Norway, followed by 

Germany, are characterized by the lowest IGE, while the US, the UK and Italy exhibit 

the highest IGE17.  Similar country rankings are also found for the association between 

parents’ and children’s education (Hertz et al., 2007; OECD, 2018). 

There is wide consensus about the relevance of a strong life-cycle pattern in the 

correlation between current and lifetime earnings. This pattern implies that the 

intergenerational correlation tend to be highly sensitive to the age at which children’s 

earnings are observed (Haider and Solon, 2006). To this end we restrict our sample to 

people aged 30-54, i.e. in the central years of their working life. Moreover, to avoid 

immigration-related biases we only consider people born in the country where the 

 
16 In the eight countries considered here, the survey has been carried out in 2011-2012. 

17 No estimates of the IGE have been carried out so far for Poland, but OECD (2018), comparing 

indexes based on the association between parents’ characteristics different from incomes and children 

outcomes, finds that the degree of social mobility in Poland is rather high in international comparison. 



82 
 

PIAAC interview was conducted. We do not consider people in self-employment 

because of likely cross-country differences in the way self-employment is defined and 

because of possible underreporting of self-employed labour incomes in sample 

surveys18.  Finally, consistent with the majority of the existing literature, we consider 

only males to avoid difficulties associated with the different labour supply behaviours 

across genders.  

Our full sample consists of 6,974 individuals. Table 1 describes our sample 

composition by countries. As a proxy of parental background, we use the highest level 

of parental education, converted in years. The distribution of mean years of parents’ 

education strongly differs across countries: , ranging from over 14 years in Germany 

and the US to less than  10 years in Italy and Spain. Admittedly,  parents’ education 

might not be an exhaustive proxy of parents’ influence, since other parental features 

(e.g. wealth, not recorded in PIAAC) might capture further mechanisms related to 

social ties (Mood, 2017). However, reassuringly, Raitano (2015) notices that the 

pattern of the intergenerational association in EU countries does not change when 

proxies of parents’ economic conditions (“ability to make ends meet” or financial 

distress), rather than parents’ education or occupation, are taken into account. 

The main outcome variable of our analysis – the log of gross monthly wage 

from employment, measured in PPS dollars in PIAAC19 – also shows differences across 

countries with lowest mean wages in Poland and highest mean wages in Norway and 

the US, while the highest wage dispersion in our sample characterizes Germany and 

 
18 Excluding the self-employed, we do not take into account transmission mechanisms related to the 
transmission of family business or nepotistic barriers in licensed professional activities. Notice, also, 
that considering only those in employment in the year of the PIAAC interview,  we are not 
investigating possible mechanisms influencing the association between parents’ features and sons’ 
unemployment risks.  
19 We use gross monthly wages due to the lack of gross hourly wages in many of the considered 

countries. 
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the US20. Finally, mean values of the literacy and numeracy scores largely vary across 

countries with Italy and Norway experiencing the lowest and the highest values, 

respectively. 

The use of measures of cognitive skills as complementary measures of earnings 

potential has two main advantages. First, measuring the total outcomes of education, 

they capture overall skills obtained from various sources: family, school, on the job 

training and innate ability. Second, by allowing for differences in performances among 

students with different quality of schooling (but possibly the same quantity), they point 

to the importance of different policies designed to affect the quality aspects of schools. 

Relatedly, Hanushek and Woessmann (2012) measure “knowledge” capital with test 

scores in mathematics, science, and reading achievement and find that differences in 

cognitive skills lead to economically significant earnings differences. Barone and Van 

de Werfhost (2011), using IALS data for the US, the UK, Germany and the 

Netherlands, find that a large fraction of the education effect is attributable to cognitive 

skills (from 32% to 63%, depending on the country). Cappellari et al. (2016), jointly 

considering schooling and skills, find a significant role for skills in determining wages. 

 

 

 

 

 

 

 

 
20 Note that, unlike EU-SILC 2005, on which most previous research addressing similar issues is 

based, PIAAC data provides a homogeneous definition of monthly earnings for all countries, thus 

allowing a direct comparison across countries of the size of the estimated coefficients of the 

association between parental background and offspring earnings. 



84 
 

Table 1, Sample distribution by main characteristics and wage mean and 

standard deviation  
FR DE IT ES NO PL UK US 

Son's age class Percentage 

30-34 20.0 16.1 18.1 20.6 18.9 24.5 20.1 21.0 

35-39 20.8 16.2 22.8 21.3 20.1 22.7 18.4 22.1 

40-44 19.8 24.5 21.3 23.1 22.0 18.0 22.7 18.0 

45-49 20.5 24.4 21.7 18.6 20.1 18.8 21.8 18.7 

50-54 18.9 18.7 16.0 16.5 19.0 15.9 16.9 20.2 

Sons' education Percentage 

Lower secondary 15.8 5.1 48.3 37.2 8.4 6.7 7.0 5.1 

Upper secondary 52.8 48.7 38.5 20.3 36.3 61.5 50.9 40.1 

Post-secondary non tertiary 12.3 21.6 0.9 14.3 18.6 2.3 12.9 20.3 

Tertiary 19.2 24.6 12.3 28.2 36.7 29.5 29.2 34.5 

Parents' education Percentage 

Lower secondary 45.8 5.7 75.2 75.9 24.1 24.8 25.5 9.4 

Upper secondary 36.9 59.9 19.8 12.9 42.8 63.3 50.2 51.3 

Tertiary 17.3 34.4 5.0 11.2 33.0 11.9 24.2 39.4 

Number of books at home Percentage 

<10 14.7 8.2 24.7 14.9 2.9 11.8 12.6 12.8 

10-24 17.8 13.7 24.3 19.8 5.7 20.9 15.6 19.4 

25-99 34.3 36.5 31.2 36.9 31.1 33.5 35.8 36.9 

100-199 16.5 20.4 12.0 12.1 24.6 17.3 14.6 15.6 

200-499 10.5 14.4 4.8 11.6 22.2 13.0 15.6 10.8 

At least 500 6.2 6.9 3.1 4.8 13.4 3.5 5.8 4.6 

Monthly wage 
       

Mean  3067 4705 3091 2993 5364 1908 4506 5836 

SD 1765 5105 1835 1928 2725 1458 3985 5575 

Log monthly wage 
       

Mean  7.918 8.228 7.901 7.876 8.490 7.387 8.199 8.391 

SD 0.449 0.709 0.525 0.491 0.446 0.559 0.640 0.779 

Literacy         

Mean 271 280 257 271 296 266 286 286 

SD 42.3 44.1 40.0 41.6 36.0 44.3 46.3 43.9 

Numeracy         

Mean 272 291 262 270 306 266 283 278 

SD 48.9 46.8 44.1 42.8 40.7 47.6 49.9 50.1 

N 1,108 923 649 800 949 604 1,122 809 

 

Source: elaborations on PIAAC data. 

 

However, Heckman and Kautz (2012) suggest that achievement tests do not adequately 

capture soft skills, even if they recognize that children who are more academically 
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motivated and are more curious learn more and have higher test scores. Under this 

perspective, achievement tests are likely to partially capture personality traits and soft 

skills. While PIAAC does not exhaustively measure soft skills, three variables – the 5-

category answers to the questions about “I like to get to the bottom of things”, “I like 

to figure out how different ideas fit together” and “If I don't understand something, I 

look for additional information” – may be used, albeit with caution, as proxies of non-

cognitive productive skills, since these variables attempt to capture individual’s 

motivation, perseverance, initiative and ambition (Esping-Andersen and Cimentada, 

2018). In a further specification of our regressions we thus make also use of these 

additional variables.  

Since individual skills may take time to be revealed, it is important to stress 

that, differently from studies on early-career earnings which rely on skills measured at 

school, PIAAC measures skills at the time of the interview. Thus, the risk of downward 

lifecycle bias is minimized. However, as stressed by Hampf et al. (2017), different 

employment patterns could directly affect test scores over the lifecycle (e.g. better jobs 

might use and reinforce skills and vice-versa). To the best of our knowledge the PIAAC 

dataset, widely used for other purposes, has been scarcely exploited to investigate the 

intergenerational transmission of advantages (exceptions are Jerrim and Macmillan, 

2015, and Esping-Andersen and Cimentada, 2018). Therefore, this article exploits the 

richness of the  PIAAC dataset by using skills measures to reduce the unobservable 

ability bias related to omitted variables and to look at the differences across countries 

of the residual correlation between parental background and sons’ earnings when adult.  

 

2.2 Methodology and empirical strategy 
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We investigate how strong, if any, a “direct” influence of family background on sons' 

earnings emerges, i.e. an influence not mediated by sons’ educational path and abilities 

proxied by numeracy and literacy scores and by possible proxies of non-cognitive skills 

(Figure 2). To this aim, five OLS models were estimated, where the dependent variable 

is the log of monthly wage and the crucial independent variable is the education of the 

parents (measured in years)21. We run all OLS regressions by countries, using sample 

weights provided in PIAAC.  

Figure 2, Empirical Model

 

First, we run a simple base regression of sons’ incomes on parental background 

only controlling for dummies about sons’ 5-year age class. Second, consistently with 

the standard interpretation of education as the main mediating factor of the 

intergenerational transmission process, we then add to the model sons’ education as a 

 
21 As shown in Table 1 in PIAAC another possible variable to identify parental background could be 

the number of books at parental home when the individual was 14. While, due to high collinearity 

which would make the results not interpretable, it is not sensible to use both parental education and 

books at home in the same model, we try a separate model with a categorical variable of books at 

home used as background variable. The results are presented in the appendix and do not provide a 

clear picture of the main mechanisms at place. 
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covariate22. Third, we also add the information about the field of study followed by 

those who attained at least an upper secondary degree23.  Fourth,, in the “full” model – 

that is our preferred specification – we also add scores in numeracy and literacy scores, 

that, as pointed out, might be considered as proxies of individual unobservable abilities. 

Finally, by way of  robustness check, we also run a fifth “extended” model where we 

add to the covariates included in the “full” model 5-category dummies for each of the 

three proxies of soft skills. We thus estimated whether a “residual background 

correlation” (RBC) remains when controlling for all the dimensions of sons’ human 

capital (including possible proxies of non-cognitive skills) observable in PIAAC. 

According to our theoretical framework, as mentioned, a better family 

background can influence an individual’s earnings in four (not necessarily consecutive) 

steps, i.e. allowing children to achieve: (i) a higher level of education; (ii) a more 

rewarding field of study; (iii) better knowledge capital or cognitive abilities, as proxied 

by literacy and numeracy scores; and (iv) more rewarding non-cognitive abilities.As 

preliminary regressions, we also test across countries through OLS whether sons’ 

educational attainment (measured in years) and literacy and numeracy scores are 

associated with our proxy of family background, also controlling for sons’ education 

when regressing literacy and numeracy scores on family background. 

We note that  education and further skills might not linearly affect the 

intergenerational transmission process since they interact in any point of the son’s life 

(e.g. unobservable skills and education influence each other). However, we prefer to 

proceed with a simple stepwise approach since it allows us to better highlight how the 

 
22 Education is coded through four dummies: at most lower secondary, upper secondary, post-

secondary not tertiary and tertiary. 

23 Field of study is coded through five dummies: general, humanities, social sciences, STEM, and 

health. No distinction in the field of study is recorded in PIAAC for those who achieved at most a 

lower secondary degree. 
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RBC changes when we add possible mediating factors that are often neglected in 

empirical analyses24.  Furthermore, it has to be pointed out that social connections, in 

addition to  affecting earnings of children with the same skills but coming from a 

different background, might also influence children’s skills (e.g. if those coming from 

a better background are admitted to a more prestigious university because of their social 

ties). Hence, our strategy provides insights on a possible additional role of social 

connections in the labour market but does not provide insights about the mechanisms 

that allow those coming from a better background to acquire better skills. 

3 Empirical findings  

Preliminary estimates in Table 2 show the association between parental education and 

sons’ education and scores in literacy and numeracy tests. There is a strong and positive 

association between parental background and children outcomes in all countries and, 

notably, the third and fifth panels show that the relationship between children literacy 

and numeracy and parental background remains positive and statistically significant in 

all eight countries when also controlling for sons’ educational attainments. This 

indicates that the residual association between parental background and children 

earnings, controlling only for sons’ educational attainment, might mask effects due to 

further background related abilities. In this article we try to reduce this latter risk mostly 

by controlling for literacy and numeracy scores. 

 
24 Note that we are interested in the relation between sons’ earnings and parental education, controlling 

for the possible proxies of sons’ human capital. Therefore, a possible collinearity between the various 

dimensions of human capital (education, field of study, numeracy, literacy and proxies of soft skills) is 

not an issue at stake here, since it may bias the statistical significance of the coefficients associated to 

these dimensions but does not bias the coefficient of parental education. 
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Table 2, Association between sons’ education and scores in literacy and numeracy tests and parents’ years of education1  
FR DE IT ES NO PL UK US 

Dependent variable: Education 

Par. educ. 0.2412*** 0.2610*** 0.4284*** 0.3838*** 0.2315*** 0.2575*** 0.2289*** 0.2609***  
[0.0224] [0.0274] [0.0385] [0.0362] [0.0226] [0.0327] [0.0225] [0.0269] 

N 922 873 648 782 938 583 926 783 

Dependent variable: Literacy scores, not controlling for son’s education 

Par. educ. 3.4586*** 5.6216*** 4.4883*** 4.5146*** 2.6875*** 4.4451*** 5.4391*** 5.2615***  
[0.3939] [0.5581] [0.5846] [0.4551] [0.3393] [0.6744] [0.4292] [0.5422] 

N 922 873 648 782 938 583 926 783 

Dependent variable: Literacy scores controlling for son’s education 

Par. educ. 1.5031*** 2.5689*** 1.8696*** 1.8354*** 0.9246*** 1.5854*** 3.7021*** 2.4269***  
[0.3800] [0.5012] [0.5789] [0.4304] [0.3183] [0.6126] [0.4119] [0.4933] 

N 922 873 648 782 938 583 926 783 

Dependent variable: Numeracy scores, not controlling for son’s education 

Par. educ. 4.2317*** 6.0669*** 5.1837*** 4.6434*** 2.9875*** 4.2394*** 5.7290*** 5.6586***  
[0.4506] [0.5901] [0.6435] [0.4625] [0.3875] [0.7293] [0.4662] [0.6249] 

N 922 873 648 782 938 583 926 783 

Dependent variable: Numeracy scores controlling for son’s education 

Par. educ. 1.6450*** 2.7225*** 2.1609*** 2.1258*** 1.0334*** 1.4257** 3.8077*** 2.3364*** 

 [0.4155] [0.5187] [0.6257] [0.4436] [0.3649] [0.6791] [0.4455] [0.5636] 

N 922 873 648 782 938 583 926 783 

1 Sons’ 5-year age class is included among the covariates in all models. *** p<0.01, ** p<0.05, * p<0.10.  

Source: elaborations on PIAAC data.  
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Table 3 shows the results of our five models (Figures A1-A3 in the online Appendix 

additionally plot the results presented here for Models 1, 2 and 4).  Model 1 estimates 

the effect of parental education on sons’ monthly earnings only including sons’ age 

class as a control. Model 2 adds the first background-related intervening factor, sons’ 

formal educational attainment. Model 3 additionally controls for the son’s field of 

study. Then, in our favoured model 4we add the main contribution of this article, i.e. 

knowledge capital as captured by literacy and numeracy skills scores. Finally, in model 

5, as a sort of robustness check we also add the proxies of non-cognitive abilities 

suggested by Esping-Andersen and Cimentada (2018). The estimated coefficient of 

parental background in Model 1 is the overall effect of family background on sons’ 

earnings. The coefficient is positive and highly significant at the 1% confidence level 

in all countries. Consistent with the standard country rankings of intergenerational 

inequality, the correlation between parental background and sons’ earnings is lowest in 

Norway and highest in the UK25.   

The effect of parental education is, as expected, considerably reduced when, in 

Model 2, we also add sons’ educational attainment among the explanatory variables. 

As expected, the association between sons’ log wages and education is positive and 

largely statistically significant everywhere. Parental background, by contrast, is now 

no longer significantly different from zero in Norway, Germany and the USA, thus 

signalling that in these three countries the role of parental background is entirely 

mediated by the formal education attainment parents can transmit to their sons. 

Elsewhere, the parental background coefficient more than halves, with the strongest 

reduction in France and Poland. But the association between parent’s education and 

sons’ earnings remains statistically significant in all five cases, signalling that the 

 
25 Note that the size of the estimated coefficient in model 1 in the eight countries is not linked to the 

standard deviation of log earnings (see Table 1). 
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influence of parental background is not entirely mediated by education. Effect sizes 

show that in particular in Italy, Spain and the UK the role of parental background goes 

well beyond education, consistent with findings by Raitano and Vona (2015a and 

2015b) using the EU-SILC. This suggests that better-educated parents in these 

countries not only can allow their children to have a better education but they might 

also help their children directly in the labour market, allowing them to be endowed by 

better cognitive and non-cognitive abilities or more fruitful social connections. Our 

results for Spain are also confirmed with older data by Bernardi (2016), who, in 

addition, finds a stronger residual effect in the service sector, where non-cognitive 

social skills matter more (see also Ballarino et al., 2016 on Italy).  
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Table 3 Association between sons’ log earnings and parents’ years of education controlling for sons’ characteristics1  
FR DE IT ES NO PL UK US 

Model 1: Base model 

Par. educ. 0.0367*** 0.0465*** 0.0462*** 0.0485*** 0.0227*** 0.0463*** 0.0560*** 0.0464***  
[0.0043] [0.0093] [0.0076] [0.0055] [0.0044] [0.0087] [0.0067] [0.0103] 

N 922 856 648 782 938 583 926 731 

Model 2: Education 

Par. educ. 0.0134*** 0.0077 0.0265*** 0.0221*** 0.0065 0.0181** 0.0337*** 0.0101  
[0.0041] [0.0090] [0.0082] [0.0054] [0.0044] [0.0085] [0.0066] [0.0101] 

N 922 856 648 782 938 583 926 731 

Model 3: Education and field of study  
FR DE IT ES NO PL UK US 

Par. educ. 0.0129*** 0.0074 0.0272*** 0.0208*** 0.0067 0.0183** 0.0323*** 0.0100  
[0.0041] [0.0089] [0.0082] [0.0054] [0.0043] [0.0085] [0.0066] [0.0099] 

N 920 856 648 782 938 578 926 731 

Model 4: Education, field of study, and literacy and numeracy  
FR DE IT ES NO PL UK US 

Par. educ. 0.0092** -0.0032 0.0232*** 0.0174*** 0.0051 0.0149* 0.0251*** 0.0011  
[0.0040] [0.0088] [0.0081] [0.0054] [0.0043] [0.0084] [0.0069] [0.0098] 

N 920 856 648 782 938 578 926 731 

Model 5: Education, field of study, literacy and numeracy, and possible proxies of soft skills  
FR DE IT ES NO PL UK US 

Par. educ. 0.0088** -0.0051 0.0242*** 0.0158*** 0.0057 0.0139* 0.0250*** 0.0017  
[0.0041] [0.0089] [0.0081] [0.0055] [0.0043] [0.0085] [0.0069] [0.0098] 

N 913 855 648 773 938 578 926 731 
1 Sons’ 5-year age class is included among the covariates in all models. Dummies about son’s education are added in the third and in the fifth panel. *** p<0.01, ** 

p<0.05, * p<0.10. Full results for model 1 and 4 in the appendix in tables A3 and A4. Source: Authors’ elaboration on PIAAC 
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In Model 3 of Table 3, when we additionally account for the field of study, the 

correlation between parental background and sons’ earnings remains rather constant.  

Finally, the RBC in our preferred specification is estimated in Model 4, where we also 

include the literacy and numeracy skills scores recorded in PIAAC26.  The RBC is 

statistically significant in five of our eight countries. Effect size is relatively small in 

France (1 year of parental education is associated with a 0.9% increase in earnings), 

somewhat larger in Spain and Poland, and sizable (and significant at the 1% confidence 

level) in Italy and the UK (1 year of parental education is associated with a 2.4% and 

2.5% increase in earnings, respectively). The unexplained fraction of the overall effect 

of parental education estimated in model 1 is significantly larger in Italy (52%) and UK 

(45%) than in France (24%), Poland (30%) and Spain (33%). Our results do not change 

substantially with respect to either the effect size or the statistical significance of the 

estimated coefficient when, in Model 5, we add the three proxies of non-cognitive 

social skills, thus signalling that the RBC may not be merely attributable to the reward 

of background-related social skills27. As remarked, the existence of a RBC does not 

provide a causal evidence about the existence of an intergenerational transmission 

process related to social connections or nepotism, since, theoretically, further 

unobservable cognitive and non-cognitive abilities influenced by parents and captured 

neither by the education nor by numeracy and literacy scores might be rewarded in the 

labour market. However, looking at cross-country differences, the larger the RBC the 

stronger the conjecture that the intergenerational transmission is also due to factors 

 
26 Controlling for son’s education and field of study, the score in literacy turns out being not 

statistically significantly associated with higher log wages at the 90% confidence level in all countries 

apart from the UK, that is, however, the only country where a positive and statistically significant 

association between log wages and numeracy scores does not emerge from Model 4. 

27 Controlling for education, fields of study, numeracy and literacy, no proxy of social skills is 

significantly associated with higher earnings, apart from the variable about “If I don't understand 

something, I look for additional information” in Italy and Poland. 
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unrelated to children’s abilities, i.e. to social connections (what Franzini et al., 2016 

call “relational capital”).  

In particular, the UK and Italy turn out to be the most intergenerationally 

unequal countries in our sample when we control for all three dimensions of sons’ 

human capital. This indicates that these two countries may not only have a highly 

heterogeneous school system that might affect children unobservable abilities also 

when controlling for literacy and numeracy, but there might also be a culture where 

parents mobilize other resources to help their children in the labour market. 

Consistently, the literature has pointed out, on the one hand, that in countries 

characterised by highly heterogeneous schooling systems, like the UK, well-off 

children can improve their earning potential by accessing top schools and universities, 

whose access is very often related to parental incomes (Blanden and Machin, 2004), 

that provide students with better endowments of both abilities and social ties. On the 

other hand, family ties, through a non-transparent labour market selection (e.g. 

recommendations), can play a major role in determining occupational achievements 

and earnings, especially in Southern European countries, where welfare regimes are 

weaker, family policies comparatively little generous or progressive, and labour 

markets are often considered less meritocratic (Nolan et al., 2011).  

Conversely, in Norway, Germany and the US,  sons’ education renders the RBC 

insignificant, in line with findings by Torche (2016) for the US. This indicates that 

policies to improve intergenerational mobility and meritocracy  in these countries 

should primarily focus on improving a wider access to higher education, reducing 

increasing gaps associated with parents’ wealth and social and cultural capital (Putnam, 

2015). In turn, in countries  characterised by a significant RBC after controlling for all 

dimensions of human capital, 
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mechanisms other than the human capital pathway may  be more strongly at play in the 

intergenerational transmission of labour market advantage, for instance through the use 

of favouritism in job hiring (Ballarino and Bernardi, 2016), or other channels through 

which parents can mobilize their social capital and weak ties, especially when markets 

are not competitive (Granovetter, 1995; 2005; Franzini et al., 2016).  

Similar mechanisms may be at work in Poland. But in addition, the peculiar 

less-than-meritocratic nature of late-communist and early post-communist education 

systems and labour market reward mechanisms may have rendered the 

intergenerational transmission process less human capital-driven for  Poles aged 30-54 

. For instance, pre-tertiary education systems under communism deliberately imparted 

hyperspecialized vocational skill sets demanded by a centralized and ideologically 

egalitarian plan economy, at the expense of more general and critical skills that might 

have much better preserved their market value after 1989 (Mertaugh and Hanushek, 

2005; Barr, 1994), whereas. access to the elite schools was strongly biased by 

nomenclatura favouritism toward the children of Communist party elites (Barr, 1994). 

Subsequently, insider advantages in privatization processes (Szelenyi and Szelenyi, 

1995), reduced and delayed public spending on new marketable skills in education 

systems (Mertaugh and Hanushek, 2005) and the high degree of informality and 

uncertainty in labour market reward processes (Böröcz, 2000) may have cemented the 

comparatively smaller role of human capital in the intergenerational transmission 

process. 

Figures 3 to 5 show in a more catchy and easy way the results presented in 

Table 4, respectively for Models 1, 2 and 4 when parental education is used as 

background variable. The results for Germany and Norway confirm that the role of 

parental background is entirely mediated by the education endowment parents can 
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transmit to their children. France, which is traditionally considered similar to Germany, 

however, shows a greater persistence of the effect of parental background which is not 

entirely mediated by education. Our results also confirm that in Italy, Spain and the UK 

the role of parental background goes well beyond education. This suggests that better-

educated parents in these countries not only can allow their children to have a better 

education but they might also help their children directly in the labour market. These 

results on Spain are confirmed in Bernardi (2016) who uses a national representative 

survey from 2006 and similarly finds a sizable residual association between parental 

socio-economic occupation status and both children’s labour income and children’s 

socio-economic occupation status. Bernardi (2016) fails to find any clear-cut indication 

of temporal trends (across different cohorts) in educational returns on job status, or of 

a decline over time of this direct origin effect, but does find a stronger residual effect 

in the service sector, where non-cognitive social skills matter more (see also Ballarino 

et al. 2016 on Italy). The UK turns out to be the most unequal country in our sample. 

Even if the unexplained fraction of the overall effect of parental education is lower than 

in other countries, the UK seems to remain the country characterised by the greatest 

level on intergenerational immobility. This indicates that the UK may not only have a 

highly heterogeneous school system, but may also be a culture where parents mobilize 

other resources to help their children in the labour market, as is commonly expected in 

Mediterranean countries.  
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Figure 3, Association between parental years of education and son’s log earnings. Base model M11

 
1 Sons’ 5-year age class is included among the covariates. Source: elaborations on PIAAC data. 
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Figure 4, Association between parental years of education and son’s log earnings. Model M21

 
1 Sons’ 5-year age class and son’s education are included among the covariates. Source: elaborations on PIAAC data. 
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Figure 5, Association between parental years of education and son’s log earnings. Model M41 

1Sons’ 5-year age class, son’s education, field of study and literacy and numeracy scores are included among the covariates. Source: elaborations on PIAAC data. 
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In order to measure the association between parental background and monthly earnings 

at different percentiles of the income  distribution, we use the recentered influence 

function (RIF) regression, an estimation methodology firstly proposed by Firpo et al. 

(2009). The RIF of a specific parameter is obtained by adding up the influence function 

(IF) to the statistic of interest.  Figure 6 and 7, indeed, show the RIF for model 1 and 4 

for respectively Italy and Spain, and Poland and UK. 

In both figures we can see that in all countries where the parental background 

coefficients are larger, the returns to background are higher at the top of the distribution 

in the baseline. In our favourite specification (Model 4), the pattern remains very 

similar in Spain, Poland and Italy while in the UK a stronger effect can be seen at the 

centre of the distribution. Overall these results suggest that the relevance of parental 

background is more important for people with earnings above the mean. While we 

cannot say that these results prove that parental background lead to higher earnings, we 

can just stress the correlation. 

As stressed above we have deliberately chosen to focus on earnings and not on 

employment status because the focus of this work it to look at the possible direct effect 

of parental background on how their offspring live. However, as a robustness check, 

we would have wanted to perform the same analysis for the possibility of being 

employed, however the employment rates among males aged 30-54 is too high in the 

data of many of the considered countries. Finally, we do not include information on job 

occupation because it would mask one of the possible network effect (Raitano and 

Vona, 2018). 
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Figure 6, RIF regressions for parental education, Italy and Spain, Model 1 and 4  

 

 

Source: elaborations on PIAAC data 
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Figure 7, RIF regressions for parental education, Poland and UK, Model 1 and 4  

 

Source: elaborations on PIAAC data. 
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4. Discussion and conclusions 

The intergenerational transmission of socio-economic advantage is a complex process, 

mediated by different channels of an economic, cultural, social, and genetic nature (e.g. 

Clark, 2014 Bernardi and Ballarino, 2016a). This article has concentrated on the role 

that parental background has on children's earnings. To assess to what extent parental 

background has an effect on children’s education and then on earnings (i.e. the “indirect 

effect”) or on achievements in the labour market that are independent of education (i.e. 

the “direct effect”), we investigated males aged 30-54 in eight OECD countries with 

PIAAC data. We have aimed to advance the understanding of intergenerational 

mobility by investigating, in cross-country comparison, whether a “residual” 

correlation between parental background and sons’ earnings remains after controlling 

for several dimensions of sons’ human capital. To this aim, PIAAC dataset has two 

main advantages. First, it provides excellent measures not only of the quantity of 

education as is usual, but also of the chosen field of study and the quality of education 

or knowledge capital in the form of measures of literacy and numeracy skills, thereby 

helping in reducing the omitted variable bias about workers’ human capital. Second, it 

provides a homogeneous definition of monthly earnings for all countries. 

Our main findings can be summarized as follows. Mechanisms of 

intergenerational transmission of labour market advantage, as estimated by the 

relationships between parental background and sons’ earnings, differ widely across 

countries. Second, major differences in the residual association between family 

background and earnings point to the existence of a significant “direct” 

intergenerational mechanism not mediated by other factors proxying son’s human 

capital in Italy, Spain, Poland,, the UK and France, whereas in the US,Germany and 

Norway, the parental influence is almost entirely mediated just by the "quantity" of 
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education. All in all, these findings point to a larger role in the transmission of labour 

market advantage in Southern Europe, France, the UK and Poland of various residual 

forms of parental capital that form the “F-connection” between families, friends and 

firms (Ben-Porath, 1989), such as concrete personal network ties or labour market 

favouritism.  

Our cross-national results on the residual association are by and large confirmed 

in a major crossnational study on earlier data which explored the association between 

parental socio-economic occupation status and adult children’s labour market position 

after controlling (only) for children’s education. Bernardi and Ballarino (2016a) find a 

sizable residual association between parental status and both children’s occupation 

status and earnings in every one of their fourteen cases. Much in line with our findings, 

the size of this residual effect on status is largest by far in Italy, followed by Spain, and 

it is smallest by far in the US, followed by Germany and Norway (Ballarino and 

Bernardi, 2016). All in all, an important general conclusion from the empirical analysis 

is that improving educational equality of opportunity would not be enough to foster 

social mobility, especially in those countries where parental background plays a direct 

role in the labour market which goes well beyond better educational opportunities.  

A final caveat is in order regarding the interpretation of our results. Even if the 

use of PIAAC data helps to reduce the omitted variable bias about sons’ abilities, 

estimations about the intergenerational link carried out by means of cross-sectional data 

can be biased by the unavoidable exclusion of unobservable variables such as, for 

instance, parents' and children's further unobservable cognitive and non-cognitive 

abilities. We therefore do not put forward strong causal claims about the effects we 

find between parental background and sons’ outcomes. Moreover, genetic heritage of 

cognitive and non-cognitive traits unobservable in our dataset might plague our 
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estimated background association (Asbury and Plomin, 2014; Bjorklund et al., 2006). 

However, it has to be stressed that studies about genetics have never proved the 

existence of a sure inherited link between parents' and children's abilities (Rose, 2006). 

Furthermore, as it is very likely that the influence of genetic factors does not 

substantially differ across countries, this identification problem is much less of an issue 

at stake in this article, since we focus on cross-country comparisons.  

Nevertheless, identifying the source of any such residual background 

association – i.e. whether it is due to the skills accumulation process or to the 

functioning of non-meritocratic markets – would be crucial from a policy perspective 

(Franzini et al., 2016). While our empirical strategy does not allow us to identify a 

causal effect of social connections or individual abilities on sons’ earnings, any residual 

association after controlling for the various types of human capital proxies can suggest 

that the intergenerational transmission process might be also driven by valuable non-

productive background-related traits, such as social connections, other forms of social 

or cultural capital, or non-meritocratic hiring procedures. 

Further research is certainly required to understand the role of family networks both 

at the top and at the bottom of the income distribution and across countries with large 

institutional and cultural differences, as well as the deeper meaning of what 

underlying type of capital it is precisely that families can often transmit across many 

generations (Boudon, 1974; Goldthorpe, 2007; Clark, 2014). Moreover, it is likely 

that mechanisms of intergenerational transmission might be characterised by non 

linearities and differ according to the interaction between parents’ background and 

sons’ achievement (Raitano and Vona, 2015a). Future studies should inquire the 

existence of possible non linearities, e.g. whether network effects mostly characterise 

high educated sons of high educated parents (a glass ceiling effect) or low educated 
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sons coming from an advantaged background (a “parachute” effect). Finally, as our 

results might suggest, network effects may play a major role in the labour market of 

countries where informal relationships are crucial to obtaining good jobs. Thus, 

further research could fruitfully  investigate which are the best policies to eliminate 

the “direct” parental background effect. 
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Table A1, Association between sons’ education and scores in literacy and numeracy tests and number of books at home1  
FR DE IT ES NO PL UK US 

Dependent variable: Education 

Books 0.6361*** 0.6225*** 0.9533*** 0.9933*** 0.6179*** 0.7990*** 0.4183*** 0.5698***  
[0.0499] [0.0477] [0.0775] [0.0845] [0.0592] [0.0620] [0.0470] [0.0545] 

N 1084 921 648 797 948 603 1116 808 

Dependent variable: Literacy scores, not controlling for son’s education 

Books 10.9502*** 14.4945*** 10.6481*** 13.2701*** 9.9622*** 14.6519*** 11.7398*** 12.4957***  
[0.8523] [0.9983] [1.1803] [1.0275] [0.8561] [1.2750] [0.9315] [1.0910] 

N 1084 921 648 797 948 603 1116 808 

Dependent variable: Literacy scores controlling for son’s education 

Books 6.1431*** 7.8457*** 4.8527*** 7.2542*** 5.7136*** 7.2425*** 7.8798*** 6.5264***  
[0.8343] [0.9431] [1.1984] [0.9795] [0.8121] [1.2983] [0.8529] [1.0090] 

N 1084 921 648 797 948 603 1116 808 

Dependent variable: Numeracy scores, not controlling for son’s education 

Books 13.5676*** 15.3020*** 14.1108*** 13.9430*** 11.1816*** 16.0991*** 12.9502*** 14.6329***  
[0.9859] [1.0610] [1.2684] [1.0526] [0.9778] [1.3569] [1.0025] [1.2415] 

N 1084 921 648 797 948 603 1116 808 

Dependent variable: Numeracy scores controlling for son’s education 

Books 7.0980*** 7.7736*** 7.8599*** 7.9761*** 6.5137*** 9.1669*** 8.8768*** 7.7757*** 

 [0.9267] [0.9791] [1.2756] [1.0144] [0.9315] [1.4187] [0.9221] [1.1421] 

N 1084 921 648 797 948 603 1116 808 

1 Sons’ 5-year age class is included among the covariates in all models. *** p<0.01, ** p<0.05, * p<0.10.  

Source: elaborations on PIAAC data. 
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Table A2, Association between sons’ log earnings and number of books at home controlling for sons’ characteristics  
FR DE IT ES NO PL UK US 

Model 1: Base model 

Books 0.0855*** 0.1381*** 0.1053*** 0.1289*** 0.0656*** 0.1296*** 0.0772*** 0.1017***  
[0.0096] [0.0175] [0.0156] [0.0128] [0.0115] [0.0169] [0.0138] [0.0215] 

N 1084 903 648 797 948 603 1116 753 

Model 2: Education 

Books 0.0285*** 0.0497*** 0.0655*** 0.0646*** 0.0234** 0.0557*** 0.0272** 0.0162  
[0.0093] [0.0177] [0.0171] [0.0127] [0.0115] [0.0180] [0.0130] [0.0212] 

N 1084 903 648 797 948 603 1116 753 

Model 3: Education and field of study  
FR DE IT ES NO PL UK US 

Books 0.0265*** 0.0464*** 0.0609*** 0.0630*** 0.0212* 0.0586*** 0.0308** 0.0126  
[0.0092] [0.0175] [0.0172] [0.0126] [0.0113] [0.0182] [0.0130] [0.0208] 

N 1082 903 648 797 948 598 1116 753 

Model 4: Education, field of study, and literacy and numeracy  
FR DE IT ES NO PL UK US 

Books 0.0071 0.0127 0.0444** 0.0515*** 0.0104 0.0373** 0.0061 -0.0215  
[0.0090] [0.0176] [0.0175] [0.0130] [0.0114] [0.0186] [0.0133] [0.0207] 

N 1082 903 648 797 948 598 1116 753 

Model 5: Education, field of study, literacy and numeracy, and possible proxies of soft skills  
FR DE IT ES NO PL UK US 

Books 0.0083 0.0071 0.0406** 0.0507*** 0.0102 0.0317* 0.0053 -0.0286  
[0.0092] [0.0177] [0.0176] [0.0132] [0.0116] [0.0187] [0.0132] [0.0208] 

N 1071 902 648 788 948 598 1116 753 
 Sons’ 5-year age class is included among the covariates in all models. *** p<0.01, ** p<0.05, * p<0.10.  

Source: elaborations on PIAAC data. 
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Table A3, Association between sons’ log earnings and parental education, Model 1. 

 

 France Germany  Italy Spain Norway Poland UK US 

35-39 0.124** 0.150 0.269*** 0.042 0.129** -0.021 0.150* 0.302*** 

 [0.045] [0.078] [0.061] [0.051] [0.046] [0.066] [0.063] [0.084] 

 0.036,0.213 0.003,0.303 0.149,0.389 -0.058,0.143 0.039,0.220 -0.150,0.108 0.025,0.274 0.136,0.468 

40-44 0.187*** 0.257*** 0.377*** 0.081 0.161*** -0.012 0.269*** 0.186* 

 [0.045] [0.071] [0.062] [0.051] [0.045] [0.070] [0.062] [0.090] 

 0.098,0.276 0.117,0.397 0.255,0.499 -0.018,0.181 0.072,0.249 -0.149,0.126 0.146,0.391 0.009,0.364 

45-49 0.276*** 0.203** 0.420*** 0.124* 0.151** -0.085 0.208** 0.329*** 

 [0.046] [0.072] [0.062] [0.054] [0.046] [0.072] [0.065] [0.088] 

 0.185,0.367 0.063,0.344 0.297,0.542 0.018,0.230 0.060,0.242 -0.226,0.056 0.080,0.336 0.157,0.501 

50-54 0.276*** 0.171* 0.478*** 0.201*** 0.138** -0.118 0.107 0.314*** 

 [0.047] [0.075] [0.068] [0.056] [0.048] [0.074] [0.070] [0.088] 

 0.184,0.368 0.023,0.319 0.344,0.611 0.092,0.311 0.044,0.233 -0.264,0.029 

-

0.030,0.244 0.142,0.486 

Parental 

Education 0.037*** 0.046*** 0.046*** 0.048*** 0.023*** 0.046*** 0.056*** 0.046*** 

 [0.004] [0.009] [0.008] [0.005] [0.004] [0.009] [0.007] [0.010] 

 0.028,0.045 0.028,0.065 0.031,0.061 0.038,0.059 0.014,0.031 0.029,0.063 0.043,0.069 0.026,0.067 

N 922,000 856,000 648,000 782,000 938,000 583,000 926,000 731,000 

R-squared 0.0933 0.0430 0.1192 0.0990 0.0389 0.0678 0.0846 0.0483 
Age 30-34 as reference category. Standard errors in parenthesis. Confidence interval at 95% in italics. *** p<0.01, ** p<0.05, * p<0.10.  

Source: Authors’ elaboration on PIAAC. 
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Table A4, Association between sons’ log earnings and parental education, Model 4. 

 

 France Germany  Italy Spain Norway Poland UK US 

35-39 0.101** 0.118 0.292*** 0.023 0.114** 0.030 0.170** 0.245** 

 [0.039] [0.069] [0.059] [0.046] [0.042] [0.061] [0.058] [0.075] 

 0.025,0.176 -0.016,0.253 0.176,0.408 -0.067,0.114 0.032,0.195 -0.089,0.150 0.055,0.285 0.098,0.393 

40-44 0.200*** 0.212*** 0.386*** 0.096* 0.161*** 0.031 0.245*** 0.219** 

 [0.039] [0.063] [0.060] [0.045] [0.041] [0.065] [0.058] [0.080] 

 0.124,0.277 0.087,0.336 0.268,0.505 0.007,0.185 0.081,0.241 -0.096,0.158 0.131,0.358 0.062,0.377 

45-49 0.305*** 0.226*** 0.432*** 0.152** 0.139** -0.016 0.229*** 0.400*** 

 [0.040] [0.064] [0.060] [0.049] [0.042] [0.066] [0.061] [0.078] 

 0.227,0.383 0.100,0.351 0.314,0.551 0.056,0.247 0.056,0.222 -0.146,0.113 0.111,0.348 0.247,0.552 

50-54 0.322*** 0.204** 0.516*** 0.192*** 0.162*** -0.076 0.130* 0.304*** 

 [0.040] [0.067] [0.066] [0.051] [0.045] [0.068] [0.065] [0.078] 

 0.243,0.402 0.072,0.335 0.386,0.645 0.092,0.291 0.074,0.250 -0.210,0.058 0.003,0.258 0.152,0.457 

Upper-

secondary 

0.059 0.214 0.028 0.184** 0.222*** 0.071 -0.006 0.111 

 [0.051] [0.112] [0.057] [0.059] [0.065] [0.119] [0.097] [0.117] 

 -0.041,0.159 -0.005,0.433 -0.083,0.139 0.069,0.299 0.094,0.350 -0.162,0.305 -0.196,0.184 -

0.118,0.340 

Post-

secondary 

0.214** 0.365** 0.035 0.242** 0.342*** 0.120 -0.076 -0.080 

 [0.070] [0.130] [0.216] [0.086] [0.079] [0.183] [0.121] [0.164] 

 0.077,0.351 0.110,0.620 -0.389,0.459 0.074,0.411 0.186,0.497 -0.240,0.480 -0.313,0.160 -

0.402,0.242 

Tertiary-

PhD 

0.408*** 0.615*** -0.019 0.397*** 0.475*** 0.446** 0.322** 0.249 

 [0.069] [0.134] [0.110] [0.087] [0.082] [0.138] [0.118] [0.166] 

 0.273,0.543 0.351,0.879 -0.235,0.197 0.226,0.568 0.315,0.636 0.176,0.717 0.091,0.553 -

0.076,0.575 
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Humanities -0.075 -0.226* 0.046 -0.069 -0.278*** -0.137 0.030 0.068 

 [0.046] [0.094] [0.076] [0.070] [0.063] [0.097] [0.064] [0.121] 

 -0.165,0.016 -0.411,-0.041 -0.103,0.196 -0.207,0.069 -0.401,-0.155 -0.327,0.053 -0.096,0.156 -

0.169,0.306 

Social 

Sciences 

0.072 0.142 0.525*** 0.137 0.018 -0.008 0.294*** 0.475*** 

 [0.065] [0.095] [0.133] [0.089] [0.067] [0.118] [0.086] [0.136] 

 -0.055,0.199 -0.045,0.329 0.265,0.786 -0.037,0.311 -0.113,0.149 -0.240,0.224 0.126,0.463 0.207,0.742 

STEM 0.008 -0.023 0.118 0.036 -0.031 -0.042 0.116 0.336** 

 [0.043] [0.071] [0.068] [0.073] [0.053] [0.088] [0.063] [0.120] 

 -0.077,0.093 -0.163,0.117 -0.015,0.252 -0.107,0.179 -0.135,0.072 -0.214,0.131 -0.007,0.240 0.100,0.572 

Health -0.071 -0.078 0.271 0.170 -0.185* -0.062 0.363** 0.239 

 [0.083] [0.120] [0.138] [0.105] [0.082] [0.185] [0.123] [0.154] 

 -0.234,0.092 -0.314,0.158 -0.001,0.543 -0.035,0.376 -0.346,-0.024 -0.427,0.302 0.121,0.605 -

0.063,0.542 

Literacy 

Score 

-0.001 0.000 -0.002 -0.001 -0.001 0.000 0.002 -0.001 

 [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.002] 

 -0.002,0.001 -0.002,0.003 -0.004,0.000 -0.003,0.001 -0.003,0.001 -0.002,0.003 -0.000,0.004 -

0.004,0.002 

Numeracy 

score 

0.003*** 0.004** 0.003*** 0.003** 0.003** 0.002* 0.000 0.005*** 

 [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] 

 0.002,0.004 0.002,0.006 0.002,0.005 0.001,0.005 0.001,0.004 0.000,0.004 -0.002,0.002 0.002,0.008 

Parental 

Education 

0.009* -0.003 0.023** 0.017** 0.005 0.015 0.025*** 0.001 

 [0.004] [0.009] [0.008] [0.005] [0.004] [0.008] [0.007] [0.010] 

 0.001,0.017 -0.021,0.014 0.007,0.039 0.007,0.028 -0.003,0.013 -0.002,0.031 0.012,0.039 -

0.018,0.020 

N 920.000 856.000 648.000 782.000 938.000 578.000 926.000 731.000 

R-squared 0.3502 0.2746 0.2090 0.2950 0.2289 0.2554 0.2329 0.2686 
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Age group 30-34, General field of study and at most lower secondary educated as reference category. Standard errors in parenthesis. Confidence interval at 95% in 

italics. *** p<0.01, ** p<0.05, * p<0.10.  

Source: Authors’ elaboration on PIAAC.
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Chapter 3 

 

Universal Independence Income. A 

EUROMOD simulation in the UK 
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1 Introduction  

In the current labour markets only people from privileged backgrounds have a certain 

degree of choice while people who cannot afford to stay out of the labour market are 

forced to accept any job in order to survive. The main beneficiaries of such a structured 

labour market are employers which can pay low wages, given the availability of a 

globally mobile mass of poor unskilled workers ready to accept any job. This do ut des 

mechanism is further incentivised by all the various forms of income subsidy which 

are conditional on staying on the labour market, i.e. in-work benefits and all the forms 

of workfare policies or forms of minimum income conditional on the activation on the 

labour market.  

 The aim of this work is to explore alternative tax-benefit schemes which could 

provide people with more freedom to choose whether to work or not and, once decided 

to work, increase workers’ bargaining power and their ability to select which job. We 

will explain the theoretical, philosophical and moral foundation of such an approach in 

the next section where we will also review the main literature of reference. 

 We conjecture that receiving a cash payment high enough to live on without 

working (on a purely theoretical basis, not far below the median income), would allow 

people to refuse low paid jobs (Fortunati, 1975; Deleuze, 1983; Steensland , 2011). 

More importantly, this sum of money would be received only without working, while 

as soon as a person earns any other amount of money, the UII would be removed. We 

want to investigate which are the effects on the income distribution and work incentives 

of introducing such a radical measure in comparison with the current (i.e. 2018) UK 

tax and benefit system. Differently from measures of UBI and income support whose 

first aim is to reduce poverty (Torry, 2018; Islam & Colombino, 2018; Granaglia & 

Bolzoni, 2016), however, the first goal of UII is to disincentives paid work, to allow 
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everyone to have full freedom regarding the decision to work or not, to be able to stay 

out of the labour market thanks to non labour incomes. In other words the purpose of 

our proposal of UII is to discourage paid work and therefore increase the bargaining 

power of any worker by raising her reservation wage (Tronti, 1980; Gini, 2000; Talwar, 

2009).  

The ideal UII we are here proposing can be briefly summarised as follows: 

every person at the end of the high school receives a sum of money G (around the 

median income, Universal Independence Income). As soon as the person starts to work, 

she stops to receive G and pays taxes according to the following structure: no tax area 

up to a gross labour income equal to G, continuous increasing marginal tax rates above 

G. People are entitled to receive the sum for the entire life-time span, i.e. pensions are 

replaced by the sum G. Since people are now free to choose whether to work or not 

without an income constrain, the labour market is completely flexible and all welfare 

expenditures are cancelled out. The only residual welfare expenditures are some forms 

of children benefits and support to disable people. As we discuss more in depth in 

section 3 we design different UII scenaros, in order to see the differences while 

retaining pensions or other benefits. What we have just presented is our ideal UII 

reform that from section 3 will be called UII-1. 

One possible concern is the effect on the labour supply of such a reform. While 

it would be important to investigate these effects a question remains why only people 

from richer backgrounds should be allowed to choose whether to work or not (and 

which job) and people from more disadvantaged backgrounds should not? In other 

words, even in the case that the introduction of this form of UII led to a strong reduction 

in the labour supply, it would simply mean that the only reason why people were 

working was the necessity to work. A reasonable concern is that such a reduction of 
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the labour supply could render the UII itself unfeasible if the number of claimants let 

the amount of UII to be too low (or the tax burden to increase too much). We will return 

to this point in section 3 where we try to empirically answer this concern. In any case, 

a reduction in the labour supply, even if, possibly, not positive under a general 

equilibrium perspective, it could be beneficial in terms of equality of opportunities. 

After introducing a sort of equality of choice in the labour market, it should be then 

discussed how to reach a different equilibrium with the labour demand. The only way 

to do so cannot be the monetary extortion one. Increasing automation, increasing 

efficiency, raising wages for those jobs which are necessary may be all possible 

solutions. Obviously, all these measures ca be seen as costs for the employers, who, 

conversely, under the current system can reduce investments and are not incentivised 

to increase efficiency because of abundant (unlimited?) human labour available at low 

price or subsidised by public funds. 

From the introduction of both UII and a highly progressive continuous tax 

function, we expect a reduction in inequality due to income redistribution and 

important disincentives to work due to the availability of an exit strategy. With respect 

to poverty we have no precise expectations since it is not our main target. However, it 

is naturally important to evaluate UII also under this perspective and we can imagine 

to see no particular improvements compared to the baseline. 

This paper proceeds with a theoretical, philosophical and sociological 

explanation and justification of the form of UII we want to introduce. Section 2 starts 

from analysing the concept of work in our society, it moves then to an overview of the 

current benefits commonly found in advanced economies and last we describe in more 

detail our UII proposal. In Section 3 we present our empirical application of UII in the 

UK using the Family Resource Survey (FRS) 2015 data in the EU-wide tax-benefit 
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model, EUROMOD. We first describe the data and the methodology, and then we 

present the empirical results. The last section  concludes with a discussion of possible 

challenges and limitations and a final summary of the main contributions. 

 

2 Theoretical framework  

Mark Fisher, in Capitalist Realism (2009), claims to mean by capitalist realism "the 

widespread feeling that not only is capitalism the only viable political and economic 

system today, but that it is impossible even to imagine a coherent alternative" (p. 23). 

Under this perspective, today, we would be missing a sight capable of going beyond 

the present to imagine alternative perspectives and hypotheses. We believe that what 

Fisher wrote about capitalism is also, and even more, valid when considering the theme 

of work, as it seems difficult to challenge the common thought that work is and should 

continue to be the foundation of any social organization and that work is the only tool 

that allows the individual to develop the potential of the human species. However, 

remaining within this framework of reasoning that appears to be reasonable and 

"normal" means accepting the cultural, philosophical and ethical hegemony of those 

who accept the status quo. It means, in other words, to accept a conceptual paradigm 

that under the fear of losing its scientific character, renounce to look under a truly 

critical perspective the world in which we live. 

As Marcuse (1969) wrote, instead, we believe that "this restrictive conception 

must be revised, and that this revision is suggested – even more, becomes necessary - 

by the real evolution of contemporary society" (our translation). Marcuse wrote these 

lines almost 50 years ago, though, today the informatic-technological revolution that 

we are experiencing "deprives the notion of utopia of its traditional content of unreality: 

what is considered as utopian, is no longer something that does not happen and can not 
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happen in the historical universe, but something that is prevented to happen by the 

strength of established societies. The utopian possibilities are inherent in the technical 

and technological forces of advanced capitalism ... the rational utilization of these 

forces would end poverty and scarcity in the not distant future" (own translation). 

Following the thought of Marcuse, today, the most recent wave of automation allows 

us to imagine a future in which many degrading and alienating works are forever 

abolished. 

2.1 Work  

Starting from these premises in this first part we will briefly critically review the 

philosophical-political thought on the concept of work, starting from the analysis of 

Marx’s concept of work, moving then on to thinkers who considered the work as a 

practical activity that causes misery and, therefore, consider work as irrational. Finally 

we will conclude with the reflection of Marcuse, who accepts the Marxian analysis on 

the alienation of work in a class-divided society and, referring to what Marx wrote in 

the "German Ideology", considers the overcoming of capitalism and the development 

of communism not only the abolition of the private property but of the work itself. 

As a first step we need to clear the ground from possible misunderstandings and 

confusions. We define work as “productive cooperation organised around, but not 

necessarily confined to, the privileged model of waged labour” (Weeks, 2011, p.14). 

Consistently with this definition and for the purpose of this study we will use the terms 

labour and work interchangeably, bypassing a distinction that is frequently, though 

inconsistently, posed. 

According to Marx (1844) the wage worker is alienated in 4 dimensions: with 

respect to the product of his activity, since he produces an object which does not belong 

to him (the capital) and which is configured as a power tool that dominates him; with 
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respect to his own activity, which is characterized as constrictive work, in which the 

individual is an instrument for goals which are alien to him and, consequently, he feels 

as a beast forced to do what the capitalist has decided for him; with respect to his own 

human essence, inasmuch as the prerogative that distinguishes humans from the other 

existing entities in nature is freedom, while wage work is characterized as forced and 

repetitive; with respect to the next because the other for him is first of all the capitalist, 

i.e. the one by whom the worker is exploited by being treated as a mean for his own 

goals and also because, in a capitalist society, the principle of competition induce 

people to be opponents and not mutually supportive. 

However, Marx also attaches to work a fundamental positive role. The alienated 

work of the worker in capitalist society is, in fact, the necessary premise of the 

revolution that will liberate humanity. The factory is designed as a school that allows 

proletarians to acquire class consciousness and to become a class per-se and, thus, a 

revolutionary identity. Moreover, Marx sees work alienation in capitalist society, but 

thinks that work is also praxis through which the individual objectifies the qualities of 

the human species and is therefore a central and foundational dimension of full human 

consciousness. 

Under a wide-ranging perspective, however, it is also necessary to look at the 

Marxian thought in a critical and dialectic way. In the globalized capitalist society, the 

process of production and development is completely separated from the worker’s 

conscience and competence. Productivity is no longer (if it has ever been) necessarily 

related to workers skills. The development of automation does not determine the 

growth of the level of competence and qualification of those who work. Work itself in 

in itself can no longer be considered from any perspective a process of practical and 

moral learning nor a moment of self-consciousness development. The factory no longer 



 130 

exists as a school that develops skills, as a place where class consciousness is reached. 

Beyond that, in globalized capitalism, the enormous development of productive forces 

is accompanied by an increase in working poverty and misery (Kalleberg, 2012) and 

remains detached from the realization of the individual and the growth of his potential. 

Millions of human beings are forced to migrate to escape wars and hunger, and in the 

developed countries themselves, precariousness increases and alienating jobs are 

spreading, social inequalities are growing, social mobility is reduced and experiences 

of fragility, aggression and frustration are intensified. The paradox in which the 

globalized capitalism lives and grows is that the continuous and impetuous 

development of technology, which has never been, nor can be considered neutral, rather 

than being at the service of humanity, seems to turn against it. 

For all these reasons, as underlined by Honneth (1982), today it is no longer 

possible to construct a hypothesis of radical change on the basis of the Marxian concept 

of work. Work is no longer a privileged means for the development of personality, 

contributing to the unfolding of the emotional life and the intellectual experience of the 

worker. A political-economic analysis that does not critically challenge the concept of 

work risks the placid integration in the capitalist process of rationalization (Honneth, 

1982). Today it is necessary to question not only the organization of work in capitalist 

society but the emancipatory status assigned to work from the nineteenth century. 

Therefore, it seems interesting to look from a very different perspective to the 

interpretation that is instead given to the meaning of the work by the thinkers of the 

Frankfurt school, i.e. Horkeimer and Adorno among all, and later by Arendt, Scheler 

and Habermas. 

According to the Frankfurt philosophers the Marxian analysis too turns out to 

be a chapter in the history of enlightenment and, thus, of the western rationality 



 131 

precisely for its exaltation of the progressive function of science and technology and 

for its affirmation that work is a central dimension and foundation of the full human 

self-realization. According to Horkeimer and Adorno, work inevitably has a 

component of alienation. In an interview shortly before dying, Adorno (1969) came to 

say that if Marx had prevailed the world would have turned into a giant factory. Fisher 

(2009) takes up the analysis of these authors and describes the globalized capitalist 

world as a totalitarian system in which everything is aimed at efficiency, productivity 

and profit. Bear in mind that these terms, which in themselves can be considered 

neutral, are no longer neutral as soon as they are interpreted as efficient-ism, 

productivity-ism and vocation to profit from plus-work. In fact, if efficiency itself is 

something that can be considered positively, efficient-ism as the sole objective, 

dehumanized and freed from the social context, loses meaning and positivity. The same 

reasoning applies to the concepts of productivity and profit. 

The globalized capitalist world, while presenting itself as the full realization of 

the only possible principle of rationality, under a critical analysis, reveals itself, totally 

irrational or, at least, guided by one of the many, possible, principleS of rationality. It 

proves to be indeed irrational in the claim itself to be the only possible rationality. From 

this derives, the intrinsic non-neutrality of the language of use. In a context in which 

reason is dialectically unreasonable, men are condemned to unhappiness. On the 

contrary, within a complex thought in which is recognised the interdependence of 

problems and the interdisciplinary of the approaches (Peccei, 1950), the concepts of 

productivity, profit and efficiency can return to have - even - that positive meaning that 

is inherent in them. 

Horkheimer and Adorno (1947) consider work itself as a curse that perpetuates 

the repressive structure of society and disputes the Marxian position according to which 
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only through crafting the objective world the individual realises his human essence. 

They believe that work is in no way a potentially emancipatory activity but is, on the 

contrary, the cause of man’s dehumanization and reification. In the globalized capitalist 

society there is a continuous increase in the intervention on the external nature with 

devastating ecological consequences that implies for the workers, subject to strict rules, 

the repression of their internal nature (instincts, passions, natural needs). 

Consequentially, according to Horkeimer and Adorno, work is an activity that forces 

the individuals to repress their own internal nature and to repress their own needs in 

order to control and violate more and more the external nature. The globalized society 

thus determines the destruction of nature and mass unhappiness. As also presented in 

Honneth (1982), Scheler and Arendt too deny any emancipatory value to the work 

itself. 

Max Scheler (1922) carries out a critique of the modern work ideology that 

refers to capitalist ethics. Work in contemporary society is framed as a rigidly regulated 

forced behavior established from the outside which disclose itself as a permanent 

tension to the unlimited acquisition of material goods. "It has become a rule of 

preference for modern morality that useful work is better than pleasant enjoyment." 

(Scheler, 1922, own translation). Scheler sees the bourgeois capitalist ethics as 

breaking the existential and dynamic priority of pleasure and therefore of the vital 

which is its founding value to arrive at a productive conception of what is good. For 

Scheler, work is not a self-determined activity, open to creative personal initiative, but 

it is conversely onerous and imposed work. Work does not allow any development of 

subjective potentials but involves fatigue and suffering whose meaning is not grasped. 

Work thus becomes the maximum example of non-reflective action that generates that 

resentment which is an existential peculiarity of our society. Work allows the 
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transformation of nature and its subordination to humans but does not allow us to give 

meaning and value to the world. 

Hannah Arendt (1959) emphasizes the opposition between true action - praxis 

- that does not produce anything and is significant in itself and production - poiesis - 

that seeks to pursue an objective external to the action itself. The individual realizes his 

essence through praxis while the work is part of the poiesis and is the time of effort and 

alienation necessary to ensure the material bases for the survival of human society. In 

the technological industrial society the sphere of praxis is increasingly invaded by the 

sphere of poiesis. From here it derives, in the capitalist society, a crisis of the 

humanistic culture and thought. The development of technology, with the use that is 

made of it in a capitalist model, does not therefore liberate the individuals from work 

but increasingly chains them to an automated activity until they become an insignificant 

appendix of the machine. 

Following the analysis carried out by Honneth (1982), we think it is important to 

dwell on the reflection on the work carried out by Habermas (1981) that rejects the 

Marxian connection between work and individual’s emancipation. Habermas 

distinguishes between two types of rational action, instrumental and communicative: 

• The instrumental action is motivated by a technical-strategic interest and is aimed 

at success and concerns society as a system that has its structuring elements in 

economic activity (manipulation of nature) and in political practice (management 

of power). Central in the instrumental action is the manipulative intervention on 

nature made possible by scientific-technological thought. Society ensures 

economic survival through the instrumental action that allows domination over 

nature. The work is therefore instrumental and not free and creative objectification 

of the qualities of the human species, but the need for an organically insufficient 
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species that in order to survive must perform instrumental actions. In this way the 

Marxian connection between work and emancipation of man is rejected.  

• Communicative action is motivated, instead, by the desire to understand the other 

and is aimed at mutual understanding and solidarity among individuals. It regards 

society as a world of life and has its structuring elements in linguistic forms, 

cultural traditions and shared values. The goal of the extension of inter-subjective 

understanding has to do with the peculiarity of the human sciences and represents 

for the human being an opening towards freedom. 

In place of the Marxian dialectic means of production-productive relationships, 

Habermas therefore establishes the dialectic between society as a system and society 

as a world of life that appears as a potential element of change and liberation. In today’s 

society the system, although necessary for the survival of society, massively interferes 

with the world of life with a pathological invasion that attacks its autonomy. According 

to Habermas, it is necessary to defend the world of life from the colonization operated 

by the system, as this invasion produces a reification of social relations and the 

contraction of the spaces of freedom: in the society in which we live, human relations, 

the fruition of culture and the management of free time appear strongly bent to the logic 

of the instrumental action. 

Work, defined as instrumental action, if it allows the society to emancipate itself 

from the power of nature, implies, for those subjected to its discipline, the control and 

repression of its internal nature with the replacement of the pleasure principle with the 

principle of performance. The work, in conclusion, produces the reification of social 

relations. 

However, Habermas cherishes the hope that the development of technology will 

allow us to imagine a world in which, in a short time and with little effort, people can 



 135 

obtain from nature what enables them to live and in which the great majority of social 

interactions are founded on a communicative action free of interest and manipulation. 

Finally we come to the theoretical development of the concept of work to which 

we feel closer, that of Marcuse, in which we find a partial resolution of the difference 

in meaning of work between Marx and the other mentioned thinkers. 

Marcuse distinguishes between alienated work and free work that is characterized 

as non-work and allows man to get out of the dynamic of repression and to reach 

happiness. According to Marcuse (1941), for Marx, the abolition of social classes 

segregation and of the proletariat entail the abolition of work as such. The classes must 

be abolished through the abolition not only of private property but also and above all 

of work itself. The problem does not therefore consist in the liberation of work but in 

its abolition. Communism can cure the evils of bourgeois society only by eliminating 

its cause, that is, work. According to Marcuse, for Marx, work indicates that activity 

that produces surplus value, which involves exploitation and that prevents the 

individual from a free and universal development of himself and, therefore, entails 

alienation. 

According to Marcuse (1955), any type of society, in order to survive, requires 

some repression of the instinctuality, necessary for carrying out work activities. 

Marcuse calls this repression fundamental repression; in a capitalist society, however, 

because of its social organization, there is an additional repression that determines a 

condition of alienation and systematic sacrifice of the pleasure principle. The additional 

repression corresponds to what Marx is the surplus work to which the hired worker is 

forced. Marcuse also thinks that the communist revolution cannot be resolved in the 

socialization of the means of production but requires the full development of human 

potential and that its success is linked to the prospect of happiness made possible by 
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the overcoming of the ideology of work. Technological development makes it possible 

to think of a world in which even the fundamental repression, after the abolition of 

additional repression, can be almost completely eliminated and in which individuals 

can avoid repressing their instinctuality at all. This leads to the replacement of the 

performance principle with the pleasure principle. 

We are therefore convinced that a Marcusian approach to the concept of work and 

technological progress is fundamental within an economic analysis that can propose a 

coherent model for a post-work society. We do not believe, partially distancing 

ourselves from the pure Marcusian interpretation, that a post-work society necessarily 

requires the socialization of the means of production but we think that it inevitably 

requires an absolute reconsideration of the work ethic (Barbash, 1983), a cultural and 

value shift and, at the same time, a trust in technological progress. The prodigious 

development of automation can, in fact, cancel, in Marcusian terms, not only the 

additional repression, but perhaps also the fundamental repression; at that point there 

would be only free work that would be non-work, that is, as said, development of 

individual creativity. As previously pointed out, there can (and must) be trust in 

technological progress, under the binding condition that we recognizes its non-

neutrality and we are aware that without a previous shift of paradigm on the (dis)value 

to be attributed to work, technological progress can only lead to increasing inequalities 

and income polarization. 

To conclude, we need to stress, once more, our theoretical and ideological starting 

point with respect to the economic literature about job-quality, job satisfaction and 

other possible evaluation of the condition of workers. The literature about job attributes 

(Pichler and Wallace, 2009; Nillson et al., 2016; Judge et al. 2017) has flourished and 

many authors have emphasized that paid job have evolved over time (Findlay et al., 
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2017). We think that, while it is true that jobs in the 21st century cannot be the same of 

those from the 19th, the intrinsic nature, and the concept itself, of paid work does not 

differ (Berardi, 2017). In fact, it may be true that job quality (Clark, 2001) and job 

satisfaction (Cornelißen, 2009) are important determinant of individual wellbeing and 

they have increased since the Marxian analysis, although the trend seem not be much 

upward in recent years (Clark, 2005; Handel, 2005), and that meaningful work is an 

important dimension of wellbeing as it is commonly measured (Layard, 2003; 

Blanchflower and Oswald, 2011; Nikolova and Cnossen, 2020). However, these 

measure, under our perspesctive, suffer of two fundamental biases: the reference point 

and  the ideological framework from which they originate. With respect to the former 

as a paradox, a slave in ancient Rome living in very deprived conditions, once his 

owner provide him with water and stale bread could describe his conditions as much 

improved if compared with eating beatles. He could even thank his owner of not 

whipping him if he has been used to it and if he has seen his parents and grand parents 

whipped. With respect to the latter, with a parallelism, before Copernico, there were 

excellent tools to prove that Earth was the centre of the Universe as today there are 

great tools proving the Earth is orbiting around the Sun. However, how could we 

challenge eliocentrism with tools that originate from the same cultural framework? 

(Feyerabend, 1993). In the same way, how can we possibly challenge the work society 

with tools that oringinates from it? A quite recent work by Bryson and MacKerron 

(2017) seems to be a good depiction of the diffidence to challenge completely the work 

ethic. While, indeed, the authors find that work itself is overall negatively correlated 

with individual wellbeing (“such that we would rather be doing other things” p.124) 

they seem reluctant to do the next step, recognizing that the reason of this is that the 

role of paid work in our society is a cultural strain and that the policy answer should be 
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to find out solutions to surpass a society based on the work ethic. We can agree that 

wellbeing at work is correlated with which job, where, the type of contract, the 

household composition, the work time, and many other variables; it is also possible that 

job characteristics are good predictors of other labour market outcomes, such as job 

stability and productivity (Bhatti and Qureshi, 2007; Arends et al., 2017),  however, 

there is something else. At the roots. In the same way it does not seem to be enough 

the attempt made by Schokkaert et al. (2011) to design an indicator to analyse job 

quality as individual wellbeing which can account for individual preferences 

accounting for aspirations. In this paper the authors claim that they want to reject 

paternalism and, thus, objective measures which make specific assumptions about 

preferences. However, under our perspective, they do not consider the fact that any 

revealed preference is dependent somehow on the context and on the moral values 

people start learning since kid. Therefore pretending of removing such kind of biases 

seem to us pointless as much as believing an analysis can be non-ideological.   

Since our horizon is that of surpassing work and since we believe, in accordance 

with Marcuse, that the problem is not which job you do and under which circumstance 

but the sole fact that individuals need to repress themselves, our only aim is to find a 

tool that might empowers anyone the power to really choose whether to work or not. 

In addition, we align ourselves with the socio-economic literature about post-work 

(Weeks, 2011; Campagna, 2013; Berardi, 2017) and we believe that any measurement 

of job quality and job satisfaction lack of enough descriptive power since it remains in 

the cultural boundaries of the employer-employees dialectic. Any measure that 

originate from a culture in which this relationship is not challenged at its roots can only 

confirm the present and lacks of the possibility to describe possible alternatives 

(Weeks, 2011). Even the job with the highest job quality measure, the highest job 
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satisfaction rate, the highest skills matching, even this job remains a situation under 

which a person allows another person to extract profit from his activity (Berardi, 2017) 

 

"Adorno remembers us how the right attitude towards happiness is gratitude: when 

we were happy, we did not know it; we know it now that we are not happy anymore; 

however, we must be grateful to those moments. Something similar, in my opinion, 

applies to utopia: we must consider it as what, in the present, calls us to a not here 

and not now, to a possibility that is not here yet, and that maybe there will never be, 

but of which, with a strange anachronism, we are already nostalgic. That nostalgia 

that pushes to concrete actions." Ferraris. 2017 (our translation) 

2.2 Current work and income support instruments 

In the current economic debate we are very far from a reconsideration of the concept 

of work. However, even if always within a paradigm of work valorisation, much 

reflection has been done on income support instruments. Before moving to the scheme 

we would like to introduce we have to present which are the instruments that have been 

so far designed to support those who do not earn enough to survive.   We will therefore 

now review, albeit briefly and grouping them into macro-categories, the main tools that 

are analyzed in the literature (Granaglia & Bolzoni, 2016). The order of exposure is not 

random as we will start from those that seem less convincing to reach those policies 

that are closer to the scheme we want to develop in this paper. Moreover, it has to be 

stressed that we present here what we consider the more standard and common form of 

each of the schemes we present. Obviously our choice is arbitrary and questionable. 

However, since the purpose of this paper is not to open a semantic and detailed 

discussion on each scheme, we intentionally simplify and select what we consider the 

most representative form. 
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The first fundamental distinction must be made between in-work benefits 

(IWB), income subsidies (constant over income levels i.e. Universal Basic Income, and 

decreasing over income levels, i.e. Guaranteed Minimum Income/Negative Income 

Tax), and minimum wage. All these measures have the common ground of not 

challenging the work society and, not discouraging work, and thus we will not enter in 

details about any of them since the purpose of this review is just to show why we need 

something radically different.  

One common feature to almost all the hypotheses that are commonly presented 

in the literature is that they are calculated at the household level. Even if we recognise 

the rationale behind this common choice, we are convinced that this is, again, the 

consequence of a given cultural approach that do not consider many elements of 

individuals’ identity. We think that it is more important and fair to consider everybody 

equal, disregarding their background conditions, disregarding whether they are married 

or not, disregarding whether they share a flat with somebody else. The state should 

provide everybody with the same opportunities and should interfere as little as possible 

with individuals’ choices. For example, the common approach of considering benefits 

at the household level, has the consequence that people may have less incentive to live 

in the same household in order to keep the entire benefit instead of receiving the 

household benefit to which are applied the equivalence scales (Srnicek & Williams, 

2015). In a society in which social ties and relationship are fading out this effect is for 

sure one of the less desirable. 

IWB (Fig. 1) rely on the idea to make-work-pay. IWB are means-tested 

payments available only to those who work, i.e. people can receive the benefit under 

the condition of being available to enter the labour market. In general there are two 

main arguments put forward by the supporters of IWB measures: first, they are 
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attractive because they are expected to redistribute to people in the lower part of the 

income distribution and they are, thus, target efficient (Bekerman, 1979); secondly, 

they also create additional employment incentives (Immervol & Pearson, 2009) and, 

thus, they do not give people money to allow them not to do anything. The empirical 

results on the effects of this kind of measures are controversial and differences emerge 

in cross-country analyses (Blundell & Hoynes, 2004). Our main criticism relies on the 

two advocated arguments presented here: first of all, in terms of efficiency, where there 

are no doubts that, by definition, IWB are less costly and more efficient, economically 

targeting people comes at the cost of social targeting and stigma (Horan & Austin, 

1974; Rainwater, 1979; Moffitt, 1983); secondly, the effect of giving people money in 

exchange of something seems to us too similar to an extortion mechanism. Assuming 

that, even in an increasingly automated society, some workers would still be needed, is 

it fair to force those who have no means to decline work in order to survive? Moreover, 

at the current stage of capitalism, as we have seen above, work itself seems to be an 

absolute value through which judging people, with a strong social stigma towards those 

who do not work. As a consequence, this is also why a massive literature on optimum 

income tax, initiated by Mirreles (1971), has always analysed efficiency loss in terms 

of labour market distortions and its trade-off with equity considerations without 

questioning whether it is work itself that generates inequality. 
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Figure 1. In-Work Benefits 

Source: Authors's elaboration 

 

We now move to the analysis of income subsides, which can be either decreasing or 

constant over income levels. The former are usually framed as Guaranteed Minimum 

Income (GMI) or Negative Income Tax (NIT) (Fig. 2 from left to right). In the case of 

GMI those who earn below a certain threshold G are subsidized up to the threshold 

and, after that, they start paying taxes on the difference between earnings and the 

subsidy. This form of subsidy decreases in monetary terms as income rises. The NIT is 
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also a decreasing subsidy even if the subsidy is reduced at a lower rate. Finally, 

according to UBI schemes the subsidy is paid equal to everybody, disregarding whether 

they work or not. Thus, this form of subsidy is constant in the sense that it is not taken 

away when the income threshold is reached. NIT and GMI schemes are partially means 

tested, since they are not constant, thus not properly universal. Both the NIT and UBI, 

even if they are likely to pay a lower G, are supposed to be universal, simpler and 

administratively more cost-effective than purely means-tested measures. In practice, 

while hypothetical UBI schemes have kept those elements of cost-effectiveness, 

universality and simplicity, NIT scheme proposals have moved towards greater means-

testing and complex designs. In fact, from the 1960s GMI schemes, beside the poverty 

condition, have started to add the condition of availability to work; thus, they ceased to 

be guaranteed but became income for the active inclusion (Granaglia & Bolzoni, 2016). 

The most recurrent justification for requiring availability to work is to tackle a problem 

of welfare dependence which is supposed to arise if people receive money without 

being asked to do anything. As a consequence people would not be encouraged to 

improve their conditions since if they start to earn money they stop receiving the 

subsidy. We are convinced that these problems may arise if the provided income is too 

low and does not allow people to see it as a possibility of personal empowerment and 

development.  
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Figure 2. Guaranteed Minimum Income. Negative Income Tax and Universal 

Basic Income 

 

Source: Author's Elaboration 

2.3 UBI in more details  

 Since the van Parijs’ (1991) Why Surfers Should be Fed, Universal Basic 

Income (UBI) policies have pretended to emerge as a radical alternative to the status 

quo. Even if the concept was not novel and indeed it had been advocated much before 

by libertarian thinkers such has John Stuart Mill, Friedrich Hayek and Milton 

Friedman, after the van Parijs’s seminal paper it has become much more à la page and 
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in recent years it has raised attention across a broader spectrum of researchers. 

However, even if many advocates of UBI try to present it as a radical (left-wing) 

measure (Torry, 2015; Van Parijs & Vanderborght, 2017; Tromp, 2017; Islam & 

Colombino, 2018) from our perspective any form of UBI fails to be radical enough and 

risk to perpetuate and augment the current unbalance of power between workers and 

employers. In fact, any possible form of UBI would provide everybody with the same 

amount of money that is commonly never expected to be high enough to be able to 

survive with dignity. Thus, people are still incentivised to enter the labour market and, 

perhaps, even at a lower salary since they already have something they can retain while 

earning low labour income. At the same time, measures like unconditional minimum 

income only to the poor, while they may seem to be satisfactory for reducing poverty 

and inequality, might be less acceptable if the aim is to make everybody free to choose, 

whether from a rich or poor background, independently from it. We believe, indeed, 

that the main determinants for which a person decides to work or not is much more 

wealth and parental origins (Piketty, 2014) than skills, education and empty and 

malleable neoclassical black-boxes (e.g. measures of job satisfaction/security, skills-

matching, etc.) (Christopherson, 1991) that have been elaborated to justify paid work 

and capitalism (Berardi, 1980; Virno &  Hardt, 1996;   Baldoz et al., 2001; Bakker & 

Gill, 2003;). While UBI does not aim to replace paid work, in this chapter we try to 

design a viable alternative to it. 

UBI proposals have also been interpreted as social dividends in order to share 

the national resources (van Parjis, 1997; Raj, 2016). As described in Islam & 

Colombino (2018) UBI schemes are appreciated because “i) there should not be welfare 

dependence; ii) there should not be problems of black labour market because there is 

no incentive to under-report income or employment status; iii) there is no stigma since 
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everyone receives the transfer; iv) administration costs (De Walle, 1999) and take-up 

costs (Pudney et al., 2006; Atkinson, 2015; Paulus, 2016) are relatively low.” (Islam & 

Colombino, 2018, p. 3). While we think that UBI is a better tool than GMI and NIT, 

our main concern about UBI is that, since the transfer sums up with labour income it 

risk to end up being a universal subsidy which still allows employers to pay low wages. 

In fact people, relying on a constant income basis, in order to have even a little more 

than what they have from the state would be likely available for low paid jobs. Thus, 

even if the UBI seems satisfactory in terms of not causing welfare dependence, not 

creating stigma and having lower administrative costs, it does not solve the main issue: 

it remains a subsidy to firms. In addition, it is possible to imagine a very generous UBI, 

being ambitious can be thought something closer to the median income. Even ignoring 

the feasibility of such a measure, and even considering the added positive aspect of 

potentially allowing people to survive without working, UBI is not intrinsically 

designed to this goal. As it is well explained in the quite recent Van Parijs & 

Vanderborght (2017) the aim of UBI is not to move the society from the work ethic but 

from the work ethos. Thus, even under one of the main supporter’s perspective, work 

should not be disincentivised but should be only liberated by the possibility for workers 

to ending up slaved and poor. The surfers’ should be fed adagio, while perhaps 

misleading, does not mean that anyone can be a surfer, and that anyone can decide to 

spend her life surfing, but that anyone should be able to surf sometime without the need 

to work 365 days a year. The centrality of the cultural role of work is never dismissed 

by UBI advocates, only its constrictive and more brutal nature is challenged. Once 

removed these two aspects, the work duty is reinforced and made more legitimate. If 

the surfer will be allowed to surf when she wants, when the sea is flat she would be 
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expected to work without complaining. Under our perspective this is ideologically 

wrong and inhuman and we, conversely, claim the right to be lazy (Lafargue, 1898). 

2.4 Conclusions about current instruments  

Under our perspective the problem with all these instruments is their intrinsic 

nature of subsidies. Since none of these schemes are expected to provide an income 

high enough to allow people to make ends meet, they do not reduce the possibility for 

employers to pay low wages transforming these instruments in subsidies to the firms. 

GMI only to the poor, even if guaranteeing an higher income, while it may seem more 

satisfactory for reducing poverty and inequality, might be less acceptable if the aim is 

to make everybody free to choose, whether from a rich or poor background. 

It is not surprising that forms of GMI, NIT (Friedman, 1962) and, in some cases, 

also of UBI have been proposed by neoliberal economists and supported by the 

entrepreneurial world. In fact, since current capitalism relies on great numbers of 

consumers, it is necessary to provide people with enough money to be buyers. In a 

growing authomatised society, with increasing unemployment, it is likely that labour 

income will not be available to a growing share of people, making them not consumers 

anymore. Thus, the solution might only come from the state paying incomes high 

enough to be basic consumers but low enough to impede personal empowerment and 

development. From this perspective, subsidies can be seen as just the life-saving drug 

of this agonizing form of capitalism. 

We conclude this brief review, shortly presenting the role of minimum wages. 

Minimum wage typically refers to any law that sets the lowest payable wage by 

employers to employees. Under the best scenarios, an effective minimum wage could 

redistribute towards people at the lower bottom of the income distribution (Freeman, 

1996). Conversely under the worst scenario, the effect of the introduction (or of raising) 
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minimum wages could be to displace low-paid workers to unemployment (Nguyen & 

Zimmer, 2017). We think that minimum wages are a good tool to raise workers’ 

bargaining power and to empower workers, however, referring to labour wage, it is 

intrinsically linked to work. Thus, we see minimum wages as a complementary tool to 

a more general scheme that can provide everybody an independence net. 

2.5 Universal Independence Income (UII) 

Following the theoretical premises and the weaknesses we see in the instruments 

currently discussed, we present here a different tax and benefit system. We call the 

benefit Universal Independence Income and it works as follows. Every person at the 

end of the high school starts receiving a regular monthly sum of money G (around the 

median income). As soon as she starts working, she stops receiving G and pays taxes 

according to the following structure: no tax area up to a gross market income equal to 

G, continuous increasing marginal tax rates above G. People are entitled to receive the 

sum for the entire life-time span, i.e. pensions are replaced by the sum G. 

Since people are now free to choose whether to work or not without an income 

constrain, the labour market is completely flexible. All welfare expenditures are 

cancelled out and the only residual welfare expenditures are some forms of children 

benefits and subsidies to disable people.  

Both the UII and the tax rate apply strictly to the individual without taking into 

consideration the household dimension. This is motivated, as mentioned above, by the 

desire not to incentivize an atomistic society based on incentives to live in separate 

households to receive larger total subsidies. 
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Figure 3. Universal Independence Income 

 

Source: Author's Elaboration 

 

If the income provided is high enough and is expected to be received forever in the 

future, it could create sufficient disincentives to paid work and should allow everybody 

to choose how to spend their time, reducing the attachment to the value of work itself 

and moving away the whole society from the ethic of work. From the society 

perspective, we acknowledge it would be quite a chaotic day-after if everybody decided 

to stop working. However this would be just the litmus paper of a society based on 
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wrong values and wrong mechanisms. If people only work because they are forced to 

and not because they are willing to, we think that the GDP drop and productivity shocks 

would be the least worrying things. At the extreme, under we think it would be better 

to come back to a cooperative rural society in which everybody choose what to do than 

persevere in a society in which even one single person is extorted.  

Experimental evidence suggests that UBI might reduce risk-aversion and 

therefore promote entrepreneurial activities and investment in human capital (Blattman 

et al., 2014). We are convinced that these result should further hold for the UII with 

people having more time to spend on their personal development and to plan what they 

really want to do.  

 

3 Empirical analysis 

We will now put into practice what we have theoretically presented in the sections 

above. We will thus implement three budget neutral tax and benefit reforms, 

introducing the new UII scheme together with a new smooth income tax function. The 

three reform scenarios will differ with respect to how much and what of the current 

system is retained. We will then compare the new regimes with the current tax-benefit 

system and with five UBI regimes, differing by the portion of existing benefits retained. 

The comparison of how different schemes perform will be about, inequality, poverty, 

winners and losers, average tax rate, marginal tax rate and participation tax rates. The 

main body of this section will present the results for just two versions of UII and two 

versions of UBI while the other four scenarios will be presented in the appendix. 

3.1 Data and methodology  
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The empirical analysis makes use of microsimulation methods, using the UK 

component of the EUROMOD tax and benefit microsimulation model with input data 

coming from the Family Resources Survey (FRS) 2015. EUROMOD is the EU-wide 

tax-benefit model. It simulates cash benefit entitlements and direct tax and social 

insurance contribution liabilities on the basis of the tax-benefit rules in place and on 

the information available in the underlying datasets for all EU countries (Sutherland 

and Figari (2013). EUROMOD produces a micro-data set with simulated variables as 

output.28 

We consider the UK tax and benefit system in 2018 as our baseline scenario. 

The baseline system is characterised by a progressive tax schedule with three tax rates 

from 20% to 45% and a no-tax area below £12,500 per annum. The majority of the 

existing benefits follow the make-work-pay approach and are highly conditional. 

Universalism is confined to a limited number of disability, health and child benefits. 

The FRS data survey people from birth. Age is censored at 80 for confidentiality 

reasons.29 

Table 1 describes the mean individual monthly disposable income, equivalised at the 

household level, by income decile groups under the current system. The empirical 

sample amounts to 43,678 individuals. Throughout the analysis we use survey weights. 

 

Table 1. Average Equivalised Household Disposable Income at the Baseline by 

income deciles. £ pcm 

 BASELINE INCOME DECILE GROUPS 

 
1 2 3 4 5 6 7 8 9 10 

 
28 Further information at https://www.euromod.ac.uk 
29 https://www.gov.uk/government/collections/family-resources-survey--2 



 152 

MEAN 

INCOM

E 

50

7 

89

8 

1,10

7 

1,29

0 

1,48

2 

1,69

1 

1,93

9 

2,25

9 

2,71

8 

4,27

0 

Source: Own calculations using EUROMOD with FRS 2015. 

We impose total disposable income to be the same before and after the reform, meaning 

our reform scenarios are budget-neutral in comparison with the baseline. However, 

total revenues and expenditures are not forced to remain constant compared against the 

baseline.  We design three UII models and five UBI models. What remains constant 

across the three UII scenarios is that: 

• UII is provided to everybody not working;  

• under the UII scheme people earning less than UII do not pay taxes;  

• those who have labour gross incomes greater than UII pay taxes according to the 

following rational function for the effective (average) income tax E(X) (Schwarz 

and Sommer, 2018): 

E( X| Emax , X (0) , X (h) ) = Emax ⋅{[X- X (0)]/ [X-2 ⋅ X (0) + X (h)]}  

Emax is here the maximum effective tax rate, X gross market incomes, X(0) the basic 

threshold below which income is untaxed, and finally X(h) a parameter shaping the 

concavity of the function, i.e. a threshold above which the effective tax rate starts rising 

in a steeper way. In this first attempt we set Emax=0.9 in line with the maximum 

effective income tax rates in the UK during the '70s (Atkinson & Salverda, 2005; 

Alvaredo et al., 2013), X(0) equal to the UII benefit, and X(h) at six time the UII 

benefit. The reason for setting the no tax area threshold at the benefit level is that it 

seems more egalitarian to allow people to retain the whole gross wage once they decide 

to work even if they could have opted out and took the benefit. From a certain 

perspective this is the only incentive to work provided under the UII scenario. 

However, we think that the UII should be seen as a tool of freedom, a tool allowing 
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people to choose whether to work or not; thus we think those deciding to work should 

not be penalised and thus not paying taxes until the same amount of the benefit 

provided to those who do not work. The X(h) parameter conversely does not have a 

specific interpretation. For the main analysis we set it at six times the benefit; six seems 

to us a reasonable value after having tried other values30. 

We thus have: 

E [ X| Emax , X(0) , X(h)] =0.9 ⋅ (X-UII)/(X+4UII)  

leading to net income Y: 

Y(UII) = {
UII, X ≤ 0

X, 0 < X ≤ UII
X − X ⋅  (0.9 ⋅ (X − UII)/ (X + 4UII) ), X > UII  

 

• Under UBI scenarios, the benefit is provided unconditionally to everybody (though 

with different age bands across the scenarios) and the same tax schedule applies, 

leading to: 

Y (UBI) =UBI + X-X ⋅ {0.9 ⋅ [(X- X(0)/ (X-2⋅ X(0) + X(h)]}  

We thus have eight different scenarios to evaluate the effects of different schemes 

changing the age of beneficiaries and the level of existing benefit retention. UII-1 and 

UBI-1 are more radical schemes, UII-2 and UBI-2 intermediate and UII-3 and UBI-3 

are the ones with the largest retention of existing benefits.  UII-1 remains our preferred 

utopian model.  UBI-4 and UBI-5 are variations that would not make sense under a UII 

perspective and thus do not have a corresponding UII version. The different eight 

scenarios are thus the following and are summarised for simplicity in Table 2: 

 
30 We have tried  different combination of both X{h} and Emax. We have pursued the analysis for 
combination of values of X{h} ranging from 4 to 12 and of Emax from 0.45 to 0.95. Under revenue 
neutrality, as expected the smaller (higher) Emax and the higher (smaller) X{h} the smaller (higher) 
turns out to be the individual benefit. We are convinced the chosen value represents a coherent 
choice for our simulation. 
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• Untaxed UII-1 to everybody not working aged over 16 with complete replacement 

of the existing benefits and pensions.31 

• Untaxed UII-2 to everybody not working aged 17 to 64 replacing the existing 

benefits but keeping pensions for people aged over 64. 

• Untaxed UII-3 to everybody not working aged over 16 retaining disability and 

health benefits but not pensions. 

• Untaxed UBI-1 to everybody aged over 16 with complete replacement of the 

existing benefits and pensions. 

• Untaxed UBI-2 to everybody aged 17 to 64 replacing the existing benefits but 

keeping pensions for people aged over 64. 

• Untaxed UBI-3 to everybody aged over 16 retaining disability and health benefits 

but not pensions. 

• Untaxed UBI-4 to everybody from birth with complete replacement of the current 

benefit and pensions. 

• Untaxed UBI-5 to everybody aged 25-64 keeping existing non-means tested benefit 

for those younger than 25 and pensions for those older than 64. 

 

 

 

 

 

 

 

 

 

 

 

 
31 The reason for using 16 as a cut-off is because it corresponds to the end of compulsory schooling in 
the UK. 
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Table 2. Alternative tax-benefit scenarios  

SCENARIOS AGE 

REFERENCE 

GROUP 

MEANS-

TESTED 

BENEFITS 

RETAINED 

NON-

MEANS-

TESTED 

BENEFITS 

RETAINED 

PENSIONS 

RETAINED 

UII-1 >16 No No No 

UII-2 17-64 No No Yes 

UII-3 >16 No Disability 

and Health 

No 

UBI-1 >16 No No No 

UBI-2 17-64 No No Yes 

UBI-3 >16 No Disability 

and Health 

No 

UBI-4 >=0 No No No 

UBI-5 25-64 No Yes for 

people <25 

Yes 

Notes: Scenarios UII-1: to everybody not working aged over 16 with complete replacement of the 

existing benefits and pensions; UII-2: to everybody not working aged 17 to 64. replacing the existing 

benefits but keeping pensions for people aged over 64; UII-3: to everybody not working aged over 

16 retaining disability and health benefits but not pensions; UBI-1: to everybody aged over 16 with 

complete replacement of the existing benefits and pensions; UBI-2: to everybody aged 17 to 64 

replacing the existing benefits but keeping pensions for people aged over 64; UBI-3: to everybody 

aged over 16. retaining disability and health benefits but not pensions; UBI-4: to everybody from 

birth with complete replacement of the current benefit and pensions; UBI-5: to everybody aged 25-

64. keeping existing non-means tested benefit for those younger than 25 and pensions for those 

older than 64. 

 

Through an iterative process, we thus derive the values of relevant policy parameters 

for each reform scenario (i.e. the amount of UII or UIB). To ensure comparability 

between the baseline, the UII and  the UBI scenarios, for the latter we keep the no-tax 
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area threshold, X(0) , at the UII benefit level32, and X(h) at six times the UII. This 

makes most sense when we want to evaluate the effect of these two schemes on poverty 

and inequality. Indeed, changing the thresholds would create reference point problems. 

Finally, as mentioned both UII and UBI are untaxed.  

We think it is important to stress that while we impose revenue neutrality we 

are not convinced it is the only (and best) way of doing this kind of simulations. In 

other words, while it seems the price to pay to make the analysis credible in the current 

socio-political situation (Torry, 2018) we believe that under a more utopian, 

inspirational and ambitious mindset, a different role of the government and a larger 

involvement should be, at least, discussed. Indeed, with respect to the UK, where the 

expected cuts to social security in 2021 are about £37 billion compared to 201033, why 

should not we be allowed to at least consider increasing government expenditures again 

while perhaps increasing taxes on wealth and high earners instead of keep going on the 

opposite direction? 

In section 3.3 we will present an alternative approach where we pre-set  a 

common value for UII-1 and UBI-1 and we derive the respective different values for 

X(h) and X(0) that allow us to keep total disposable income to be the same before and 

after the two reforms with respect to the baseline.  

3.2 First Order Static Results 

We compare the 8 different scenarios and the current tax and benefit system in place 

in the UK in 2018. We will compare first-order results (i.e. before any behavioural 

changes) with respect to 1) inequality measures; 2) poverty measures; 3) percentage of 

 
32 For scenarios UBI-1 and UBI-4 we use the UII value from scenario UII-1; for scenarios UBI-2 and 
UBI-5 we use the UII value from scenario UII-2; for scenario UBI-3 we use the UII value from scenario 
UII-3. 
33 https://socialmetricscommission.org.uk/new-report-on-poverty-from-independent-commission-
highlights-scale-of-challenge-facing-new-prime-minister/ 
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winners and average gain by different subgroups; 4) average effective tax rates 

(AETRs) and marginal tax rates (MTRs); Participation Tax Rates (PTRs).  

In Table 3 we can see that, when introducing UII with full replacement (scenario 

UII-1), those who do not work receive a benefit of £1,262 per month and no one has 

negative disposable incomes. Under UBI with full replacement (UBI-1), everybody 

receives £245 per month but there are still individuals with negative incomes. When 

other benefits and/or transfers are kept in place, obviously as expected, the value of the 

new benefit itself goes down. A striking difference emerges when we confront the 

maximum equivalised individual disposable income in the reformed scenarios with the 

baseline, and the maximum value in the baseline is more than four times higher than in 

the reformed scenarios. This is due to the great progressivity introduced with the 

smooth tax function. While this last indicator to show the effect of the tax function, 

since it may represent just one individual, it may not say much about inequality. To 

this end, column (e) shows the ratio of the 90th and 10th percentile of the distribution 

(P90/P10). It is again evident that UII outperforms both the baseline and UBI and that 

UBI performs worse even than the baseline. The difference we can see in mean 

equivalised household disposable income (column (b)) of Table 3 is due to the fact that 

revenue neutrality is imposed in terms of non equivalised individual disposable 

income. 

 

Table 3. Summary table  

SCENARIOS (A) (B) (C) (D) (E) 

UII-1 1,262 1,557 0.1 14,350 3.15 

UII-2 1,074 1,554 0.1 13,805 2.74 

UII-3 1,174 1,559 0.1 14,095 2.93 

UBI-1 245 1,546 -573 13,920 4.12 

UBI-2 218 1,547 -618 13,450 4.01 

UBI-3 228 1,550 -597 13,702 4.07 

UBI-4 197 1,573 -621 13,976 4.56 

UBI-5 230 1,547 -606 13,460 4.18 

BASELINE n/a 1,579 -368 57,125 3.82 
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Notes: (a) Monthly Benefit Value. (b) Mean Equivalised Individual Disposable Income. (c) Minimum 

Disposable Income across the Population. (d) Maximum Disposable Income across the Population (e) 

p90/p10 ratio; Scenarios: as in Table (2) 

Source: Own calculations using EUROMOD with FRS 2015. 
 

As can be seen in Figure 4, presenting scenarios UII-1, UBI-1 and the baseline, the two 

reformed scenarios display quite evidently the smooth nature of the new tax schedule. 

However, with the introduction of UII those at the low end of the distribution are better 

off than under UBI. Under UII there is no one with equivalised individual disposable 

income smaller or equal to 0, even if there may be individual with very low income, 

because since they are earning very little they do not receive UII. 

Figure 4. Distribution of disposable income, for the baseline, UII-1 and UBI-1 

 

 
Source: Own calculations using EUROMOD with FRS 2015. 
 

It is not straightforward to compare the values of the simulated benefits with those 

featuring in earlier studies because in some cases a distinction of benefit recipients is 

made by age groups, and some analyses have not considered a full replacement of 

benefits. The vast majority of the current literature tends to refer to UBI even when 
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conditionality is required, or means-tested benefits are retained, or, more generally, 

uses the term UBI in a quite vague and ephemeral way. To give a rough idea of 

comparison, we compare with the following three works about the UK. All of them use 

EUROMOD for their simulation. 

Under a static approach, without taking into account labour supply responses 

and based on benefit levels in the 2016/17 tax year, Martinelli (2017) computes with 

full replacement a UBI to working age people (18-64) of £73.10 per week, i.e. around 

292.4 pcm. It is similar to our UBI-5 scenario with the exception that in this scenario 

we retain existing pensions for those older than 64 and non-means-tested benefit for 

those younger than 25 while Martinelli (2017) replaces them with £155.60 for 

pensioners and around £67.01 for dependent children (financed with a 4% increase of 

each of the existing progressive tax bands) 

Using an approach which is a combination of structural microeconometric 

modelling, microsimulation and numerical optimization, Islam & Colombino (2018) 

simulate a UBI plus flat-tax scenario with near-complete replacement even if it is not 

fully clear who are the beneficiaries. i.e. which age bands are covered and how much 

of the existing benefits is retained. The UBI benefit for one person household is around 

£625 per month and it is added to gross income to be taxed. The value is higher than 

the ones we found in the different scenarios also because it takes into account labour 

supply responses.  

After replacing the old tax regime with a new “Hybrid Negative Income Tax”34 

scheme the amount of the exemption/benefit that Tromp (2017) finds feasible is 

computed using a static microsimulation model (EUROMOD). For the United 

Kingdom this amounts to £570 for working age adults (23-64) per month when keeping 

 
34 A HNIT is designed as mixture between a NIT (see section 2) and a classic social assistance scheme. 
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work incentives equal as far as possible in comparison with the current situation, i.e. 

keeping the tax brackets as similar as possible to the existing structure. Children 

younger than 16 would get £250, young adults (16-22) £400 and pensioners above 63 

would get £950. Also in this case the benefit is added to gross income in order to be 

taxed. The Hybrid Negative Income Tax is not a constant subsidy paid to everybody 

but it is a decreasing subsidy (Fig. 2), which thus does not involve the universality that 

normally characterises UBI. 

Overall our results seem quite in line with those of Martinelli (2017) which is 

also the scenario which is closest to what we are currently presenting.  

In Table 4 we present results on inequality and poverty measures. As an 

inequality measure we use the Gini coefficient, which is commonly used to measure 

income dispersion, the higher the Gini, the more dispersed are incomes, the more 

unequal is a country. With respect to poverty we use the Headcount Ratio (HC) which 

measures the proportion of a population that lives below a given poverty line. In 

column (b) we present the HC with constant poverty line set a 1/2 median value of the 

baseline equivalised individual disposable income, while in column (c) we show the 

HC with the poverty line varying scenario by scenario to 1/2 median value of each 

equivalised individual disposable income. 

With respect to inequality all the three UII scenarios perform better than the 

baseline, and much better of any UBI scenario. Indeed, we can see that the Gini in the 

current system is 0.310, under UII ranges from 0.282, when pensions are retained and 

UII is provided to non working people aged 16-64, to 0.307 in the complete 

replacement scenario (UII-1). On the other hand, when introducing UBI the Gini is 

always higher than the baseline scenario and in the case of complete replacement of 

the existing benefits when UBI is provided to everybody older than 16 (scenario UBI-
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1) the coefficient jumps up to 0.365. Figure 5 confirms that the share of income which 

belongs to the top income decile group of the population is always smaller in UII 

regimes. 

Table 4. Inequality and Poverty  

 

SCENARIOS (A) (B) (C) POVERTY LINE 

UII-1 0.307 14,252 16,406  785.3 

UII-2 0.282 11,555 13,861  765.5 

UII-3 0.293 13,582 16,155  783.2 

UBI-1 0.365 23,292 25,330  766.5 

UBI-2 0.347 19,391 21,885  771.0 

UBI-3 0.345 20,112 22,628  762.1 

UBI-4 0.363 22,031 24,577  780.7 

UBI-5 0.342 19,334 21,909 772.3 

BASELINE 0.310 8,769 8,769  696.8 

PRE-TAX 0.513 32,112 31,607 675.6 
Notes: (a) Gini coefficient (b) Headcount Ratio with a constant poverty line set a 1/2 median value of 

the baseline income distribution (£696.762). (c) Headcount Ratio with a varying poverty line set a 1/2 

median value of each income distribution (in parenthesis). Scenarios: as in Table (2). 

Source: Own calculations using EUROMOD with FRS 2015. 
 

 

Figure 5. Share of income by income decile groups 

 

 
Source: Own calculations using EUROMOD with FRS 2015. 
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The results about UII seem promising also given that here we are considering only the 

effects on inequality the day after the new regime has been implemented, i.e. without 

taking into account labour supply responses. However, in the case of UII those who 

earn below UII would have in the dynamic setting a) the possibility of leaving their job 

and thus getting the UII; b) increased bargaining power which would allow them to ask 

for higher wages. Thus, we believe it is fair to assume that many of the figures would 

change in favour of a more redistributive power of UII scenarios, once the dynamic 

component is accounted for.  

With respect to the impact on poverty, the regimes in which the UII is 

implemented perform in an intermediate way between the baseline scenario and the 

ones where UBI is introduced. When the poverty line is kept constant at the baseline 

level (column (b)), the Headcount ratio in scenario UII-2, where UII is provided to 

those non-working aged 16-64 and pensions are retained, comes quite close to the 

baseline level. What is conversely striking is the high values for the UBI scenarios. 

This is not surprising overall for us as the UBI being a universal measure benefits 

everybody in the same way and once all existing benefits are cancelled out, the 

introduction of UBI generates poverty.  

Martinelli and O'Neill's (2019) cross-country analysis involves 28 European 

countries and five different UBI schemes. They use the same data and model we are 

using here and find similar results with respect to poverty but a small inequality-

reducing effect (Gini from 0.310 to 0.294) from the introduction in the UK of a UBI 

with full replacement (similar to our UBI-1). However, to finance an individual UBI 

for every adult over 18 of around £700pcm, they add on top of the current tax structure 

a 32% flat tax on disposable income.  
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As stressed in Martinelli (2018) UBI, designed as a constant equal payment to 

everybody, proves to be either infeasible (due to the high costs it would require to be 

more generous or to retain existing benefits) or ineffective and actually 

counterproductive in tackling poverty and inequality. There is one exception in Torry 

(2015) and then updated in Torry (2019) where a (conditional) Citizen's Basic Income 

plus means tested benefit leads to some positive outcomes in terms of inequality 

(Gini=0.275) and poverty (-30% population in poverty). However, the working age 

adult monthly amount was supposed to be around just £200, conditionality was kept in 

place and means testing as well, reducing the total costs in means-tested benefits by 

only 31% (Torry, 2019). While this exercise is quite successful in tackling poverty, it 

does not address under any perspective the problem of power relations within the job 

market, and, most of all, it is not, by definition, under any perspective a Universal Basic 

Income.  

 

In Table 5 we present the share of winners in 4 reformed scenarios, namely UII 

and UBI to those aged over 16 with full replacement (scenarios 1 and 4) and UII and 

UBI to those aged 16-64 with pensions retained (scenarios 2 and 5).35 We present here 

the share of winners by baseline equivalised household disposable income decile 

groups. Winners are here defined in three different ways: as those individuals gaining 

more than £100 pcm (Brick et al., 2018) with respect to the baseline; as those gaining 

more than £50 pcm (Obinna et al., 2015) or as net winners, gaining just one pound with 

respect to the baseline.36 

 
35Values for the other scenarios are provided in the appendix in Table 8. 
36 Results for losers are provided in the appendix in Tables 12 to 15. 
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Table 5. Share of winners, i.e. income gain of more than £100, £50 or £1 a month with respect to the baseline scenario  
BASELINE INCOME DECILES TOTAL 

 

1 2 3 4 5 6 7 8 9 10 
 

 

Winners 100 

UII-1 0.67 0.53 0.46 0.44 0.42 0.53 0.55 0.53 0.51 0.21 0.48 

0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.008 0.008 0.007 0.002 

UII-2 0.62 0.45 0.42 0.43 0.43 0.51 0.52 0.47 0.39 0.08 0.43 

0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.008 0.008 0.004 0.002 

UBI-1 0.43 0.25 0.38 0.47 0.49 0.62 0.72 0.73 0.71 0.45 0.53 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.002 

UBI-2 0.44 0.26 0.39 0.53 0.57 0.69 0.73 0.71 0.64 0.27 0.52 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.007 0.002  
Winners 50 

UII-1 0.73 0.59 0.53 0.51 0.50 0.58 0.61 0.58 0.57 0.26 0.54 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.007 0.002 

UII-2 0.73 0.53 0.53 0.52 0.54 0.61 0.61 0.56 0.47 0.12 0.52 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-1 0.48 0.26 0.42 0.49 0.53 0.65 0.75 0.77 0.74 0.49 0.56 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.002 

UBI-2 0.52 0.33 0.49 0.59 0.62 0.73 0.78 0.78 0.70 0.34 0.59 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 
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Net winners 

UII-1 0.78 0.63 0.57 0.57 0.56 0.63 0.64 0.63 0.62 0.32 0.59 

0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.007 0.002 

UII-2 0.80 0.60 0.58 0.59 0.61 0.68 0.69 0.64 0.55 0.17 0.59 

0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.006 0.002 

UBI-1 0.52 0.30 0.45 0.52 0.55 0.67 0.77 0.79 0.77 0.53 0.59 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.007 0.008 0.002 

UBI-2 0.57 0.37 0.54 0.61 0.66 0.77 0.83 0.83 0.74 0.38 0.63 

0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.006 0.007 0.008 0.002 
 

Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenario UII-1: to everybody not working aged over 16 with complete 

replacement of the existing benefits and pensions; UII-2: to everybody not working aged 17 to 64. replacing the existing benefits but keeping pensions for people aged 

over 64; UBI-1: to everybody aged over 16 with complete replacement of the existing benefits and pensions; UBI-2: to everybody aged 17 to 64 replacing the existing 

benefits but keeping pensions for people aged over 64.Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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With all three definitions of winners, there is one constant feature: when UII is 

introduced the higher share of winners is concentrated in the poorest deciles, while 

under the UBI regime winners are concentrated in the top deciles with a greater 

proportion of winners from the 5th decile on. In the 10th income decile group, given 

the greater progressivity introduced with the new tax function, both under UII and UBI 

the share of winners is almost always below 50% but in the case of UII they even arrive 

to as little as 8% and they are never above 20%. What seems striking in the UII 

scenarios is the reduction of the proportion of winners in the central deciles (especially 

in the 4th and 5th) compared to the other deciles. We consider this result also driven 

by the lack of dynamic effect, since those until the 5th decile earn less than UII 

(compare Table 2). This hypothesis is reinforced by looking at the change in disposable 

income compared to the baseline (first part of Table 6) where we see that in the UII 

scenarios those in the central deciles, suffer some income losses or gain less than, for 

example, those in the 6th and 7th deciles. In the UII scenarios the greatest losses are, 

however, concentrated in the top decile and the larger gains in the first decile. Also in 

this case the UII seems to be more efficient in redistribution than UBI, under which 

people in the lowest deciles suffer almost always some income losses. 

Even if in this paper we have not considered the dynamic effect, we have tried 

to simulate the day after situation when everybody earning below UII decide to quit 

their job and start receiving UII. As expected the value of UII decreases a lot, for 

example UII-1 moves £1262 to £906 per month but, while keeping the tax burden 

constant, it does not seem to become unfeasible.  It is however reasonable to expect 

that people earning very little more than UII would decide anyway to quit their job and 

perhaps the value could decrease even more. As mentioned in section two, while this 

tendency to potential infeasibility can be worrying under a standard reasoning, from 
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our perspective if it turns out that the majority of people decide to quit their job to 

receive the benefit this would only mean that the current system is mainly based on 

extortion and its collapse can be  desirable. 

In Table 6 we also present the average gain by age group and household type. 

We consider here 7 age groups as consistent as possible with the way we designed our 

policy reforms i.e. 0-16, 17-24, 25-34, 35-44, 45-54, 55-64 and 65-80. With respect to 

the household types, we divide our sample by six different household types: singles 

aged 25 to 64 which are around 7% of our sample; singles aged 65 to 80 which are 

another 7% of the sample; couples aged 25 to 64 living with at least one person aged 0 

to 24 (which we conventionally consider in our interpretation to be the offsprings of 

the couple) which constitutes the most populous household type, 39%; couples aged 

25-64 living without anybody else, 14%; single parents aged 25-64 living with at least 

one person aged 0-24, 12%; and couple of pensioners aged 65 to 80 which are around 

10% of the sample. We are then left with about 11% of our sample which live in 

households that have a different structure. 

When we look at the average gain by age groups (central part of Table 6) we 

can see that under UII those benefitting more from this benefit are those in the middle 

years of their life. Children below 17 lose what they would be entitled to under the 

baseline scenario. However, as the UII is provided individually to each non-working 

parent and higher than any other benefit currently in place, parental gains are expected 

to outperform children's loss. When pensions are retained in scenario 2, it is evident 

that elderly's average loss sharply decrease from £424 to just £29 per month. Under 

UBI the results are similar with the relevant difference that those aged 17 to 34 have 

gains that are lower than under UII. This is due to the fact that in these two age groups 

there are more people with no market incomes who, thus, are allowed to receive UII. 
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With UII being considerably larger than UBI the benefit for those who receive it is 

much larger.  

When we then move our focus on the average win by household type in the last 

panel of Table 6 we can see that under UII those that lose more in this scenarios are the 

elderly, also, even if less, when pensions are retained (in this case singles aged 65-80 

still lose quite a lot while couples of pensioners do not lose very much). At the same 

time, under UII, especially in scenario 2 single parents (column e) have some losses. 

When looking at the differences across household types, gains from UII are mainly 

concentrated among couples both with and without children. This is, again, one of the 

desired goals of our reform, i.e. inducing people to form new households together, 

tackling the atomisation of our society which is strongly supported by the structure of 

the majority of the current benefits which involve household based equivalence scales 

and reductions of the benefits which do not allow the creation of economies of scale. 

The results about UBI do not differ very much while they simply confirm the UBI to 

be less balanced and performing on average worse than UII. 

Table 7 complements the picture showing the £50 pcm winners by both age 

groups and household type. The figures confirm what we have just described with UII 

benefitting more young people and those living in couples, while harming more singles 

and, once pensions are not retained, older people.  
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Table 6. Average income gain by income decile groups, age groups and household 

types, monthly figures.   
AVERAGE GAIN BY INCOME DECILES TOTAL  

1 2 3 4 5 6 7 8 9 10 . 

UII-

1 

432 138 51 -6 -55 19 33 18 3 -

491 

14.1 

8.46 7.74 7.55 8.11 7.68 7.37 7.07 6.66 6.95 26.2 3.5 

UII-

2 

333 92 34 24 1 56 51 23 -38 -

625 

-4.7 

6.61 5.63 5.73 5.98 5.71 5.44 5.31 4.97 5.62 26.6 3.22 

UBI-

1 

-1 -

207 

-

124 

-80 -44 99 186 243 238 -

233 

7.78 

4.60 5.43 6.01 6.97 7.47 7.13 7.16 6.50 7.27 26.5 3.28 

UBI-

2 

2.43 -

167 

-84 -32 596 167 193 193 141 -

426 

-8.74 

4.31 5.20 5.37 5.96 6.28 5.71 5.69 5.10 6.24 26.9 3.15  
Average Gain by Age Groups  

0-16 17-

24 

25-

34 

35-

44 

45-

54 

55-

64 

65-

80 

    

UII-

1 

-23 223 158 71 170 134 -

424 

    

7.58 11.7 6.88 14.3 8.05 8.50 5.80 
    

UII-

2 

-121 101 46 -45 47 59 -29 
    

7.55 11.1 6.63 14.5 8.05 8.14 3.72 
    

UBI-

1 

-62 85 191 87 163 165 -

389 

    

7.51 9.97 6.68 14.2 7.62 7.94 3.77 
    

UBI-

2 

-145 -

3.64 

85 -21 53 90 -36 
    

7.50 9.74 6.51 14.3 7.72 7.87 3.65 
    

 

Average Gain by HH type  
a  b c  d  e  f  g 

    

UII-

1 

123 -

501 

122 179 -43 -

499 

48 
    

12.03 9.47 6.51 7.38 8.07 7.80 8.47 
    

UII-

2 

10 -

111 

3.75 51 -

130 

-2 43 
    

12.1 7.32 6.54 7.55 7.38 4.17 7.27 
    

UBI-

1 

63 -

502 

112 294 -

198 

-

397 

-6 
    

13 6.99 6.26 6.84 7.06 4.29 7.21 
    

UBI-

2 

32 -

111 

5 161 -

255 

-2 -7 
    

12.9 7.32 6.35 7.0 6.70 4.17 6.73 
    

 

Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenarios: 

as in Table (5). Household types: a (6.92%): Single 25-64; b (6.67%):Single 65-80; c(38.9%): Couple 

25-64 with young people 00-24; d(13.9%): Couple 25-64 without young people 00-24; e(11.6%):Single 

25-64 with children 00-24; f(10.2%):Couple 65-80; g (11.7%) Residual. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table 7. Share of winners (£50) by age groups and household types  
SHARE OF WINNERS BY AGE GROUPS  

0-16 17-24 25-34 35-44 45-54 55-64 65-80 

UII-1 0.47 0.71 0.68 0.60 0.69 0.65 0.19 

0.005 0.008 0.007 0.007 0.006 0.007 0.004 

UII-2 0.33 0.66 0.58 0.46 0.58 0.60 0.55 

0.004 0.009 0.007 0.006 0.006 0.007 0.005 

UBI-1 0.54 0.64 0.73 0.68 0.72 0.70 0.07 

0.005 0.008 0.006 0.006 0.006 0.006 0.002 

UBI-2 0.44 0.59 0.67 0.60 0.66 0.68 0.55 

0.005 0.009 0.007 0.006 0.006 0.006 0.002  
Share of Winners by HH type  

a  b  c  d  e  f  g 

UII-1 0.73 0.16 0.61 0.75 0.44 0.15 0.53 

0.009 0.007 0.004 0.006 0.007 0.005 0.006 

UII-2 0.63 0.49 0.47 0.64 0.38 0.59 0.50 

0.009 0.009 0.004 0.006 0.007 0.007 0.007 

UBI-1 0.64 0.02 0.71 0.81 0.37 0.02 0.51 

0.009 0.003 0.004 0.005 0.007 0.002 0.007 

UBI-2 0.59 0.49 0.59 0.76 0.31 0.59 0.49 

0.009 0.009 0.004 0.006 0.006 0.007 0.006 
 

Notes: Scenarios and household types: as in Table (6). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
 

We analyse also Average Effective Tax Rates (AETR) in order to understand the 

feasibility of the reformed tax burden, calculated here as the ratio of personal income 

taxes and individual original market incomes. Table 8 shows AETR for the Baseline, 

UII-1, UII-2 and UBI-1, UBI-2. Indeed, in all reformed scenarios the mean value is 

very similar to the baseline, thus showing that the reformed scenario is feasible under 

this perspective. At the same time it is relevant to stress that with respect to the baseline, 

the median values of the AETR by income decile groups are considerably lower until 

the 8th decile group in the reformed scenarios and usually much higher in the 10th 

decile group. Overall this picture suggests that in the reformed scenarios there is strong 



 171 

rebalance towards the poorest percentiles or, in a more conventional way, shifting the 

tax burden towards higher incomes. There are not substantial differences between UII 

and UBI.  

We now move the focus to evaluate the effect of the introduction of UII and 

UBI on the work incentives both at the intensive margins with the change in Marginal 

Tax Rates (MTRs) (Table 9 and 10) and at the extensive margin with the change in the 

Participation Tax Rates (PTRs) (Table 11 and 12).  It is indeed important to see if and 

how introducing these two measure change people willingness to work more or less 

(intensive margin) or to enter or quit the labour market (extensive margin). 

MTRs measure the proportion of a marginal increase in earnings that is lost due 

to increased taxes or reduced benefit entitlement.37 For this reason MTRs are a popular 

indicator to analyse to what extent a worker is incentivised to increase her work 

contribution (i.e. the intensive margin, which is different from the extensive margin 

which refers to the decision whether to work or not). 

 

 

 

 
37 “The calculations are performed by EUROMOD through the following steps: first, household 
disposable income is calculated; then individual earnings are increased in turn for each earner in the 
household and the corresponding household disposable incomes are computed. MTRs are hence 
calculated and assigned to the individual whose earnings have been increased. Consider the following 
example: assume two earners, i and j, are part of a household. Earner specific marginal effective tax 
rates are calculated as follows. First, household disposable income is calculated. Earnings of the first 
earner (i) are then increased by the margin, holding constant the earnings of the other earner (j) and 
any other household characteristics. The new household disposable income is hence computed 
simulating new tax liabilities and benefit entitlements for all household members and METRs for the 
first earner (i) are calculated. The same procedure is then applied to the second earner (j).” (Jara and 
Tumino, 2013, p. 33) 
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Table 8. Average Effective Tax Rates by income decile groups  
BASELINE INCOME DECILES MEAN 

 
1 2 3 4 5 6 7 8 9 10 

 

BASELINE 0.05 0.05 0.10 0.12 0.15 0.18 0.20 0.22 0.25 0.29 0.19 

0.008 0.005 0.004 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.015 

UII-1 0.0 0.0 0.02 0.03 0.05 0.08 0.11 0.15 0.19 0.33 0.11 

0.004 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.003 0.001 

UII-2 0.0 0.0 0.03 0.06 0.09 0.13 0.16 0.20 0.24 0.37 0.15 

0.004 0.003 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.003 0.001 

UBI-1 0.0 0.0 0.0 0.02 0.06 0.09 0.10 0.12 0.15 0.28 0.13 

0.001 0.007 0.004 0.004 0.004 0.003 0.003 0.003 0.003 0.003 0.001 

UBI-2 0.0 0.0 0.02 0.04 0.08 0.10 0.13 0.15 0.18 0.33 0.15 

0.010 0.006 0.003 0.004 0.004 0.003 0.003 0.003 0.003 0.003 0.001 

Notes: Decile groups calculated for the Equivalised Household Disposable Income in the Baseline. AETRs calculated for people with non-negative AETRs values 

Scenarios: as in Table (5). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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In this analysis we exclude from our calculations those with non-positive earnings, 

and/or non-positive MTRs or MTR greater than 150. The MTR is here calculated at the 

individual level as the ratio of the marginal change of the tax liability over the marginal 

change in disposable income.  

In the last two columns of table 9 we show the mean and median values of 

MTRs for the baseline and for our four main scenarios for those people with positive 

earnings and who have a non-negative MTR. As expected and desired the introduction 

of UII and UBI overall reduces the incentives to work more. With respect to the 

baseline we can see an increase of the mean MTR ranging from two percentage points 

when pensions are not retained (UII-1 and UBI-1) to seven percentage points when 

pensions are retained (UII-2 and UBI-2). When we look at median MTR the ranking 

does not change, however, since the median MTR in the baseline is much lower than 

the mean value, the difference from the baseline in the reformed scenarios is much 

larger.  

When we look at who is more affected by the reforms across the income 

distribution (Table 9) we can see that work incentives increase quite substantially in 

the poorest half of the income distribution and reduce in the top half. The largest 

differences are in the poorest three decile groups and in the three richest ones. While 

this result is not surprising at the top of the distribution, due to the greater progressivity 

introduced with the new tax schedule, it is more difficult to explain the effect at the 

bottom of the distribution. The introduction of a higher no-tax area and the replacement 

of highly targeted means-tested benefits with universal benefits may be a significant 

element. Across the four reform scenarios the results are very similar and MTRs range 

from around 10% at the bottom of the income distribution to around 60% at the top. 
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Table 10 shows the MTR by both age groups and household type. All four 

scenarios show a very similar pattern. People aged above 44 experience the largest 

increase in the disincentives to work in all four reform scenarios. This is basically in 

line with what we have just seen in Table 9, since those in these two age groups are 

more likely to be in the higher decile group of the income distribution (since they are 

in their work income peak). With respect to household types, differences across the six 

categories we have defined are smaller in the reformed scenarios than in the baseline. 

Under UII, singles aged 25-64 with children aged 0-24 (column (e)) are, even if with a 

very little difference, those more negatively affected (i.e. smaller MTRs, thus greater 

work incentives). Conversely, those benefitting the most (larger MTRs, thus lower 

work incentives) from the introduction of the two universalistic measures are singles 

and couples aged 25-64 without kids (column (a) and (d) respectively). This outcome 

can be due to the removal of all means-tested benefits, child benefits included. 
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Table 9. Marginal Tax Rates across the Income Distribution  
MEAN VALUE BY DECILES   

 
1 2 3 4 5 6 7 8 9 10 Mean Median 

BASELINE 0.53 0.58 0.54 0.44 0.39 0.34 0.33 0.33 0.34 0.40 38.7 34.4 

0.021 0.009 0.008 0.007 0.006 0.004 0.003 0.002 0.002 0.002 0.002 0.002 

UII-1 0.09 0.17 0.20 0.27 0.30 0.36 0.41 0.46 0.51 0.61 40.5 44.6 

0.001 0.001 0.010 0.003 0.003 0.004 0.004 0.004 0.015 0.004 0.004 0.004 

UII-2 0.11 0.20 0.24 0.32 0.35 0.42 0.46 0.51 0.56 0.66 45.2 49.9 

0.001 0.002 0.010 0.003 0.004 0.004 0.004 0.005 0.013 0.004 0.004 0.004 

UBI-1 0.09 0.19 0.23 0.29 0.32 0.38 0.43 0.47 0.52 0.62 42.2 45.1 

0.001 0.002 0.010 0.003 0.003 0.004 0.004 0.004 0.005 0.002 0.002 0.002 

UBI-2 0.12 0.23 0.27 0.34 0.37 0.43 0.48 0.52 0.57 0.67 46.9 50.4 

0.001 0.002 0.010 0.003 0.004 0.004 0.004 0.005 0.005 0.002 0.002 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. MTRs presented only for people with positive earnings and non-negative 

MTR values. Scenario: as in Table (5). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 



 176 

 

Table 10. Marginal Tax Rates by Age Groups and HH Type  
MTR BY AGE GROUPS  

17-24 25-34 35-44 45-54 55-64 

BASELINE 0.34 0.43 0.45 0.41 0.38 

0.005 0.004 0.003 0.003 0.003 

UII-1 0.33 0.44 0.49 0.50 0.47 

0.005 0.003 0.003 0.015 0.004 

UII-2 0.39 0.49 0.54 0.55 0.52 

0.005 0.003 0.003 0.012 0.004 

UBI-1 0.35 0.45 0.50 0.49 0.48 

0.005 0.003 0.003 0.003 0.004 

UBI-2 0.38 0.49 0.53 0.53 0.52 

0.005 0.003 0.003 0.003 0.004  
MTR by HH type  

a  c  d  e  g 

BASELINE 0.39 0.43 0.37 0.53 0.39 

0.003 0.002 0.002 0.007 0.006 

UII-1 0.49 0.47 0.49 0.38 0.41 

0.005 0.009 0.003 0.006 0.005 

UII-2 0.54 0.52 0.54 0.43 0.46 

0.005 0.008 0.003 0.006 0.005 

UBI-1 0.50 0.47 0.50 0.39 0.42 

0.004 0.003 0.003 0.005 0.004 

UBI-2 0.54 0.51 0.54 0.42 0.46 

0.004 0.003 0.003 0.006 0.004 
Notes: MTRs presented only for people with positive earnings and non-negative MTR values. Scenario: 

as in Table (6). Household type b and f are not reported because refer to housholds with only over 64 for 

whom MTRs are not calculated. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
 

Table 11 and 12 present the results on the Participation Tax Rates (PTRs). The PTR 

shows the financial incentives to undertake (or remain in) work. More precisely, PTRs 

measure the proportion of gross earned income lost due to taxes and social insurance 

contributions or reduced benefits, comparing out-of-work option with in-work option. 

In this paper we simulate only transitions from work to unemployment. Differently 

from the MTRs that, as we have seen above, describe the incentives to work at the 

intensive margin, PTRs refer to the incentives to work at the extensive margin.38   

 
38 “The calculations are performed by EUROMOD through the following steps: EUROMOD runs three 
iterations of an (outer) loop and two household level loops (inner loops) . The first iteration of the 
outer loop runs the EUROMOD baseline as it is. The second iteration runs after having set to zero the 
unemployment benefits for those individuals who have both positive earnings and receive 
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Our personal interpretation of PTR is that it represents individual's power of 

choice or, even more, individual's freedom. 

As above with the MTRs, we exclude from our analysis of results observations 

with non-positive earnings and/or non-positive PTR. The last two columns of Table 12 

show mean and median values for the Baseline, UII-1, UII-2 and UBI-1, UBI-2. The 

higher the PTR, the more the tax and benefit system reduces the financial incentives to 

work. From the figures in Table 12 we can soundly say that UII perfectly achieves our 

starting goal of discouraging labour market participation. Indeed, the mean value 

increases of around 20 percentage points with respect to the baseline for both UII-1 and 

UII-2. UBI results show the opposite pattern, i.e. that PTRs are lower and incentives to 

participate in the labour market stronger than in the baseline. 

In table 11 we show that people at the bottom of the income distribution are 

more discouraged to work in any scenario except when UBI is introduced and that 

under UII the values are much larger than in the other scenarios. These results suggest 

that UII is a good tool to give more bargaining power to workers, while UBI is just an 

efficient tool to induce people into employment, to increase the labour supply and to 

increase the pressure on wages. People at the low end of the income distribution are 

those most negatively affected by the introduction of UBI if compared with the 

baseline. PTRs under UBI are indeed lower in the poorest decile groups and higher in 

the top deciles. Conversely UII raises PTRs along the whole income distribution but it 

is particular effective in raising them at the lower end. 

 

 
unemployment benefit. EUROMOD sets then to zero the unemployment related benefits for each 
individual in the household in turn (first inner loop). Finally, the third iteration runs, and calculates 
household disposable income in case of unemployment for all the people with positive earnings. If 
there are multiple earners in the household, the EUROMOD runs this third iteration for each 
individual in the household in turn (second inner loop).” (Jara, 2016, p.2) 
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Table 11. Participation Tax Rates across the Income Distribution  
MEAN  VALUE BY DECILES    

1 2 3 4 5 6 7 8 9 10 Mean Median 

BASELINE 48.8 50.2 57.5 53.4 49.0 43.7 40.9 38.2 36.8 37.6 43.0 40.1 

0.021 0.009 0.008 0.007 0.006 0.004 0.003 0.002 0.002 0.002 0.002 0.002 

UII-1 63.4 76.6 74.9 72.8 70.5 67.9 64.8 61.6 57.9 56.8 64.4 53.9 

0.308 0.115 0.117 0.042 0.039 0.079 0.180 0.074 0.010 0.008 0.031 0.031 

UII-2 68.6 77.0 75.0 72.3 70.8 68.5 65.8 62.8 59.6 58.4 65.8 59.4 

0.263 0.098 0.100 0.036 0.033 0.068 0.153 0.063 0.008 0.006 0.026 0.026 

UBI-1 26.2 27.9 30.4 31.5 32.2 33.2 35.0 36.2 39.1 47.4 36.3 36.7 

0.039 0.002 0.010 0.005 0.005 0.006 0.004 0.004 0.003 0.003 0.002 0.002 

UBI-2 28.3 30.5 33.3 34.6 35.6 36.7 38.7 40.1 43.1 51.5 39.9 40.3 

0.039 0.002 0.010 0.005 0.005 0.006 0.004 0.004 0.003 0.003 0.002 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. PTRs presented only for people with positive earnings and non-negative 

PTR values. Scenario: as in Table (5). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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We now move our attention to the different PTRs by age groups and household types 

in Table 12. What seems a very important result achieved by UII is that it raises the 

freedom of choice for younger people who may be allowed to stay longer out of the 

labour market in order to choose, in case, the job that suits them the most. UII perform 

very well also when we look at the household that would benefit the most from its 

introduction. Indeed both single parents (e) and couples with children (c) are the more 

incentivised to quit work while under UBI they are the more incentivised to keep 

working. UII would allow parents of children to freely choose whether they prefer to 

work or to stay at home with their children. This result partially reverts the story 

presented about MTR and it suggests that under a static analysis even if UII may 

incentivise 25-64 people with children to work more (intensive margin), it surely 

incentives them to quit their job. 

Figure 6 and 7 show the relationship between income inequality (measured with 

the Gini coefficient as above) and work incentives, respectively Marginal Tax Rates 

(Table 6) and Participation Tax Rates (Table 7). It is in line with both our theoretical 

framework and the literature (Jara and Tumino, 2013): the stronger are work incentives 

(smaller MTRs and smaller PTRs) the higher is income inequality. From Figure 6 it is 

also evident that the UII schemes perform better than the baseline and UBI schemes.  
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Table 12. Participation Tax Rates by Age Groups and HH Type  
MEAN PTR BY AGE GROUPS  

17-24 25-34 35-44 45-54 55-64 

BASELINE 35.5 44.5 47.0 43.5 38.9 

0.010 0.004 0.003 0.004 0.005 

UII-1 67.8 68.6 65.8 62.7 56.7 
 

0.054 0.023 0.031 0.099 0.082 

UII-2 67.6 69.6 67.4 64.3 58.7 

0.046 0.020 0.026 0.084 0.070 

UBI-1 18.8 36.3 39.5 39.1 38.2 

0.008 0.004 0.004 0.003 0.004 

UBI-2 21.8 39.9 43.2 42.8 41.9 

0.008 0.004 0.004 0.003 0.004  
Mean PTR by HH type  

a  c  d  e  g 

BASELINE 49.3 45.0 39.2 43.1 39.7 

0.007 0.003 0.003 0.007 0.006 

UII-1 60.3 66.0 61.5 67.9 66.3 

0.051 0.064 0.037 0.048 0.072 

UII-2 62.8 67.2 63.2 69.0 67.0 

0.043 0.054 0.031 0.041 0.062 

UBI-1 37.6 36.5 38.6 33.6 31.8 

0.006 0.003 0.003 0.006 0.005 

UBI-2 41.5 40.1 42.4 36.8 35.1 

0.006 0.003 0.003 0.006 0.004 
Notes: PTRs presented only for people with positive earnings and non-negative PTR values. Scenario: 

as in Table (6). Household type b and f are not reported because refer to housholds with only over 64 for 

whom PTRs are not calculated. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Figure 6. Relationship between income inequality and work incentives (MTRs) 

 

 
Source: Own calculations using EUROMOD with FRS 2015. 
 

 

 

 

 

Figure 7. Relationship between income inequality and work incentives (PTRs) 

 

 
 
Source: Own calculations using EUROMOD with FRS 2015.  

 

 



 182 

3.3 Alternative approach 

In this section we show a possible alternative approach where we pre-set the value of 

UII-1 and UBI-1 to be the same. This is to address the possible concern that our results 

may be distorted by the fact that the values of the two benefits are too different.  

Since we want to preserve the comparability with the baseline, we need to set a 

value that, received equal by everybody aged over 15 under UBI, still allows us to keep 

the two reform scenarios budget neutral. Thus we choose as a value 60% of the median 

value of the baseline income distribution which is often considered as poverty line39, 

i.e. £836 per month. We then iteratively derive the values of X(0) keeping X(h) 

constant at 4. This choice is motivated by the willingness to keep the two systems as 

similar as possible and not to depend too much on the values of a parameter whose 

interpretation is not straightforward. For the UII-1 and UBI-1 scenarios we end up with 

respectively the couple of X(0) values £2159 and £48. For the sake of clarity we want 

to remind that X(0) can be interpreted as the no-tax area threshold. Obviously the 

higher one sets X(h) the lower will be X(0), e.g. under UII-1 for X(h)=10 you get 

X(0)=1584. Unless to iteratively derive both the parameters X(0) and X(h) imposing 

another (discretionary) constraint either X(0) or X(h) must be discretionary chosen. In 

the main analysis for UII the choice has been to set the no-tax area threshold equal to 

the benefit amount and, thus, comparison wise, the value for UBI has been set at the 

same level. 

In Table 13 we present the poverty, inequality, AETR, MTR and PTR values 

for the these two versions of UII-1 and UBI-1. It is evident that UBI-1 outperforms by 

far UII-1 in tackling inequality, poverty and labour incentives and the intensive margins 

 

39 https://www.jrf.org.uk/data 
 

https://www.jrf.org.uk/data
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(greater MTRs). On the other side, AETR are higher under UBI-1 and the PTRs (labour 

incentives at the extensive margin) although with an higher mean value under UBI-1 

seem to incourage more people to leave their job at the bottom of the income 

distribution under UII-1. These results are probably driven by the fact that the no-tax 

threshold (X(0)) for UII-1 is set to a very high value and thus inequality and poverty 

measures are unlikely to improve with respect to the baseline.  The AETR values are 

again determined by the extreme differences of the no-tax area threshold in the two 

scenarios. With X(0)=£48 UBI-1 would impose much higher AETRs from the 5th 

income decile group with respect to both UIII-1 and the baseline. Under our perspective 

this result is not negative per se, since increasing progressivity is one of the core 

elements of our tax reform. However, from a more political and concrete perspective, 

in the same way we have not allowed an increase of government budget, we foresee 

problems of implementation (Torry, 2015; 2019).  
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Table 13. Poverty, Inequality, AETR and labour market responses, alternative methodology 

 

 
INEQUALITY 

(GINI INDEX) 

POVERTY 

(HEADCOUNT RATIO 

WITH CONSTANT 

POVERTY LINE AT 

£696.762 )  

POVERTY 

(HEADCOUNT 

RATIO WITH 

VARYING 

POVERTY LINE)  

POVERTY 

LINE 

     

BASELINE 0.310 8,769 8,769 696.762 
     

UII-1 0.323 16,978 19,221 794.078 
     

UBI-1 0.193 3,749 6,073 817.321 
     

  MEAN AETR VALUE BY DECILES 
  

  1 2 3 4 5 6 7 8 9 10 Mean Median 

BASELINE 0.05 0.05 0.10 0.12 0.15 0.18 0.20 0.22 0.25 0.29 0.19 0.18 

0.008 0.005 0.004 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.015 0.002 

UII-1 0.00 0.00 0.01 0.02 0.05 0.10 0.13 0.17 0.19 0.36 0.13 0.06 

0.000 0.000 0.001 0.001 0.002 0.003 0.003 0.003 0.002 0.003 0.001 0.002 

UBI-1 0.00 0.00 0.01 0.06 0.10 0.16 0.20 0.24 0.31 0.51 0.25 0.22 

0.000 0.001 0.001 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.001 0.002 

  MEAN MTR VALUE BY DECILES     

  1 2 3 4 5 6 7 8 9 10 Mean Median 

BASELINE 53.1 58.4 54.3 44.7 39.3 34.2 33.1 33.3 34.1 40.6 38.7 34.4 

 0.006 0.009 0.008 0.007 0.006 0.004 0.003 0.002 0.002 0.002 0.002 0.002 



 185 

UII-1 5.8 10.7 13.1 20.5 22.4 29.7 38.2 45.5 55.4 70.7 39.6 17.2 

0.005 0.005 0.039 0.008 0.008 0.007 0.007 0.007 0.007 0.006 0.00 0.004 

UBI-1 48.3 59.6 63.1 69.4 71.6 77.1 80.4 83.1 85.8 88.8 77.9 84.5 

0.010 0.008 0.039 0.007 0.007 0.005 0.004 0.003 0.003 0.003 0.00 0.004 

   

MEAN PTR VALUE BY DECILES 

  

  1 2 3 4 5 6 7 8 9 10 Mean Median 

BASELINE 48.8 50.2 57.5 53.4 49.0 43.7 40.9 38.2 36.8 37.6 43.0 40.1 

0.021 0.009 0.008 0.007 0.006 0.004 0.003 0.002 0.002 0.002 0.002 0.002 

UII-1 71.3 70.8 66.2 62.5 60.1 56.4 54.4 52.1 50.4 57.8 57.1 57.4 

0.024 0.016 0.012 0.010 0.009 0.008 0.007 0.006 0.005 0.004 0.002 0.002 

UBI-1 59.3 63.2 66.7 68.6 69.4 71.0 72.9 73.9 76.2 81.3 72.8 75.1 

0.013 0.009 0.006 0.005 0.005 0.004 0.003 0.003 0.003 0.003 0.001 0.002  
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. PTRs/MTRs presented only for people with positive earnings and non-negative 

MTRs/PTRs values. Scenario: as in Table (5). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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On a more general note, while in absolute terms, a very generous UBI seems to achieve 

some positive outcomes under many perspectives, two main issues arise: 

a) Since, by its nature, it would be possible to keep working and still 

receive the benefit, UBI does not provide the adequate disincentives to 

paid work. In fact, we are convinced that the competitive and 

consumeristic ethos (Halberstam, 2005; De Sario, 2007) which 

characterize our culture and our society would lead people to accept any 

job in order to get something more of a) the baseline b) their peers. As 

a result workers’ bargaining power would risk to not increase, wages 

would risk to not increase and there would be no higher incentives to 

foster automation.  We aknowledge this hypothesis is disputable and 

debatable and needs to be further tested under a dynamic analysis. 

b) It is a matter of fact that, to the best of our knowledge, so far there have 

not been UBI simulations to confront with that set such an higher 

unconditional amount of money received by the whole population. 

To conclude, while this approach has provided useful insights, we are convinced that 

in order to derive a credible measure which can be able to subvert the relationship 

between subsistence and paid work our chosen approach is more coherent and 

complete. As we explain in the next section we do see important margins of 

improvement for the analysis in order to evaluate the destructive-costructive potential 

of UII.  

 

4 Concluding remarks 
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In this final part we will first discuss some of the possible difficulties that may naturally 

arise from this proposal and we then summarise our main conclusions.  

4.1 Challenges and Limitations 

Some concerns might emerge with respect to the tax and benefit system we are 

proposing. 

First of all, there might be a problem with respect to a growing risk of informal 

work and of people keeping the UII while earning some extra money, especially for 

existing jobs paying under the benefit level. We are convinced that one possibility to 

reduce this risk is through a system of penalties. People losing the access to UII would 

almost lose any welfare benefit. Thus, if the punishment for being picked a given 

number of times (1/2/3) working without declaring their working status was the 

perpetual loss of the access to UII, this could be quite a strong disincentive to informal 

work. In any case, since we want to remain under a clearly utopian perspective, while 

it is fundamental to try to address potential issues, exploring appropriate enforcement 

schemes is out of scope for the current analysis. 

Another possible concern is the effect on the labour supply of such a reform. 

While it is important to investigate these effects, there remains a question of why only 

people from richer backgrounds should be allowed to choose and people from more 

disadvantaged backgrounds should not. In other words, even in the case that the 

introduction of this form of UII lead to a strong reduction in the labour supply, it would 

simply mean that the main reason why people were working was the necessity to work. 

As discussed in section three, even if not accounting for the dynamic adjustment of the 

labour supply, when giving UII to everybody currently earning below UII the value of 

the individual benefit diminishes but it does not become unfeasible. It remains 

obviously open the possibility that more and more people could decide to quit the 
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labour market and thus make the benefit to low and the whole system unfeasible. This 

has to be investigated in further research but theoretically, as presented in the 

theoretical framework in section two, it is not something that can worry us. Under the 

utopian approach the drastic voluntary reduction of the labour supply would be the 

main  achievement of UII, since it would indeed show that (poor)people are working 

just because they are obliged to. It would immediately destroy the whole rhetoric about 

work and the work ethic (Barbash, 1983; Eisemberger, 1989).  

With respect to the possibility that the introduction of UII would let the system 

to collapse, we are convinced that the egoistic nature of the human being would accept 

a sharp reduction of profits if this would allow to preserve a crumb of profits and 

inequality.  Thus, under a dynamic approach wages would adapt, automation would 

increase while perhaps, indeed, profits would decrease, although perhaps only in the 

medium term.  

We need to acknowledge that while we are trying to investigate the effect of the 

introduction of the UII on work incentives, using them as a proxy for the effect on the 

labour supply, at the current stage of our research we are not able to investigate which 

could be the effect on the labour demand (Peichl and Siegloch, 2012; Dolls et al., 2017). 

Since the introduction of the UII would induce a radical change, it is difficult to 

formulate a hypothesis about the determination of the equilibrium wage. In fact, if the 

UII had the effect of removing people from the labour market, the place within which 

wages are now determined would be dramatically changed. Some strong assumptions 

would be thus needed. Theoretically we therefore assume unconstrained demand, 

moving from the ideological belief that the current capitalistic arrangement is just one 

of the possible arrangements which is originated from one of the possible rationalities. 
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We therefore assume  unconstrained demand side beyond the current paradigm of profit 

maximisation. 

Finally, a further emphasis should be put on the fundamental role of 

technological change. One common, though trivial, comment UBI supporters are used 

to receive is the old adage “there is no such a thing as a free lunch”. This is dramatically 

false or, at least, can be false: thanks to automation we can aspire to a free lunch. What 

is needed is a propulsive trust in innovation. Once we will be able move beyond the 

rhetoric of the hard-work we will realise that we do not really need that much work 

(Frey and Osborne, 2013; Bowles, 2014; Elliott, 2014). Innovation and its exploitation 

may be the real forces of the much-awaited human liberation. 

4.2 Conclusions 

The aim of this work was twofold: first, to develop, on a theoretical basis, a radical tax 

and benefit reform with the introduction of the Universal Independence Income; 

second, to empirically investigate the effects of possible versions of this reform in the 

UK.  

We begin with a discussion of the concept of work, its origins and current 

meanings, the ethic of work and its social implications. We then review many types of 

benefits existing in most developed countries analysing their role in supporting the 

work ethic. We conclude the first part by  explaining how the preferred proposed UII 

would work. Every person at the end of the high school receives a regular monthly sum 

of money G (around the median income). As soon as she starts working, she stops 

receiving G and pays taxes according to the following structure: no tax area up to a 

gross labour income equal to G, continuous increasing marginal tax rates above G. 

People are entitled to receive the sum for the entire life-time span, i.e. pensions are 

replaced by the sum G.  
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In the second part we first present our data and methodology and we then simulate 

the introduction of our preferred version of UII (UII-1),  two variations of UII and five 

forms of UBI to be compared with the tax and benefit system currently in place in the 

UK. Our main findings of its first-order effects can be briefly summarised as follows: 

• the monthly simulated UII in our three scenarios ranges from £1074 to £1262 and 

in our five UBI scenarios from £197 to £245 depending on current benefit retention, 

pension retention and target population; 

• in terms of inequality, measured in this paper with the Gini coefficient, UII 

scenarios perform better than the baseline and much better than any UBI scenario, 

while with respect to poverty UII performs better than the baseline but worse than 

UBI; 

• the UII shows a larger redistributive power, indeed when UII is introduced a higher 

share of winners is concentrated in the poorest deciles of the income distribution, 

while under the UBI regime winners are concentrated in the top deciles; 

• Marginal Tax Rates are higher on average both under UII and UBI compared to the 

baseline; 

• Participation Tax Rates are much higher under UII and lower under UBI compared 

to the baseline, proving the UII to be the best measure to discourage work and to 

move the society out of the work ethic; 

• Overall UII seems to be a measure that advantages the most low-earning workers 

and provides them with an exit strategy, while UBI confirms to be the perfect tool 

in the hands of employers to increase the labour supply, depress wages and increase 

profits. 

• UBI performs better both in terms of inequality and poverty than UII only in the 

specific case where the value of the benefit is set equal in advance (but with very 



 191 

different no-tax area threshold). However, UBI still remains far from our goal of 

abolishing paid work since, as in its nature, it would allow individuals to keep 

receving UBI while working. 

In this work we simulated all new scenarios under budget neutrality, i.e. without any 

extra expenditure by government. While this can have some sense under a perspective 

of political feasibility, it is important to stress that increasing government expenditure 

could potentially be entirely legitimate, e.g. only in the UK the cuts to social security 

in the last decade amounted to more than £35 million. This means that enlarging 

government expenditure could considerably increase the amount of UII and that the 

results provided here can be considered as lower bounds. 

We look forward to complementing this research in several directions. First of 

all we would like to investigate, in a dynamic framework, the effects at the extensive 

margin of the labour supply after the introduction of UII using a dynamic labour supply 

model. After the introduction of the UII, we expect different reactions across both the 

income distribution and, most of all, according to the type of occupations. Indeed, we 

expect more people from low paid (which in general are assumed to be associated with 

low skilled) jobs quitting their job than people from high paid jobs.  

It would be also interesting to understand the effect of UII in terms of 

administrative costs and efficiency. We expect the new regime to be much easier in 

terms of administration and, thus, less expensive and more efficient.  

Finally, as long-run effects, it would be interesting to investigate the effects that 

UII would have on the human capital accumulation process. Under our perspective 

allowing people to be free not to work would lead to an accumulation of human capital 

because it would allow young people to study what they are most fitted for rather than 

what they are required to do in order to be employed. 
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Table A1. Share of winners. i.e. income gain of more than £100. £50 or £1 a month with respect to the baseline scenario  
Baseline Income Deciles Mean  

1 2 3 4 5 6 7 8 9 10 
 

 
Winners 100 

UII-3 0.67 0.52 0.47 0.42 0.44 0.52 0.51 0.48 0.44 0.14 0.46 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-

3 

0.46 0.25 0.38 0.46 0.49 0.62 0.68 0.69 0.65 0.37 0.51 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 

UBI-

4 

0.45 0.27 0.44 0.49 0.51 0.63 0.72 0.75 0.72 0.46 0.55 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-

5 

0.40 0.25 0.37 0.52 0.57 0.69 0.73 0.72 0.64 0.27 0.52 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002  
Winners 50 

UII-3 0.72 0.57 0.53 0.50 0.50 0.58 0.59 0.54 0.49 0.18 0.53 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-

3 

0.51 0.28 0.41 0.50 0.52 0.64 0.73 0.74 0.69 0.41 0.54 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-

4 

0.48 0.31 0.47 0.52 0.54 0.65 0.74 0.77 0.75 0.49 0.57 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 

UBI-

5 

0.50 0.31 0.47 0.59 0.62 0.74 0.78 0.79 0.71 0.33 0.58 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002  
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Net winners 

UII-3 0.78 0.64 0.58 0.57 0.57 0.64 0.65 0.59 0.56 0.22 0.58 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-

3 

0.55 0.32 0.44 0.53 0.56 0.67 0.76 0.77 0.73 0.45 0.58 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 

UBI-

4 

0.52 0.35 0.51 0.53 0.56 0.67 0.76 0.79 0.78 0.52 0.61 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UBI-

5 

0.55 0.36 0.53 0.62 0.66 0.78 0.83 0.85 0.78 0.38 0.63 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenarios UII-3: to everybody not working aged over 16 retaining disability and 

health benefits but not pensions; UBI-3: to everybody aged over 16. retaining disability and health benefits but not pensions; UBI-4: to everybody from birth with complete 

replacement of the current benefit and pensions; UBI-5: to everybody aged 25-64. keeping existing non-means tested benefit for those younger than 25 and pensions for those 

older than 64.Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A2. Share of losers. i.e. income loss of more than £100 a month with respect to the baseline scenario  
Baseline Income Deciles Total  

1 2 3 4 5 6 7 8 9 10 
 

 
Losers 100 

UII-1 0.329 0.473 0.537 0.562 0.578 0.474 0.454 0.467 0.495 0.791 0.516 

0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.008 0.008 0.007 0.002 

UII-2 0.376 0.554 0.577 0.567 0.568 0.493 0.483 0.531 0.609 0.918 0.568 

0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.008 0.008 0.004 0.002 

UII-3 0.333 0.477 0.528 0.572 0.564 0.481 0.487 0.517 0.564 0.855 0.538 

0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.008 0.008 0.006 0.002 

UBI-1 0.568 0.752 0.618 0.531 0.508 0.378 0.281 0.266 0.290 0.547 0.474 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.002 

UBI-2 0.560 0.738 0.606 0.472 0.426 0.311 0.272 0.288 0.360 0.727 0.476 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.007 0.002 

UBI-3 0.536 0.745 0.618 0.536 0.513 0.384 0.316 0.312 0.346 0.631 0.494 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.002 

UBI-4 0.547 0.726 0.552 0.507 0.481 0.362 0.274 0.247 0.274 0.541 0.451 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.002 

UBI-5 0.599 0.750 0.628 0.476 0.424 0.311 0.273 0.278 0.356 0.729 0.482 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.007 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenarios UII-1: to everybody not working aged over 16 with complete replacement 

of the existing benefits and pensions; UII-2: to everybody not working aged 17 to 64. replacing the existing benefits but keeping pensions for people aged over 64; UII-3: to 

everybody not working aged over 16 retaining disability and health benefits but not pensions; UBI-1: to everybody aged over 16 with complete replacement of the existing 

benefits and pensions; UBI-2: to everybody aged 17 to 64 replacing the existing benefits but keeping pensions for people aged over 64; UBI-3: to everybody aged over 16. 

retaining disability and health benefits but not pensions; UBI-4: to everybody from birth with complete replacement of the current benefit and pensions; UBI-5: to everybody 

aged 25-64. keeping existing non-means tested benefit for those younger than 25 and pensions for those older than 64. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A3. Share of losers. i.e. income loss of more than £50 a month with respect to the baseline scenario  
Baseline Income Deciles Total  

1 2 3 4 5 6 7 8 9 10 
 

 
Losers 50 

UII-1 0.273 0.414 0.473 0.489 0.504 0.419 0.390 0.422 0.431 0.743 0.456 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.007 0.002 

UII-2 0.268 0.465 0.473 0.480 0.463 0.391 0.387 0.436 0.529 0.880 0.477 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.005 0.002 

UII-3 0.270 0.426 0.472 0.494 0.492 0.417 0.404 0.457 0.503 0.821 0.476 

0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.008 0.006 0.002 

UBI-1 0.517 0.735 0.584 0.506 0.469 0.351 0.252 0.233 0.259 0.509 0.442 

0.007 0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.002 

UBI-2 0.481 0.674 0.510 0.415 0.383 0.266 0.215 0.225 0.304 0.662 0.414 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 

UBI-3 0.488 0.716 0.586 0.500 0.477 0.351 0.267 0.260 0.311 0.583 0.454 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.002 

UBI-4 0.511 0.686 0.522 0.481 0.452 0.345 0.255 0.227 0.242 0.504 0.423 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.007 0.008 0.002 

UBI-5 0.495 0.681 0.530 0.406 0.380 0.253 0.214 0.208 0.286 0.670 0.412 

0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.007 0.008 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenarios 1:UII to everybody not working aged over 16 with complete replacement 

of the existing benefits and pensions; 2:UII to everybody not working aged 17 to 64. replacing the existing benefits but keeping pensions for people aged over 64; 3:UII to 

everybody not working aged over 16 retaining disability and health benefits but not pensions; 4:UBI to everybody aged over 16 with complete replacement of the existing 

benefits and pensions; 5:UBI to everybody aged 17 to 64 replacing the existing benefits but keeping pensions for people aged over 64; 6:UBI to everybody aged over 16. 

retaining disability and health benefits but not pensions; 7:UBI to everybody from birth with complete replacement of the current benefit and pensions; 8:UBI to everybody 

aged 25-64. keeping existing non-means tested benefit for those younger than 25 and pensions for those older than 64. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A4. Share of losers. i.e. income loss of more than £1 a month with respect to the baseline scenario  
Baseline Income Deciles Total  

1 2 3 4 5 6 7 8 9 10 
 

 
Net losers 

UII-1 0.224 0.373 0.431 0.435 0.444 0.373 0.356 0.374 0.381 0.684 0.408 

0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.007 0.002 

UII-2 0.201 0.399 0.415 0.408 0.395 0.324 0.306 0.359 0.451 0.831 0.409 

0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.006 0.002 

UII-3 0.218 0.362 0.418 0.427 0.425 0.357 0.352 0.408 0.438 0.777 0.418 

0.006 0.007 0.007 0.007 0.007 0.007 0.007 0.008 0.008 0.007 0.002 

UBI-1 0.480 0.704 0.547 0.482 0.448 0.329 0.235 0.214 0.226 0.474 0.414 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.007 0.008 0.002 

UBI-2 0.430 0.627 0.461 0.388 0.339 0.235 0.168 0.171 0.262 0.619 0.370 

0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.006 0.007 0.008 0.002 

UBI-3 0.446 0.680 0.555 0.472 0.438 0.325 0.237 0.229 0.269 0.548 0.420 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.007 0.008 0.002 

UBI-4 0.477 0.643 0.490 0.463 0.432 0.329 0.237 0.206 0.216 0.475 0.397 

0.007 0.007 0.007 0.007 0.007 0.007 0.007 0.006 0.007 0.008 0.002 

UBI-5 0.447 0.635 0.471 0.379 0.335 0.219 0.170 0.153 0.221 0.617 0.365 

0.007 0.007 0.007 0.007 0.007 0.006 0.006 0.006 0.007 0.008 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenarios UII-1: to everybody not working aged over 16 with complete replacement 

of the existing benefits and pensions; UII-2: to everybody not working aged 17 to 64. replacing the existing benefits but keeping pensions for people aged over 64; UII-3: to 

everybody not working aged over 16 retaining disability and health benefits but not pensions; UBI-1: to everybody aged over 16 with complete replacement of the existing 

benefits and pensions; UBI-2: to everybody aged 17 to 64 replacing the existing benefits but keeping pensions for people aged over 64; UBI-3: to everybody aged over 16. 

retaining disability and health benefits but not pensions; UBI-4: to everybody from birth with complete replacement of the current benefit and pensions; UBI-5: to everybody 

aged 25-64. keeping existing non-means tested benefit for those younger than 25 and pensions for those older than 64. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A5. Share of losers (£50) by Categories  
Share of Losers by Age Groups  

0-16 17-24 25-34 35-44 45-54 55-64 65-80 

UII-1 0.531 0.284 0.318 0.397 0.308 0.350 0.808 

0.005 0.008 0.007 0.007 0.006 0.007 0.004 

UII-2 0.666 0.342 0.419 0.540 0.416 0.394 0.446 

0.005 0.008 0.007 0.007 0.006 0.007 0.005 

UII-3 0.575 0.295 0.353 0.442 0.329 0.339 0.796 

0.005 0.008 0.007 0.007 0.006 0.006 0.004 

UBI-1 0.459 0.352 0.268 0.318 0.277 0.300 0.926 

0.005 0.008 0.006 0.006 0.006 0.006 0.003 

UBI-2 0.560 0.407 0.331 0.405 0.344 0.317 0.443 

0.005 0.009 0.007 0.007 0.006 0.006 0.005 

UBI-3 0.494 0.357 0.279 0.341 0.283 0.281 0.934 

0.005 0.008 0.006 0.006 0.006 0.006 0.003 

UBI-4 0.364 0.366 0.249 0.268 0.274 0.334 0.948 

0.005 0.008 0.006 0.006 0.006 0.006 0.002 

UBI-5 0.559 0.392 0.330 0.402 0.349 0.318 0.443 

0.005 0.009 0.007 0.007 0.006 0.006 0.005  
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Share of Losers by HH type  
a  b c  d  e  f  g 

UII-1 0.269 0.840 0.393 0.248 0.559 0.842 0.470 

0.008 0.007 0.004 0.006 0.007 0.005 0.007 

UII-2 0.362 0.502 0.535 0.358 0.621 0.408 0.415 

0.009 0.009 0.004 0.006 0.007 0.007 0.007 

UII-3 0.245 0.839 0.441 0.271 0.560 0.832 0.466 

0.008 0.007 0.004 0.006 0.007 0.006 0.007 

UBI-1 0.360 0.974 0.292 0.190 0.625 0.980 0.485 

0.009 0.003 0.003 0.005 0.007 0.002 0.007 

UBI-2 0.405 0.502 0.402 0.238 0.681 0.407 0.403 

0.009 0.009 0.004 0.005 0.007 0.007 0.007 

UBI-3 0.337 0.973 0.324 0.175 0.633 0.983 0.498 

0.009 0.003 0.004 0.005 0.007 0.002 0.007 

UBI-4 0.376 0.979 0.226 0.213 0.594 0.985 0.525 

0.009 0.003 0.003 0.005 0.007 0.002 0.007 

UBI-5 0.401 0.502 0.404 0.232 0.713 0.408 0.371 

0.009 0.009 0.004 0.005 0.006 0.007 0.007 
Notes: Scenarios UII-1: to everybody not working aged over 16 with complete replacement of the existing benefits and pensions; UII-2: to everybody not working aged 17 to 

64. replacing the existing benefits but keeping pensions for people aged over 64; UII-3: to everybody not working aged over 16 retaining disability and health benefits but not 

pensions; UBI-1: to everybody aged over 16 with complete replacement of the existing benefits and pensions; UBI-2: to everybody aged 17 to 64 replacing the existing benefits 

but keeping pensions for people aged over 64; UBI-3: to everybody aged over 16. retaining disability and health benefits but not pensions; UBI-4: to everybody from birth with 

complete replacement of the current benefit and pensions; UBI-5: to everybody aged 25-64. keeping existing non-means tested benefit for those younger than 25 and pensions 

for those older than 64.a (6.92%): Single 25-64; b (6.67%):Single 65-80; c(38.9%): Couple 25-64 with young people 00-24; d(13.9%): Couple 25-64 without young people 00-

24; e(11.6%):Single 25-64 with children 00-24; f(10.2%):Couple 65-80; g (11.7%) Residual. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A6. Average Effective Tax Rates  
Baseline Income Deciles Mean  

1 2 3 4 5 6 7 8 9 10 
 

Baseline 0.05 0.05 0.10 0.12 0.15 0.18 0.20 0.22 0.25 0.29 0.18 

0.008 0.005 0.004 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.015 

UII-3 0.0 0.0 0.02 0.04 0.06 0.10 0.13 0.17 0.21 0.35 0.13 

0.004 0.003 0.003 0.002 0.002 0.002 0.002 0.002 0.002 0.003 0.001 

UBI-3 0.0 0.0 0.01 0.03 0.07 0.09 0.11 0.13 0.16 0.30 0.14 

0.001 0.007 0.004 0.004 0.004 0.003 0.003 0.003 0.003 0.003 0.001 

UBI-4 0.0 0.0 0.0 0.01 0.03 0.07 0.09 0.10 0.14 0.29 0.13 

0.010 0.006 0.003 0.004 0.004 0.003 0.003 0.003 0.003 0.003 0.001 

UBI-5 0.0 0.0 0.02 0.05 0.08 0.09 0.12 0.15 0.19 0.33 0.15 

0.001 0.007 0.004 0.004 0.004 0.003 0.003 0.003 0.003 0.003 0.001 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. Scenarios UII-3: to everybody not working aged over 16 retaining disability and 

health benefits but not pensions; UBI-3: to everybody aged over 16. retaining disability and health benefits but not pensions; UBI-4: to everybody from birth with complete 

replacement of the current benefit and pensions; UBI-5: to everybody aged 25-64. keeping existing non-means tested benefit for those younger than 25 and pensions for those 

older than 64. Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A7. Marginal Tax Rates across the Income Distribution   
Baseline Income Deciles   

 
1 2 3 4 5 6 7 8 9 10 Mean Median 

Baseline 0.53 0.58 0.54 0.44 0.39 0.34 0.33 0.33 0.34 0.40 38.8 34.4 

0.021 0.009 0.008 0.007 0.006 0.004 0.003 0.002 0.002 0.002 0.004 0.004 

UII-3 0.10 0.18 0.22 0.29 0.32 0.39 0.43 0.48 0.53 0.63 43.3 46.9 

0.001 0.001 0.010 0.003 0.003 0.004 0.004 0.004 0.015 0.005 0.004 0.004 

UBI-3 0.10 0.21 0.25 0.31 0.34 0.41 0.45 0.49 0.54 0.64 44.6 47.4 

0.001 0.002 0.010 0.003 0.004 0.004 0.004 0.005 0.013 0.006 0.002 0.002 

UBI-4 0.09 0.19 0.23 0.29 0.32 0.38 0.43 0.47 0.52 0.62 42.2 45.1 

0.001 0.002 0.010 0.003 0.003 0.004 0.004 0.004 0.005 0.005 0.002 0.002 

UBI-5 0.10 0.20 0.24 0.30 0.33 0.39 0.44 0.48 0.52 0.63 44.5 45.7 

0.001 0.002 0.010 0.003 0.003 0.004 0.004 0.004 0.005 0.005 0.003 0.003 

Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. MTRs presented only for people with positive earnings and non-negative MTR 

values. Scenario: as in Table (5). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A8. Marginal Tax Rates by Age Groups and HH Type  
MTR by Age Groups  

0-16 17-24 25-34 35-44 45-54 55-64 65-80 

Baseline 0.29 0.34 0.43 0.45 0.41 0.38 0.30 

0.156 0.005 0.004 0.003 0.003 0.003 0.007 

UII-3 0.02 0.35 0.46 0.51 0.52 0.49 0.42 

0.000 0.005 0.003 0.003 0.015 0.004 0.009 

UBI-3 0.02 0.36 0.47 0.51 0.51 0.49 0.34 

0.000 0.005 0.003 0.003 0.012 0.004 0.009 

UBI-4 0.20 0.35 0.45 0.50 0.49 0.48 0.32 

0.000 0.005 0.003 0.003 0.003 0.004 0.009 

UBI-5 0.25 0.37 0.46 0.50 0.45 0.44 0.32 

0.000 0.005 0.003 0.003 0.003 0.004 0.009  
MTR by HH type  

a  b  c  d  e  f  g 

Baseline 0.39 0.33 0.43 0.37 0.53 0.28 0.39 

0.003 0.016 0.002 0.002 0.007 0.008 0.006 

UII-3 0.51 0.40 0.49 0.51 0.40 0.42 0.43 

0.005 0.018 0.009 0.003 0.006 0.013 0.005 

UBI-3 0.52 0.29 0.49 0.51 0.40 0.33 0.43 

0.005 0.017 0.008 0.003 0.006 0.013 0.005 

UBI-4 0.50 0.28 0.47 0.50 0.39 0.32 0.42 

0.004 0.017 0.003 0.003 0.005 0.013 0.004 

UBI-5 0.48 0.30 0.45 0.45 0.43 0.30 0.42 

0.004 0.017 0.003 0.003 0.005 0.010 0.004 
Notes: MTRs presented only for people with positive earnings and non-negative MTR values. Scenario: as in Table (6). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 201 
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Table A9. Participation Tax Rates across the Income Distribution  
Mean PTR Value by Deciles    

1 2 3 4 5 6 7 8 9 10 Mean Median 

Baseline 48.8 50.2 57.5 53.4 49.0 43.7 40.9 38.2 36.8 37.6 43.0 40.1 

0.021 0.009 0.008 0.007 0.006 0.004 0.003 0.002 0.002 0.002 0.002 0.002 

UII-3 66.9 76.0 75.5 72.7 70.7 68.4 64.9 62.2 58.6 57.5 0.98 0.66 

0.287 0.110 0.117 0.042 0.053 0.084 0.167 0.074 0.009 0.007 0.028 0.028 

UBI-3 27.1 28.9 31.7 32.8 33.6 34.7 36.6 37.9 40.8 49.2 37.8 38.2 

0.039 0.002 0.010 0.004 0.005 0.006 0.003 0.004 0.002 0.003 0.004 0.004 

UBI-4 26.2 27.9 30.4 31.5 32.2 33.2 35.0 36.2 39.1 47.4 36.3 36.7 

0.039 0.002 0.010 0.005 0.005 0.006 0.004 0.004 0.003 0.003 0.002 0.002 

UBI-5 27.1 28.4 31.5 32.3 33.0 34.5 35.8 36.9 40.2 55.3 39.2 38.8 

0.036 0.002 0.009 0.004 0.005 0.006 0.003 0.004 0.002 0.003 0.002 0.002 
Notes: Deciles calculated for the Equivalised Household Disposable Income in the Baseline. PTRs presented only for people with positive earnings and non-negative PTR 

values. Scenario: as in Table (5). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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Table A10. Participation Tax Rates by Age Groups and HH Type  
MTR by Age Groups  

17-24 25-34 35-44 45-54 55-64 

Baseline 35.5 44.5 47.0 43.5 38.9 

0.010 0.004 0.003 0.004 0.005 

UII-3 67.8 68.6 65.8 62.7 56.7 

0.054 0.023 0.031 0.099 0.082 

UBI-3 20.1 37.9 41.1 40.7 39.8 

0.046 0.020 0.026 0.084 0.070 

UBI-4 18.8 36.3 39.5 39.1 38.2 

0.008 0.004 0.004 0.003 0.004 

UBI-5 23.8 36.9 38.7 40.0 38.1 

0.008 0.004 0.004 0.003 0.004  
MTR by HH type  

a  c  d  e  g 

Baseline 49.3 45.0 39.2 43.1 39.7 

0.003 0.002 0.002 0.007 0.006 

UII-3 61.1 66.5 62.4 68.7 66.6 

0.047 0.059 0.034 0.044 0.067 

UBI-3 39.3 38.1 40.2 35.0 33.2 

0.006 0.003 0.003 0.006 0.005 

UBI-4 37.6 36.5 38.6 33.6 31.8 

0.006 0.003 0.003 0.007 0.004 

UBI-5 38.4 37.1 37.7 33.3 32.2 

0.004 0.003 0.003 0.006 0.004 
Notes: PTRs presented only for people with positive earnings and non-negative PTR values. Scenario: as in Table (6). Standard Errors in italics. 

Source: Own calculations using EUROMOD with FRS 2015. 
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General Conclusions 

This thesis is composed of two chapters that aim to analyse and interpret some aspects 

of the inequality that permeates our society and a third chapter that try to design an 

alternative to the status quo. We well thus first summarise the main contributions of 

the three chapters and conclude with a more general overview. 

The main contribution of the first chapter is twofold. First, considering only 

children exogenously allocated to neighbourhoods we are able to investigate a pure 

neighbourhood effect. Second, using jointly the Index of Multiple Deprivation 2015 as 

measure of neighbourhood deprivation, and the Children Sample of the Understanding 

Society Survey, this work is the first to investigate how social comparison affect 

children psychological wellbeing in England. In our results we do not find any evidence 

of relative deprivation. Children living in social housing in a better neighbourhood are 

not negatively affected with respect to their happiness, self-esteem and relationship 

with their parents, while they are positively affected about their integration with their 

peers. Allowing young teenagers to live in better neighbourhoods seem to provide with 

some positive results around the interactions with their peers even if does not directly 

affects happiness and self-perception. Under our ideological framework, this result 

suggests that the creation of mixed neighbourhoods are an important tool reduce 

inequalities and to provide children from more disadvantaged backgrounds with better 

opportunities. 

In the second chapter, exploring the Program for the International Assessment 

of Adult Competencies (PIAAC) database, which provides detailed information on 

educational pathways and scores in literacy and numeracy tests, we focus on sons aged 

30-54 in France, Germany, Italy, Spain, Norway, Poland, the UK and the US and 
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investigate to what degree the association between parental background (proxied by 

education)and sons’ earnings is mediated by various dimensions of sons’ human capital 

(educational attainment, field of study, numeracy and literacy scores, and proxies of 

non-cognitive skills). We find that the intergenerational transmission process is wholly 

mediated by sons’ formal education in Germany, Norway and the US. By contrast, a 

significant residual association persists even after we control for all four dimensions of 

sons’ human capital in the remaining countries . While we cannot exclude that the 

residual association is due to unobservable background-related skills sons might have, 

it suggests that family factors, unrelated to human capital accumulation, might play a 

particularly important role in the intergenerational transmission of labour market 

advantage in these societies.  

The final chapter wants to be the element of hope of this work. We imagine 

what we describe as the Star towards which we should decide to head in the long run 

in order to change the status quo. The Star cannot be probably the policy of tomorrow 

but should be the tool to find the right direction the day after tomorrow. We present 

UII as a benefit which should allow every person to be able to abstain from paid work 

and to work only if she desires to work. We imagine UII as the tool to reduce workers’ 

extortion, increase their bargaining power and offer new opportunities of self-

development detached from paid work. Our results for the UK show that UII would 

have a positive effect on inequality and a positive effect in reducing both the entrance 

in the labour market and the quantity of paid work done once in the labour market. We 

compare UII against a standard UBI model and our results show that UII is the only 

choice if we want to move the society away from paid work. In addition, unless in the 

alternative approach of pre-setting the value of the UII and UBI benefits equal, UII 

performs better than UBI in terms on inequality and poverty reduction. 



 216 

In our analysis we have tried to use a mixed socio and economic approach trying 

to keep our analysis on the thin ridge between the two disciplines. We have therefore 

tried in all our three chapters to perform the empirical analysis within a specific 

theoretical framework. The hyphen across the whole work is the ideology on which it 

has been built: individuals should be free until their freedom do not harm the freedom 

of another individual. According to this corner stone we have tried to conduct our 

analysis with theoretical and empirical rigour. 

We are conscious that our work cannot neither partially reflect the multifaceted 

and complex society we live in. We are therefore reluctant to frame any empirical 

policy recommendation from this limited work. As we have tried to highlight in the last 

chapter, our main message would like to be that to reduce inequalities and to tackle the 

problems at its roots, we need radical ideas, dreams and ambitions (Lenin, 1951; 

Popper, 1986).  

Overall in this work we have tried to keep a wide approach both in analysing 

the current situation and in imagining a brighter future. In the timeless Berlin (1953) 

words, we have tried to openly be proud hedgehogs in a world dominated by either shy 

hedgehogs or foxes. As in our hedgehog nature we have thus tried to favour one big 

idea and use it with gusto and confidence, differently from foxes who tend not to base 

their analysis on one comprehensive idea but instead use multiple approaches even 

when they are somewhat contradictory.  

To conclude, we are convinced that the best aspect of this work is the utopia 

vibe that we try to spread across. We see our utopia, our Star, as an appeal to escape 

from a gloomy, pessimistic and constrictive ideology, trying instead to re-balance the 

future on the value of beauty and to imagine a reality that goes beyond the aesthetic 

boundaries of reality. In the end, already in 1979, Marcuse in The aesthetic dimension 
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considered art a revolutionary activity, on the one hand denunciation of the constituted 

reality and on the other hand evocation of the beautiful image of liberation. 

Fisher (2009) defines capitalist realism as the widespread conviction that "not 

only capitalism (is) the only political and economic system currently viable, but that (it 

is) impossible to imagine a coherent alternative" (p. 13). For this reason, every analysis 

that seeks to question the fundamentals of the social-economic structure that has unified 

the planet is branded, by those who consider themselves realistic and think they are 

moving within parameters of scientific rationality, as utopian and ideological. 

Only what moves within the mainstream, without trying to question it, is 

therefore scientific and rigorous, while it would be ideological any effort to think 

dialectically, highlighting the contradictions of reality in order to seek the possibility 

to challenge the status quo.  

All this, however, creates the impression of being condemned to live in an 

eternal present and that time has been abolished. Following Benjamin (1950), we 

believe that capitalism risks to condemn us to the repetition of the present, a present 

that expands, erases the past and closes the future. Rejecting the idea itself of future 

appears to be the cause of the discredit in which the neo-liberal mainstream has thrown 

any attempt to be critical of reality and to think of alternative worlds. 

We have tried to challenge the mainstream and to bet on the future. 
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