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Introduction

DEMOGRAPHIC AND SOCIAL changes have posed challenges to social pro-
tection systems in both developed and developing countries. In the former,
population is gradually aging due to the ongoing demographic transition,
characterized by fewer children being born and more adults surviving into
old age. At the same time, the prevalence of significant gender gaps in the
provision of care, with links to documented differences between men and
women in the labor market, reinforce the need for innovation and new
approaches to the provision of social protection.

In this context, many countries are implementing important efforts to
extend child- and elder care services. In the case of child care, evidence is
abundant on the importance of the early years of life in terms of individual
health and cognitive, social, and emotional development (e.g., Heckman
et al. 2010a; 2010b). Child care services may also be seen as an instrument
to encourage women’s labor force participation rates, as well as strengthen
their position within the labor market. In the case of elder care, even if
elderly morbidity and disability continue to improve, a growing number of
the old will need help to lead satisfactory lives. Improving living standards
for elderly people provides a rationale for new policies, as does the aim of
relieving relatives from the burden of providing permanent care in elders’
advanced stages of life.

Uruguay is a country that stands out in Latin America because of
its relatively older and more mature social protection system (Ocampo
and GOomez-Arteaga 2017). It has recently made advances in the imple-
mentation of a National Care System (NCS), which includes both child
care and elder care for dependents. The policy also offers care services for
persons with disabilities, although the analysis we present in this article
does not cover this population. The NCS can be included among the re-
cent interventions that address new social risks—sometimes referred to as
social investment interventions—borne by groups such as the young, the
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low-skilled, and women, as opposed to such traditional social risks such as
old age or unemployment, which had their roots mostly in the protection
of male breadwinners (Cantillon 2011; Morel, Palier, and Palme 2012).
Although social investment interventions do not necessarily crowd out
spending on traditional risks, the possibility of some shift raises the issue
of the redistributive impact of these new interventions. How to evaluate
their effects in redistributive terms (Vaalavuo 2013; Van Kersbergen and
Hemerijck 2012)?!' Redistribution—at least vertical redistribution—is not
always the rationale for public services (Vaalavuo 2013), but the discussion
about redistributive impacts is still important to understanding, among
other things, the political economy of these policies.

Different countries have adopted a variety of models to implement and
finance child care and promote early child development. European coun-
tries tend to rely on publicly funded programs, whereas the United States
relies more on subsidies and tax credits to reimburse parents for child care
expenses (Waldfogel 2001). In the Nordic countries, parents” contributions
are set nationally at a maximum level decided by the state and depend on
household earnings and the number of children benefiting from child care.
In addition, there may be rules about maximum payment (Eydal and Rost-
gaard 2013). The final result of differential combinations of child care poli-
cies is that in most countries, services are not entirely free, but parents pay
subsidized prices (Plantenga and Remery 2005).

With regard to long-term care, given the rapid process of aging and
reduction in the supply of informal care due to employment of traditional
(mostly female) caregivers, governments all over the world have found or-
ganizing and funding these services to be a major challenge (Barr 2010;
Costa-Font, Courbage, and Zweifel 2017; and Wouterse and Smid 2017,
among others). Public long-term care coverage systems across countries in
the Organisation for Economic Co-operation and Development (OECD) re-
quire users to share a portion of the cost for their care. In Latin America, the
prevalence of fiscal constraints, the limited supply of long-term services by
public health service providers, and the lack of regulated private markets
for long-term care are of particular concern. It is reasonable to expect—
both for the region and for Uruguay—that society will have to address the
growing risks of dependency at older ages through publicly financed mech-
anisms, focused initially on the poor and vulnerable (Caruso, Galiani, and
Ibarraran 2017). Doing this may entail implementing tax incentives or sub-
sidies (means-tested or universal), which may in turn affect savings.

In this article, we assess the distributional impact that the NCS would
have in Uruguay through the calibration of a static tax benefit model which
places values on the public services provided and allocates them among
households. We estimate the impact of two alternative scenarios that re-
flect different allocations of social investment as between children and the
elderly. While children are overrepresented among the poor, the elderly
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have above-average income and low poverty rates. Also, the scope of the
intervention is different between the two populations—we simulate univer-
sal coverage among the preschoolers and assistance rates over 50 percent
for 2-year-olds while determining elderly coverage by the person’s depen-
dent condition. Thus, the expected redistributive effects should be stronger
for children than for the elderly; in the latter case, the effects may even be
regressive. We consider both populations together, as their inclusion in the
same initiative is a distinctive characteristic of the Uruguayan proposal and
institutional design, but we also report separated effects, due to the differ-
ences explained above. As a funding strategy, we simulate an increase in
marginal income tax rates.

The analysis we present is a first approximation of the potential
impact, in that it considers only first-round effects, excluding long-term
redistributive effects that may arise from increases in labor supply and
consequently in household income. If increases in female labor force par-
ticipation were to take place—mainly among women from lower-income
households, for whom the current labor supply is lower—redistributive
effects would be higher. Also, given that children’s enrollment in formal
child care or preschool education has proven beneficial for their future
school achievement and earnings (Heckman and Masterov 2007; Heckman
et al. 2010a, 2010b; Duncan and Sojourner 2013), these policies entail a
further potential redistributive effect in the medium- and long runs, as
higher equality could result over time. Moreover, these effects tend to
be stronger for children who come from vulnerable backgrounds (Cascio
2015), improving the potential distributive effects in the long term.

Another important issue not considered in this article is the fiscal
pressure that arises from demographic trends. Uruguay was one of the first
countries in Latin America to embark on the demographic transition. These
trends will have important implications for the social protection system and
labor market (Rofman, Amarante, and Apella 2016). The expected increase
in the elderly population will probably increase the total demand for care,
even considering the predicted reduction in the demand for child care due
to declining fertility. At the same time, there will probably be a reduction in
the availability of informal and familial care due to the increase in female
labor force participation. Our analysis only considers the effects arising
from the current design of the programs up to 2020, based on the 2014
population structure.

Evidence on the redistributive impact of these policies is still scarce,
especially in developing countries. Nevertheless, a new strand of literature
provides useful information about the effects of public care services, and
our article aims at contributing to the ongoing discussion. On that note, the
extension of child care services has been found to reduce income inequality
(Hufkens et al. 2015; Matsaganis and Verbist 2009; Vaalavuo 2013). How-
ever, these results depend heavily on who uses the services and on the tax
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structure (Van Lancker and Ghysels 2011). In every case, the impact is rel-
atively small compared with traditional welfare state spending, though it
may be equalizing or pro-poor (Vaalavuo 2013). Less research has been car-
ried out for elderly care services, although scarce existing results seem to be
along the same lines as those for child care (Vaalavuo 2011, 2013).

The NCS and the baseline situation

The NCS’s objective is to expand available care services for the dependent
population, as well as to create new services. For the NCS, the dependent
population consists of children aged 0-12 years (prioritizing those aged
3 and younger), persons with disabilities, and those elderly who are not
autonomous in their daily lives. A synthesis of the policy process that led
to the design of the Uruguayan NCS can be found in MIDES (2014), and
details about the current policy design can be found in Junta Nacional de
Cuidados (2015) and in the preamble to the 2015 Budget Law (MEF 2015).

For younger children, the policy consists of the expansion of child care
services, whereas for the dependent disabled and elderly, it focuses on the
provision of home-based paid care. Care services for persons with disabilities
are not considered in our distributional analysis, due to the lack of suitable
statistical information. The new policy has a universal claim but foresees
a gradual implementation. In the first stage (until 2020), the aim is to in-
stall and develop diverse programs directed toward the dependent elderly
population but targeting the benefits to those in greater need.

The 2015 Budget Law sent to Congress covered up to the year 2017, es-
tablishing additional resources for the NCS and setting coverage goals. How-
ever, it did not include any new tax revenues to finance the proposed ex-
pansion of the NCS. Instead, the law based the funding of the new programs
on the proceeds of economic growth. The estimated annual additional re-
sources approved for 2017 were US$67 million (prices as of January 2015);
more than one-third of this sum was allocated for early childhood services
(36 percent), while 29 percent was set aside for the elderly, 22 percent to
people with disabilities, and 12 percent to administrative expenses.

Child care services and the elderly dependent
population

Child care and education, while both depending on the national govern-
ment, are separate policy domains in Uruguay. Pre-primary education starts
at 3 years of age but is compulsory from age 4. Primary schooling starts at
age 6. For children aged between 1 and 3, child care is available through a
wide variety of public and private services. The main public service is Plan
CAIF, a program that emerged in the late 1980s with a clear target of serving
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FIGURE 1 Age-specific assistance rates and female employment rate, by per
capita income quintile, Uruguay, 2014
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NOTE: Assistance rates do not include CAIF’s family workshops for 1-year-olds.
SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014).

vulnerable children. Public preschool and child care are free of charge and
state-funded, although child care is privately organized.

Public child care services at Plan CAIF offer day care for children ages
2 and 3, and an incipient service is proposed for 1-year-olds. CAIF also pro-
vides weekly workshops on childrearing and child development guidelines
for families with children under 2. Originally, the daily services covered four
hours a day; they are now expanding to cover six and eight hours per day.
Public preschool started to expand in the 1990s to cover children aged 4
and 5 and is currently committed to universal coverage for 3-year-olds.

Figure 1 shows assistance rates by age for day care and preschool at
public and private services, by income groups. For 3-year-olds, both types of
services (day care and preschool) overlap, so the rates refer to the global cov-
erage. The rates increase with age, as well as the weight of public provision:
overall, 42 percent of children aged 1-3 use child care or preschool cen-
ters on a daily basis—13 percent of 1-year-olds, 42 percent of 2-year-olds,
and 69 percent of 3-year-olds. As expected, assistance rates hide important
differences between income groups, being significantly higher among the
better-off households, which concentrate their use in the private sector. In
the lowest quintiles, the rates are lower, and the public sector predominates.

At the same time, female employment increases with income, pre-
senting an important socioeconomic stratification. The correlation between
female employment and child care has been a debated issue in economic
studies (Baker, Gruber, and Milligan 2008; Cascio 2009; Del Boca, Pasqua,
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TABLE 1 Percent of Uruguayans aged 65 and older classified as
having severe dependency, and percent distribution of severely
dependent, by age group (2013)

Severe dependency % distribution of
Age-group (years) rate (%) severely dependent
65-69 1.3 12
70-74 2.3 18
75-79 3.2 20
80-84 3.7 18
85 and above 7.8 32
Total 3.1 100

SOURCE: Authors’ calculations, based on the Longitudinal Social Protection Survey
(BPS and IDB 2013).

and Pronzato 2009). In effect, the obvious correlation suggests that publicly
provided or subsidized child care could induce increases in female employ-
ment. However, it is also possible that these policies may crowd out other
forms of care, resulting in smaller-than-expected increases in employment
(Havnes and Mogstad 2011). In Uruguay, an impact evaluation of an expan-
sion of public preschool services for children aged 4 and 5 during the 1990s
found that this expansion crowded out attendance at private schools, par-
ticularly among children of high-skilled mothers. Among children of low-
skilled mothers, attendance increased, but the policy did not have any ef-
fect on mothers’ labor market outcomes (Nollenberger and Perazzo 2016).
These results are important for the discussion about the potential impacts
on female employment of the NCS.

Turning to the elderly, public care services are a very recent develop-
ment. Besides some examples of institutional elderly care, the first program
intended to address care of dependent elderly—the Programa de Asistentes
Personales—was implemented in 2014, and its coverage was very limited.
In contrast, the pension and the health systems have almost universal cov-
erage in Uruguay, and their quality is better than the average of the region.
In Uruguay, people aged 64 and older have higher incomes than the na-
tional average and exhibit the lowest poverty rates in the population (INE
2016).

The NCS has distinguished four levels of dependency based on a per-
son’s capacity to perform daily life activities without help: nondependence,
mild dependency, moderate dependency, and severe dependency. Follow-
ing the objectives of the NCS in this first stage, this article focuses on severe
dependency.

Severe dependency affects 3.1 percent of persons aged 65 and older
(Table 1). The incidence is significantly higher among those aged 85 or older,
which poses a threat for the future of social policies in a demographic con-
text where the population of the “oldest old” is expanding more rapidly than
that of the elderly as conventionally defined. If the dependency rate does
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not change, the proportion of severely dependent people in the population
may be sizable by 2050. The limited scope of this article does not allow an
analysis of these trends in greater detail or their implications in terms of
public spending and distributive impact. These issues should be covered in
future research.?

Owing to imputation procedures detailed in the next section, the in-
come distribution of the severely dependent is assumed to follow that of the
elderly. This implies that about one-third belong to households in the rich-
est quintile and only 5 percent to those in the poorest one. It derives from
this procedure that the incidence of severe dependency is similar among all
the income groups, which may introduce some bias into our results.” The
relationship between income and dependency is not clear, but previous re-
search for Uruguay shows higher rates of disability in poorer households
(Bagnato, Luzardo, and Padula 2011). This may not stand so clearly for
the elderly, as life expectancy is lower for people who belong to vulnerable
households, whereas old-age dependency is highly age-related.*

Methodology

Our objective is to analyze the impact of the new NCS programs on the bud-
gets of affected households. To do so, we calibrate a static tax benefit model.
We first apply the rules that define the social programs involved to identify
the beneficiaries. Then we assign public services a monetary value. The final
step consists of deducting the payments that each household would have to
make to finance the NCS. By comparing the original and counterfactual
vector of household income, we identify “winners” and “losers” from this
intervention and quantified its redistributive impact. When the counterfac-
tual household income is higher than the original one for a certain house-
hold, it is considered a winner, and when it is lower, it is considered a loser.
Households whose income does not change (they do not receive benefits
nor pay taxes) are considered unaffected.

Our analysis is based on the 2014 Uruguayan Continuous House-
hold Survey, a reference survey for income, living conditions, labor market
status, and education conducted by the National Statistical Institute (INE
2014). In 2014, this nationally representative survey covered 132,000 peo-
ple in 49,000 households. It provided information on the use of child care
and preschool services and accurate income data. Unfortunately, it did not
collect information on dependency. We took that information from the Lon-
gitudinal Social Protection Survey (LSPS) (BPS and IDB 2013). (Details on
how we combined these datasets are provided below.) Additional data on
the costs of service provision were derived from the 2015 Budget Law.

Given that the household survey collected information on net income
(after taxes and social contributions), gross income was calculated by
applying the rates of taxation and social contribution. Our analysis was
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incremental, meaning that we did not take into account the individual’s
previous state: we added the valuation of the benefit to the gross income
of the beneficiary’s household in the case of new beneficiaries. This is espe-
cially relevant for the case of infants, as the coverage of public child care is
important and the in-kind transfer is not included as income in the baseline
situation.

We identified as NCS beneficiaries those people who would directly use
the system in the reference year, so we took a static and dichotomous point
of view for the identification of beneficiaries, especially when we considered
winners and losers. From a life-cycle perspective, it is highly probable that
everyone will use the NCS at some point in life, either as a direct beneficiary
or as a parent, son, or daughter of one.

Our analysis covered those programs whose potential beneficiaries
could be identified using the data available: child care services (expansion
of CAIF for children aged 1-2), preprimary expansion for 3-year-olds, and
home-based care for the dependent elderly. According to the preamble to
the 2015 Budget Law, the programs that were included in our analysis make
up around 53 percent of the 2017 budget allocated to the NCS.

The specific expansion and coverage goals of the programs for 2016
and 2017, as well as the global incremental costs of each program, were
described in the preamble to the 2015 Budget Law. More general and im-
precise goals were established for 2020. Based on this information and on
further documentation of each program—the organizational structure of
CAIF (Plan CAIF 2015) and Decree No. 117.016 (Government of Uruguay
2016)—we built the expansion simulation scenarios for 2020. Table 2 shows
the number of beneficiaries and the unitary and incremental costs, accord-
ing to the goals established for 2020.

In the case of children, age-specific incremental coverage rates are pro-
posed for 2020 in the 2015 Budget Law. To perform the simulation, we as-
sumed that all of the expansion will be publicly provided and that all of the
offered places will be taken. This implies that the coverage expansion will
translate directly to public assistance rates. These assumptions may be very
optimistic, as enrollment and assistance rates differ substantially for these
services and as some part of the expansion might be privately provided,
diminishing the number of actual beneficiaries.” Evidence from European
countries shows that the cost and availability of child care are not the only
factors that determine the use of child care services; cultural factors may
also play a role (Del Bocca 2015). Previous research for Uruguay has sug-
gested that the existence of strong family ties may limit the use of child care
services for very young children (Batthyany, Genta, and Perrotta 2013). We
do not take these aspects into account in our simulations.

Table 3 shows the assistance rates before and after the simulation. The
variation mimics that proposed in the preamble of the 2015 Budget Law
(shown in the last column), except for 1-year-olds, where the law includes
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TABLE 2 Number of beneficiaries, monthly unit costs, and annual
incremental costs of each simulated program, by age and income group

Monthly Annual
No. of unit costs  incremental costs
beneficiaries (US$) (millions of US$)
Early childhood education and
care services
Child care services (CAIF)
1 year 5,886 $462 $33
2 years 7,886 $241 $23
Preschool (ANEP)
3 years 8,408 $175 $18
Total 22,161 — $73
Elder care
Home-based care (personal assistants)
<3 BPC 400 $540 $3
3-6 BPC 3,256 $362 $14
Between 6-11 BPC 3,027 $178 $6
>11 BPC 1,942 $0 $0
Total 8,625 $23
Grand total 30,786 — 96

NOTE: CAIF = Centros de Atencion a la Infancia y la Familia; ANEP = Administraciéon Nacional de Educacion
Publica; BPC = Base de Contribuciones y Pensiones, a monetary index that defines taxation and social benefits,
valued in US$120 in 2014.

SOURCE: Authors’ calculation, based on the Continuous Household Survey (INE 2014) and on official
information.

TABLE 3 Assistance rates for child care before and after simulation and
measures of variation, all by child’s age

Assistance Assistance Percentage-point Percentage-point
Age rate rate after variation of variation in
(years) before (%) (%) simulation Budget Law
1 13 25 13 17
2 42 58 17 17
3 69 87 18 18
Total 42 58 16 —

SOURCE: Continuous Household Survey (INE 2014).

the coverage corresponding to family workshops, which is not considered
in this article.

The distributional impact depends strongly on the beneficiaries’ in-
come strata. However, official information does not specify definite criteria
for assigning the new beneficiaries. The allocation of beneficiaries defines
the scope of the intervention and its ambitions of universality. As stated
in the literature, given that child care acts as a precondition for maternal
employment, it is reasonable to expect that the demand for these services
will be higher among employed parents (Cantillon 2011; Cantillon and Van
Lancker 2013). On the contrary, targeting children in greater need provides
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further incentives for the labor participation of their mothers and may have
greater redistributive impact.

To estimate reasonable bounds for the impact, we present two alter-
native allocations. The first assumes that beneficiaries will be selected based
on their demand for child care. We estimated a probit model for child care
assistance (public and private) and ordered the children not receiving assis-
tance by their predicted probability of assistance.® Those who have a higher
probability (but who are not attending child care) are identified as benefi-
ciaries until the number of beneficiaries by age is met. This model reflects
the actual use of the available services, which implies higher probabilities
for higher incomes.

The second alternative assumes that selection is defined upon some
vulnerability criteria, selecting the poorer children of each age. This matches
traditional resource allocation in child care, which historically is directed
toward the worst-off households. We used the territorial dimension of the
child care programs to find the best location for the new care centers in
order to target children from lower income households. Botto Nunez and
Detomasi (2015a) defined the location of the new CAIF centers by consid-
ering that the potential beneficiaries live within a 1-km radius and that at
least 60 percent of them belong to households eligible for the conditional
cash transfer program (known as Asignaciones Familiares-Plan de Equidad,
or AFAM-PE). For the expansion of preschool, a territorial view was also
proposed by Botto Nunez and Detomasi (2015b), who defined where the
expansion should focus for better results, considering that it takes place in
locations with enough 3-year-old children. Based on their work, we scaled
the total places offered by the new centers proposed to match the number
of total beneficiaries defined in Table 2. Then, we selected them randomly
from the locations where the centers would be placed, considering the pro-
portion of beneficiaries by age and the proportion of AFAM-PE that the
theoretical beneficiaries had in each location.”

Regarding the elderly, the preamble to the 2015 Budget Law proposed
achieving 60 percent coverage of the severely dependent by 2020. The chal-
lenge is identifying dependent people among the elderly, as dependency is
not asked about in the household survey and far from every person above
age 64 needs help in performing daily life activities. We turned to the 2014
LSPS, which included a set of variables allowing identification of the four
categories of dependency used by the NCS in the elderly: nondependence,
mild dependency, moderate dependency, and severe dependency.® MIDES
(2015) concluded that the LSPS was a reasonably accurate data source for
the identification of severe dependency.

To identify the eligible population in the household survey, we applied
the age-group-specific severe dependency rate observed in the LSPS to the
corresponding population. The selection of beneficiaries among the eligible
population estimated in the household survey was based on demographic
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FIGURE 2 Percentage distribution of beneficiaries, by income quintiles
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and income criteria. We selected 60 percent of the severely dependent
population, assuming that the age- and income-group distribution of the
beneficiaries is the same as for the total elderly population. The income
groups were based on the thresholds that the program establishes for the
subsidy. The age and income distributions of the beneficiaries are presented
in Appendix Table A2. This estimation is based upon a number of assump-
tions, due to the lack of reliable dependency data. In that sense, our results
should be considered as preliminary and need further testing once better
data are available.

Figure 2 illustrates the distribution of the beneficiaries and contribu-
tors by quintile. In both allocations, the larger potential distributive effects
would come from children, as their distribution is more concentrated in
the lower part of the income distribution, contrary to that of the elderly.
Relevant differences are found between the alternative scenarios of identi-
fication of child care beneficiaries. As expected, in the demand alternative,
the distribution among income groups is almost uniform, whereas the vul-
nerability alternative prioritizes poorer households (almost 80 percent of
the beneficiaries are among the poorer 40 percent). Contributors are con-
centrated mainly in the upper quintiles (more than 70 percent).

Turning to the valuation of public services (child care and preschool
services), we followed the standard approach in the literature of transfer-
ring to the beneficiaries the average production costs of the service. This is
a strong assumption, as it does not account for the quality and efficiency
of service provision. Another relevant drawback is that we do not consider
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the intensity of use (number of hours), turning instead to average costs.
The services are available for four, six, or eight hours per day, but we do not
have information about the distribution of the new beneficiaries between
modalities.

Given that our exercise aimed at reflecting the potential effects of the
theoretically designed policy, it used an ex ante analysis based on budgetary
costs as planned in 2015.° We took the incremental budget and benefi-
ciaries for each program from the preamble to the 2015 Budget Law and
calculated the unitary costs. This process was straightforward for preschool,
as it only referred to children aged 3. For child care (1- and 2-year-olds),
we had to account for the fact that the unitary costs for each age differ; in
addition, for children aged 1, the program included two modalities (daily
care and the once-a-week workshop), but only the former was of interest
for this analysis. Considering the staff distribution of the program between
ages and the number of incremental beneficiaries in each age, we built
an age-specific unitary cost.!® We deflated the costs using an appropriate
index for each program.!!

The personal assistant program is a cash-for-care transfer for hiring
an assistant. The percentage of the subsidy is income-dependent: there are
four per-capita household income groups, and the amount of the subsidy
decreases with rising income. Hence, we transferred to the beneficiaries the
correspondent monetary subsidy. The complete subsidy is set at 4.6 monthly
BPC.!2 The lower-income group receives the complete subsidy, the next
group receives 67 percent of the amount, the following receives 33 percent,
and no subsidy is assigned to the highest-income group.!?

The final step consists of deducting the payments that each household
would have to make to finance the NCS. The funding strategy consists of
increasing the income tax.'* Uruguay has a direct tax consisting of a dual
personal income tax (the Impuesto a la Renta de las Personas Fisicas, or
IRPF), which combines a progressive tax schedule for labor income with
a low flat tax rate on capital income. The labor income component of the
IRPF consists of seven marginal income tax rates, ranging from zero percent
in the lowest bracket to 30 percent in the highest one, with deductions.
This tax is only applied to formal workers (those contributing to the social
security system), who represent around 75 percent of all workers. Pensions
are taxed by a similar tax (the Impuesto a la Asistencia de la Seguridad
Social, or IASS). Capital income is taxed at differential rates (from 3 percent
to 12 percent, depending on the source). We propose a 5 percent increase
in the marginal rates of personal income tax to finance the incremental
costs of the expansion of NCS. Details on the current and proposed rates are
presented in Appendix Table A3. The expected revenue from such a change
would be about $92 million, which would almost cover the total needs
($96 million, as shown in Table 2). The programs that we are simulating
are equivalent to 0.2 percent of GDP in 2014 and imply around half of the
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FIGURE 3 Percentage of winners and losers, by quintile, according to
scenario

a) Percentage of winners and losers, by quintiles, for income tax financing scenario

100%
N

80%
70%
60%

=

'?é

o

=

=]

>

50%
40%
30%
20%
10%

0%

Demand ]
Demand [
Vulnerability [
Demand [
Vulnerability ]
Demand ]
Vulnerability |
Demand ||

Vulnerability

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5

®Unaffected " Losers BWinners

budget of AFAM-PE, a conditional cash transfer that has been proved to
reduce inequality by one point of the Gini index in Uruguay (Amarante,
Ferrando, and Vigorito 2013).

Results
Winners and losers

The distribution of beneficiaries and contributors by income group defines
a structure of potential households that can be identified as winners and
losers of the programs. Figure 3 shows the percentage of potential winners
and losers (expressed in terms of persons) by per capita income quintiles
for each alternative of beneficiaries” allocation (demand and vulnerability).
In both cases, the potential winners are a very small part of the population
(3 percent), even considering both children and the elderly, whereas the
losers represent the majority of the population (54 percent). This is a docu-
mented characteristic of care programs: they benefit a small, even marginal,
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FIGURE 3 (continued)

b) Households with children below age 4
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¢) Households with elders above age 64
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SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014).
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proportion of the population, but the levels of spending per person are
high (Vaalavuo 2011; Verbist, Foster, and Vaalavuo 2012), and they may
be financed by the whole population (or at least by a sizable proportion).

The percentage of potential losers increases with income in both alloca-
tion alternatives, following the progressive design of the income tax used to
finance this exercise: about 13 percent of individuals from quintile 1 would
end up as net losers, compared with 88 percent of those in the top quintile.
These results suggest that financing can contribute to the progressivity of
the policy.

The distribution of potential winners depends on the allocation of child
care and preschool beneficiaries, although they would represent 3 percent
of the total population in every case. For the demand alternative, the win-
ners would consist of a comparable percentage in every income group: 3
percent of those in quintiles 1-4, and 2 percent for quintile 5. When allo-
cation is based on vulnerability, the percentage of winners would decrease
with income group, from 9 percent among the poorest to 0.4 percent in the
richest quintile. The differences in the distributional impact of these two
alternatives thus are straightforward.

The proportion of potential winners rises to 13 percent of people if
the analysis is restricted to households with children up to 4 years old
(Figure 3). In this case, potential winners represent about 20 percent of
the last quintile of individuals in households with young children in the
demand allocation scenario and the same percentage of the first quintile for
the vulnerability alternative. When considering households, the percentage
of winners would increase with income in the demand allocation alterna-
tive, whereas the opposite happens in the vulnerability one. On the other
hand, considering households with elderly members reveals the limited
coverage of this program (Figure 3). Note that in the last quintile, the
elderly may benefit from the program, but if they belong to the program’s
highest-income group, they would not receive any money. This means
they will be identified as potential losers if they pay or as unaffected if they
do not. However, Figure 3 shows the progressivity and limited incidence of
the complete set of programs simulated on the old people’s households.

Household income variation

As mentioned before, care programs often spend a large amount per user,
although the coverage is relatively limited. This implies that while the pro-
portion of potential winners may be irrelevant, the income variation for
those who actually do benefit from the program may be very important.
On the contrary, the change in the tax structure proposed here is small,
which suggests that for households that do not benefit from the program
but are compelled to pay, the loss should be small. However, these house-
holds represent a large proportion of all households in Uruguay.
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TABLE 4 Mean gains and losses as a share of household income, by quintile,
according to scenario

Winners Losers
Income tax, cash-for-care Income tax, cash-for-care
for the elderly, and for the elderly, and

demand alternative for vulnerability alternative Income

children (%) for children (%) tax (%)
Quintile 1 24 28 —-0.2
Quintile 2 17 18 —-0.2
Quintile 3 15 15 —-0.3
Quintile 4 11 10 —-0.3
Quintile 5 7 7 —-0.5
Total 16 22 -0.3

SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014).

Table 4 presents these results, which raise questions about the political
economy of implementing this kind of policy. In effect, those who would
receive a significant net benefit (16 percent or 22 percent of their income,
on average, depending on the scenario), whereas those who would lose end
up with an average net benefit of —0.3 percent. This analysis raises doubts
about whether voters would support a policy that requires almost everyone
to pay, but benefits only a small part of society. However, the characteristics
of dependency imply that nearly every individual will use these services at
some point in their lives, either as a direct beneficiary or as a parent, spouse,
son, or daughter of one. In this sense, the payment may be understood as
insurance against dependency, and the position of individuals toward the
program may depend on the risks they perceive of having to use the services.

Regarding the distribution of net benefits, Table 4 shows that both
allocation alternatives would be progressive in a strict sense. Matsaganis
and Verbist (2009) reported similar results for child care subsidies in several
European countries. The results were slightly more progressive for the
vulnerability alternative, although the differences were not important.

Turning to losses, the progressivity is not that clear, although it still
stands in a broad sense. The bottom quintile pays a smaller proportion of
their income than does the top quintile. However, there is little or no vari-
ation in the intermediate quintiles.

Progressivity is also present when considering all households
(Figure 4). In both scenarios, the income variation is positive and larger for
the lowest-income quintile and decreases systematically for higher income
groups. It is worth noting that the richer quintiles experience a net average
loss.

As expected, the percentage of mean household income variation
differs between the allocation alternatives, driven mostly by the difference
in the number of beneficiaries in each quintile. Whereas in the first quintile
the demand alternative is 0.7 percent, it is 2.4 percent in the income
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FIGURE 4 Percentage of mean household income variation, by quintile,
according to scenario
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TABLE 5 Inequality indicators for transfers and tax
Variation
Gini (percentage points)

Baseline income 37.47

Only children services: demand alternative 37.41 —0.06

Only children services: vulnerability alternative 37.28 -0.19

Only personal assistants 37.45 —0.02

Only income-tax variation 37.39 —0.08

Only services: demand alternative 37.39 —0.08

Only services: vulnerability alternative 37.26 —-0.21

Complete scenario: demand alternative 37.31 —0.16

Complete scenario: vulnerability alternative 37.18 -0.29

SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014).

alternative. In the rest of the distribution, there are no significant differ-
ences between scenarios.

Income distribution

We estimated the Gini index before and after the simulation of each pro-

gram and of the whole policy. The effect of the expansion of NCS proposed
toward 2020 will have little impact on the overall income distribution
(Table 5), although it reduces inequality in both scenarios. The limited
impact is associated with the low coverage of its programs. Note that we
only estimate the impact of the expansion proposed by the NCS, leaving
unconsidered the current state of the programs involved. In the case of

child care and preschool, the coverage of existing programs is relevant,
especially for those aged 2 and 3.
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TABLE 6 Percent distribution of care spending, by income quintile, according
to scenario

Demand Vulnerability
alternative (%) alternative (%)
Quintile 1 20 55
Quintile 2 23 23
Quintile 3 23 14
Quintile 4 20 6
Quintile 5 14 2
Total 100 100
Quintile share ratio (Q5/Q1) 0.706 0.028

SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014).

All of the policies involved would, considered on their own, improve
the income distribution. The best result in redistributive terms comes, as
expected, from the vulnerability alternative of child care services, as it gives
more importance to the lower part of the distribution. The worst result
comes from the provision of services for the elderly, because of their po-
sition in the income distribution, but this policy is not regressive, due to
the progressive design of the subsidy. When taken together, the simulations
are consistent with the individual policy exercises, showing better results
when the allocation is based on vulnerability. In both cases, the income tax
variation contributes to the improvement of income distribution.

These results are similar, in sign and magnitude, to those found by
several studies of child care in European countries (Matsaganis and Verbist
2009; Verbist, Foster, and Vaalavuo 2012). On the other hand, Vaalavuo
(2011) found no change or a slight increase in the Gini index for the
Nordic countries. The results regarding elder care were stronger in Nordic
countries, the Netherlands, and the United Kingdom, following the demo-
graphic structure of income distribution in these countries, a slight differ-
ence in beneficiary’s identification, and the focus of the programs on the
low-income elderly (Vaalavuo 2011; Verbist, Foster, and Vaalavuo 2012).

As shown in Table 6, in both allocation alternatives, NCS spending
would benefit the bottom quintile more than the top quintile (shares be-
low 1). However, the differences between both are very important. In the
demand alternative, quintiles 1-4 would receive a similar proportion of the
benefits, with a minor reduction for the richest quintile. In the vulnerability
scenario, more than half of the benefits would go to the worst off, whereas
the top quintile would receive only 2 percent.

The ratio between the first and last quintile shares is presented as in
Vaalavuo (2013) and Van Lancker and Ghysels (2011) for European coun-
tries with similar programs. Vaalavuo (2013) included child care, education,
and elder care, revealing shares below 1 for the six European countries ana-
lyzed. Van Lancker and Ghysels (2011) reported ratios for child care services
in Sweden and Flanders with opposite results: 0.4 for Sweden and 2.1 in
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Flanders. Our demand alternative shows shares similar to France, Slovenia,
Spain, and United Kingdom, whereas the vulnerability alternative is much
more pro-poor. In general terms, the analysis provided by the Commitment
to Equity Institute for Latin America indicates that preschool education is
progressive in the region.'”> For Uruguay, Bucheli et al. (2013) analyzed the
redistributive impacts of different components of social spending and found
that preschool education placed fifth out of 13 programs in terms of progres-
sivity, with a concentration coefficient of —0.45. The most progressive pro-
gram corresponded to food vouchers, with a concentration index of —0.76.

Finally, we evaluated the distributive effects of the cash-for-care pro-
gram for the elderly as an employment program. It is reasonable to expect
that people who could become employed as personal assistants once the
program is begun have a certain profile, associated with low employabil-
ity. Workers who fit the profile for this occupation mainly are low-skilled,
middle-aged, and female. To illustrate the potential impact of this type of
job creation, we assigned the full salary to potential assistants, identified as
randomly selected women aged 30-69 years who were not employed, stu-
dents, or retired and who had less than 12 years of formal education. Their
incorporation into the labor force as personal assistants would imply a small
reduction in the Gini coefficient (0.07 points), similar to that observed for
the demand alternative for child care.!®

Discussion

This article has analyzed two policy interventions that constitute the main
components of the NCS in Uruguay. These interventions can be considered
as embedded in what is called the social investment paradigm: child care
services and care for the elderly dependent. Both may help to achieve mul-
tiple objectives. Early child care and preschool care can boost human capital
accumulation and result in higher productivity in the long term, and home-
based care for the elderly can help to improve living conditions for those in
need of assistance. At the same time, both policies have the potential to
help promote more inclusive development, by facilitating the inclusion of
women in the labor market.

The redistributive scope of these interventions is a widely debated is-
sue in developed countries. In developing countries, the discussion about
these policies is at a much earlier stage, as is the related evidence. As dis-
cussed in this article, who benefits from these care services is a crucial point
for analysis, an aspect that is especially relevant in the case of child care. If
services are allocated following demand, it is possible that these end up ben-
efiting those who are already better off, meaning children whose parents are
employed or have higher probabilities of employment, at least in the short
term. The positive side of a policy developed along such a path—in case it
is temporary—may be the possibility of discouraging middle classes from
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opting out of public services. If the rationale is that other households may
follow in time, this may help consolidate a universal policy while protect-
ing the quality of the service through the pressure of users for institutional
improvements and their willingness to contribute to the financing. If, on
the contrary, the policy starts out as being strictly targeted toward poorer
households, this may compromise the quality of services—*“A program for
the poor is a poor program,” runs the old saying—and the ambitions of uni-
versality in the long term. However, the distributional effects will be higher.
In any case, policy actions may influence results in one way or the other,
so it is desirable that the policy’s orientation (in terms of the beneficiaries it
wants to reach) is clear in its design, and also that it is publicly announced
and understood by the society.

Our results indicate that the potential winners from NCS are a very
small part of the population, whereas the potential losers represent the ma-
jority. The policy benefits a small, even marginal, proportion of the popu-
lation, but the levels of spending per beneficiary are relatively high. As the
policies are financed by means of a progressive income tax, the many losers
lose little relative to their income whereas the few winners gain much. The
many lose little; the few gain much. As result, the political economy of sup-
port for this desirable social investment policy is discouraging.

Additionally, our results indicate that the redistributive impact of the
specific in-kind transfers considered for the Uruguayan case is very lim-
ited, even when child care services are targeted towards more vulnerable
children. Even if the benefits are significant for individual households, the
overall impact is weak, as the number of beneficiaries is low. These results
are similar, in sign and magnitude, to those found in several European child
care studies. Nevertheless, we should stress that the direct redistributive im-
pact is just one dimension of the effects of the policy and that consideration
of our results must be complemented with a rigorous analysis of the impacts
of the policy in other dimensions. The redistributive effects found here may
be considered as a lower bound, as there may be other indirect effects. In-
creases in female labor market participation, especially if it is concentrated
among poorer households, would increase the redistributive effect of the in-
tervention. From a longer-term perspective, more opportunities for lower-
income children could have beneficial impacts on education and on future
income, increasing equality in the long run.
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on "The political economy of social protec-
tion systems.”

1 It has been argued (Cantillon 2011)
that the growing interest of European gov-
ernments in child care, education, and elder
care, with a view to enhancing people’s abil-
ity to work and to balance work and fam-
ily life, has meant backsliding in more tra-
ditional policies, such as the direct provision
of economic maintenance, and that this has
had consequences in terms of poverty and in-
equality indicators.

2 Colacce and Manzi (2017) estimate
that the number of dependent children will
decline from 185,000 to 148,000 between
2017 and 2050, whereas the number of el-
derly dependents will increase from 64,000
to 120,000 in the same period, resulting in an
increase in the total dependent population.
The authors also consider the resources that
will be needed to accomplish the NCS’s goals
in different time horizons (2020 and 2050),
when the demographic trends are consid-
ered.

3 The lack of precise information about
income-specific dependency rates is a major
drawback of this analysis. Further detail is
provided in the next section.

4 The only source of information that
may reveal some clues about this relationship
is the Longitudinal Social Protection Survey,
arecent survey showing that the pronounced
dependency ratio has little variation by in-
come group, although it is higher for the
lowest- and the highest-income groups (BPS
and IDB 2013). However, there are some
doubts about the quality of the income in-
formation in this survey, as it differs signifi-
cantly from the validated information taken
from the household survey.

5 If we consider that the distribution be-
tween public and private provision remains
unchanged, the beneficiaries will be 58 per-
cent of those considered for the simulation.
Alternatively, considering the current rela-
tionship between enrollment and assistance
would imply that 77 percent would be bene-
ficiaries.

6 The estimated model is presented in
Appendix Table A1l.

7 For CAIF, we used the census seg-
ment, and for preprimary care, we used

either the census segments selected in each
department or the total department popula-
tion, if we could not meet the total beneficia-
ries needed or the AFAM-PE proportion.

8 The original syntax for the construc-
tion of these categories was provided by
MIDES. The variables used are similar to
those used to target the program.

9 During 2016 and 2017, the budget ex-
ecution was around 85 percent.

10 We used as reference a large type of
center that provides care for 1- and 2-year-
olds (CAIF type D). Complete information
about the structure and costs of each type
can be found in Plan CAIF (2015). Further
information about this construction is avail-
able from the authors upon request.

11 For CAIF we used the variation of
UR between January 2015 and the average
of 2014. The UR is a monetary index which
varies with the wage index, it is used to ad-
just mortgages and rents. For preschool, we
used the variation of the public preschool and
school teachers’ salary taken from the house-
hold survey.

12 Base de Contribuciones y Pensiones
(BPC, Base de Prestaciones Contributivas,
pensions and contributions’ base) is a mon-
etary index that defines taxation and so-
cial benefits. We use the 2014 value, about
US$120.

13 The per capita income defined for
the first group is less than US$358, the sec-
ond group has a per capita income of be-
tween US$358 and US$716, the third is be-
tween US$716 and US$1,312, and the fourth
is more than US$1,312.

14 The alternative approach of financ-
ing the NCS through indirect taxes is very
unlikely, given the already high value-added
tax pressure in Uruguay (ECLAC, 2018) and
the regressive nature of this tax (Bucheli et
al, 2013).

15 See http://commitmentoequity.org/
publications-ceqworkingpapers/. In particu-
lar, CEQ Working Papers 9, 10, 18, 50, 51 and
52 present analysis of the redistributive im-
pact of preschool spending in different Latin
American countries.

16 If we assume that the assis-
tants are drawn from the poorest among
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eligible women, the redistributive effects upon request, as are the complete results
would be larger, similar to the vulnerabil- of these simulations (the distribution of win-
ity alternative for children (a reduction of ners between income quintile and income
0.22 in Gini). These results are available variation).
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APPENDIX

TABLE A1l Probit model for assistance of children aged 1-3 years through
public and private care and preschool services

Variables Assistance
Region 0.282"" (0.0448)
Low education of head of household —0.768"" (0.0687)
Moderate education of head of household —0.542"" (0.0602)
Working mother 0.375"" (0.0447)
Number of children in household —0.163"" (0.0224)
Age 0.897" (0.0279)
Constant —1.596"" (0.0944)
Observations 4,704

NOTE: Robust standard errors in parentheses. ***p<.01,
SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014).

TABLE A2 Age and income distribution of elderly dependent beneficiaries

Percentage Percentage of
Beneficiaries of elderly dependent elderly
Age groups (years)
65-69 1,005 0.7 57.9
70-74 1,540 1.3 58.5
75-79 1,717 1.9 58.2
80-84 1,455 2.1 57.7
85-89 2,661 4.6 59.8
Total 8,378 1.8 58.6
Income
Quintile 1 359 1.6 53.6
Quintile 2 1,229 1.9 57.0
Quintile 3 2,005 1.9 59.5
Quintile 4 2,224 1.8 59.3
Quintile 5 2,561 1.8 59,0
Total 8378 1.8 58,6

SOURCE: Authors’ calculations, based on the Continuous Household Survey (INE 2014) and the Longitudinal
Social Protection Survey (BPS and IDB 2013).
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TABLE A3 Marginal income tax rates

Current Proposed
Category 1 10 10.50
Category 2 15 15.75
Category 3 24 25.20
Category 4 25 26.25
Category 5 27 28.35
Category 6 31 32.55
Category 7 36 37.80

Source: Authors’ calculations.
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