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Introduction

Child benefit and child allowances represent a major pil-
lar of monetary family benefits. As a part of the ex-post 
evaluation of monetary family benefits commissioned 
by the German Federal Ministry for Families, Senior 
Citizens, Women, and Youths and the Federal Ministry 
of Finance, a recent research study2 by the Ifo Institute 
examines the impact of child benefit and child allow-
ances on families and discusses the efficiency of such 
family policy benefits. 

Research study: child benefit and child allowances

The research study considers both child benefit and child 
allowances and examines their effects on the following 
target areas: “compatibility of family and career”, “safe-
guarding the economic stability and social participation 
of families”, and “birth rates”. To identify the effects of 
child benefit and child allowances on these goals, the 
study draws on the child benefit reform of 1996, which 
significantly increased child benefit. The subsequent ef-
ficiency analysis estimates the direct and indirect costs 
of an increase in child benefit. 

1  Ifo Institute (all), Stefan Bauernschuster: University of Passau.
2 This article is based on the study Rainer et al. (2013). Please consult 
this study for more detailed information and results.

A key component of family policy 

Child benefit and child allowances represent two major 
components of monetary family benefits within the di-
verse range of family policy instruments. Both benefits 
have existed since the 1950s and are very popular with 
the general public. The central importance of these ben-
efits can also be measured by their financial volume, 
which is around EUR 39 billion annually and thus ac-
counts for almost a third of the total volume3 of all fam-
ily benefits (BMFSFJ 2012). 

The integral goal of both regulations is to safeguard 
families, as stipulated in article 6 paragraph 1 of the 
German constitution. In their later working lives 
children earn income and pay taxes and social secu-
rity contributions. Child benefit and child allowances 
can therefore be seen as a way of acknowledging the 
social contributions of families to economic wealth. 
Moreover, family benefits are a means of compensat-
ing for the reduced economic capacity of families – due 
to the demands of child care and education – and thus 
to establish horizontal equity (Lüdeke and Werding 
1996). 

Historical development

Since the introduction of child benefits in the German 
Federal Republic in 1954 and of the child allowance in 
1949, they have been subject to a number of reforms. 
The rules for the possibility of combining these two 
benefits, as well as the financing, the size of the ben-
efit and the circle of beneficiary children4 and/or their 
parents changed many times. From 1955 to 1995 child 
benefit and child allowances were granted at the same 
time with only one interruption and were referred to as 
a “dual system”.

3  In 2010 the total volume of all family benefits was around EUR 125 
billion, and that of marriage-related benefits was around EUR 75 billion. 
4  The example of child benefit: this was paid out for the first time in 
1954 for the third child and for every further child, from 1961 onwards it 
was paid out as of the second child and from 1975 it was paid out as of the 
first child. 
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Reform of 1996

The last major structural reform to date took place in 
1996. The reform was based on the decisions of the 
German Constitutional Court (BVerfG) at the begin-
ning of the 1990s.5 In the Court’s opinion, the dual sys-
tem at that time did not result in full tax exemption of 
the subsistence level of children. However, expenditure 
to cover the minimum subsistence level of adults and 
children has to be completely exempt from taxation. The 
legislator responded to judicial demands by incorporat-
ing child benefit law into income tax law. As a result, in-
come amounting to the combined minimum subsistence 
level of the parents and the children is no longer taxed. 
For the parents this tax-free allowance is safeguarded 
by taking into account the basic income tax allowance. 
For the children this can, since the reform, be achieved 
either by the deduction of the corresponding allowanc-
es in the process of taxing the parents or alternatively 
via the payment of child benefit (the so-called “options 
model”).6 

Since the reform took effect child benefit in Germany 
has been paid out as a monthly tax rebate in the context 
of family benefit equalisation. Parents receive child al-
lowances that are scaled according the number of chil-
dren that they have. Tax authorities check whether the 
tax relief generated by the child allowance is greater 
than the amount of child benefit. In this case the child al-
lowance comes into effect, which is then set off against 
the child benefit that has already been paid out. Due to 
the progressive tax rate in Germany, individuals are 
entitled to save more taxes through the child allowance 
the higher their income. That is why the tax saving via 

5  Decisions by the German Constitutional Court of 29 May 1990 
(BVerfGE 82, 60) and 12 June 1990 (BVerfGE 82, 198).
6  §§ 62-78 EstG since the version in German Annual Tax Act of 
11.10.1995, BGBl. I p. 1250.

the child allowance is only larger than the child benefit 
above a certain income level. The child allowance has 
no effect if the tax relief granted via the allowance is 
lower than the child benefit paid out. In this case this 
difference serves to support the family.

Overall, the option model implies that the total mone-
tary relief generated by child benefit and child allow-
ance are no longer income-dependent for most recipi-
ents, but only consist of the income independent fixed 
amount of child benefit, since the child allowance is 
only effective as of a high income level. The reform 
turned out to have the biggest overall effect on recipients 
with low incomes.

The child benefit reform significantly increased the 
nominal monetary benefits paid to families with chil-
dren.7 The annual child allowance increased by over 
50 percent from EUR 2,098 (DM 4,104) annually per 
child before the reform to EUR 3,203 (DM 6,246) as of 
1996. Between 1997 and 1999 it was set at EUR 3,534 
(DM 6,912) (see Table 1). While child benefit was paid 
for the first child regardless of income, but was in-
come-dependent for all further children, the entitlement 
to child benefit for all children was no longer coupled 
with parental income after the reform. Child benefit 
prior to the reform amounted to at least EUR 36 (DM 
70) and was scaled according to income earned and the 
number of children in a family to a maximum of EUR 
123 (DM 240) per child. These amounts are shown in 
Table 1. Low-earners received a top-up benefit of EUR 
33 (DM 65) via additional child benefit. The child ben-
efit and child allowance taken together meant that no 

7  Until the end of 1999 child benefit was fully offset against the claim 
to social benefits, that is, social benefits were reduced by the corre-
sponding amount of child benefit. Recipients of unemployment benefit 
and unemployment assistance received child benefit in addition to their 
other entitlements. 

Trends in child allowance and child benefit between 1992 and 1999 

 Annual child 
allowance Monthly child benefit 

Year Per child Child 1 Child 2 Child 3 Child 4 and further children 

1992-1993+ 2.098 (4.104) 36 (70) 66-36 (130-70)* 112-72 (220-140)* 123-72 (240-140)* 

1994-1995+ 2.098 (4.104) 36 (70) 66-36 (130-70)* 112-36 (220-70)* 123-36 (240-70)* 

1996 3.203 (6.246) 102 (200) 102 (200) 153 (300) 179 (350) 

1997-1998 3.534 (6.912) 112 (220) 112 (220) 153 (300) 179 (350) 

1999 3.534 (6.912) 128 (250) 128 (250) 153 (300) 179 (350) 

Notes: benefit per year in EUR; DM amounts in brackets; *income dependent reductions to child benefit.  
+ Additional benefit amounting to EUR 33 (DM 65) for recipients of low income. 

Source: BMF (2007, 2008). 

Table 1  
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recipient received less than EUR 69 (DM 135) per child 
in monthly benefits (Lüdeke and Werding 1996). After 
the 1 January 1996 child benefit for the first two children 
increased to EUR 102 (DM 200), to EUR 153 (DM 300) 
for the third and EUR 179 (DM 350) for the fourth and 
any further children (see Table 1). 

Figure 1 summarises the size of child benefits and the 
impact of child allowance in the case of couples with 
one child before (blue line) and after the 1996 reform 
(red line). The “dip” in the red curve at EUR 74,933 (DM 
146,556) indicates the point where income independent 
child benefit is replaced by the child allowance, since 
the tax savings through the child allowance are greater 
than hypothetical child benefit. 

Prior to the reform, couples with one child received at 
least EUR 828 (DM 1,619) per year through the combi-
nation of child benefit and additional child benefit. As 
of 1996 they received at least EUR 1,224 (DM 2,394) 
per year in child benefit. The reform gains can be seen 
from the vertical gap between the red and blue line. The 
increase in monetary family benefits was very high for 
low-income recipients at an annual EUR 396 (DM 775). 
It is clear that families with a very low income profited 
the most from the reform. The reform gain subsequent-
ly falls steadily with rising annual income. For families 
with an annual income of around EUR 75,000 the re-
form even brought a small loss in income, as shown by 
the marginal area in the figure in which the blue line is 
above the red line. After that point the advantage steadi-
ly increases with rising income. The benefit peaks when 
the top tax rate is reached. 

Theoretical effects 

According to the neoclassical la-
bour supply model, a rationally 
acting household tries to maxim-
ise the individual benefit resulting 
from its consumption of goods 
and leisure time, by optimally 
distributing its time between lei-
sure activities and labour. Labour 
is seen as a way of generating in-
come that can be used for the con-
sumption of goods.

From a theoretical viewpoint the 
increase in child benefit in 1996 
could have had several effects. 
Since an increase in child benefit 
is equivalent to an income transfer, 

which is paid out regardless of the labour status of the 
parents, one would expect it to have a negative impact 
on labour supply. The reasoning behind this expecta-
tion is that a given consumption plan can be implement-
ed with fewer working hours thanks to the increase in 
child benefit. This should primarily benefit households 
with low and medium-sized incomes. For them the re-
form implied a considerable increase in child benefit, 
while the abolition of the “dual system” meant that the 
child allowance previously claimed was eliminated. This 
ultimately equalled an increase in taxation on earnings. 
The increase in income-independent transfer benefits, 
together with the discontinuation of child allowances, 
leads to a decrease in the number of hours worked.8 For 
high earners the child benefit reform has both positive 
and negative work incentives. The increase in the child 
allowances results in greater tax relief and thus, im-
plicitly, in an increase in net wages. This wage increase 
may boost the labour supply, because an hour of leisure 
(measured by potential wage loss) becomes more expen-
sive. On the other hand, it is also conceivable that the im-
plicit increase in wages is partly used to reduce working 
time and enjoy leisure time. The number of hours worked 
falls or rises depending on which of the two effects (sub-
stitution effect or income effect) dominates. 

Empirical studies

The only study to date on the evaluation of child ben-
efit in Germany is by Tamm (2010). This analysis ex-

8  Both income and substitution effects also negatively impact their 
labour supply as a result.
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amines the influence of child benefit on the employment 
of mothers with children over six years of age and a 
working partner. The author finds that the benefit has 
no impact on the basic decision of mothers to seek em-
ployment. However, the working time of mothers in em-
ployment drops by one hour. This effect is strongest for 
mothers with an intermediate level of education. 

International studies

Two family and social policy instruments were close-
ly scrutinised: “Earned Income Tax Credit” (EITC) in 
the USA and “Working Families’ Tax Credit” (WFTC) 
in Great Britain. However, both measures target disad-
vantaged groups and are conditional to employment in 
order to establish positive incentives to work. 

The EITC represents a tax credit that grants low income 
parents an income-dependent transfer payment (paid in 
addition to their wages) up to a given income ceiling. 
Studies show that the EITC increases the labour supply 
of single mothers (Eissa and Liebman 1996; Meyer and 
Rosenbaum 2001). In the phase-out region of the EITC 
reducing earnings is partly compensated by increased 
transfers. This is noticeable for married couples, result-
ing in a lower labour supply of married mothers, but not 
of fathers (Eissa and Hoynes 2004). The impact of the 
EITC on birth rates was also examined, yielding rath-
er sobering results. Although the effects tended to be 
positive, their impact was very limited (Baughman and 
Dickert-Conlin 2003, 2009).

International studies based on British data evaluate the 
“Working Families’ Tax Credit” (WFTC) that exist-
ed from 1999 to 2003. The benefit mainly represented 
a tax credit for families with children in which at least 
one parent worked. This parent had to be employed for 
at least 16 hours per week. It is therefore unsurprising 
that Francesconi, Rainer and van der Klaauw (2009) 
found positive incentives to work for those who worked 
less than 16 hours per week and thus did not satisfy the 
minimum requirement for WFTC. For secondary earn-
ers, whose partners were already entitled to WFTC, 
there were, by contrast, negative incentives to work. 
Francesconi and van der Klaauw (2007) conclude that 
the introduction of the WFTC increased the likelihood 
of single mothers working by 5.1 percent. Blundell, 
Brewer and Shephard (2005) add evidence regarding 
single fathers, who also react to WFTC with higher em-
ployment rates. Brewer, Ratcliffe and Smith (2011) ex-
amine the impact of the introduction of WFTC on birth 

rates. After controlling for potential individual trends in 
groups they find a 15 percent higher fertility rate among 
couples who were affected by the reform. The effect is 
most pronounced for first-born children and is lower for 
couples who already have children.

Method and impact analyses

The study presented here analyses the child benefit re-
form of 1996 described above and examines its impact 
on the compatibility of family and career, on the fertil-
ity decisions of families and – unlike existing studies 
– on the social participation of families and their finan-
cial stability. In this impact analysis the 1996 reform 
is treated as an experiment, which grants couples with 
children higher benefits, but denies them to childless 
couples. The data basis for the analyses is the longitu-
dinal German Socio-Economic Panel, and specifically 
the waves of 1992 to 1998 that include the reform year of 
1996, as well as a few years before and after.

The reform of child benefit and the child allowance in 
1996 fulfils the basic condition for a quasi-experimen-
tal identification strategy in a difference-in-differences 
model (DID model): the unanticipated introduction of 
a measure for a specific group, or at least a substantial 
change in benefits at a certain point in time.9 The size 
of the calculated effects of the 1996 reform cannot be 
directly applied to today’s situation due to structural 
changes in the labour market. Thanks to the identifica-
tion strategy, the basic reaction of families towards an 
increase in child benefit, which one can expect to be 
similar today, can be traced in a methodically sound 
manner. The large increase in child benefit for its recip-
ients makes it possible, in a first step, to compare the 
variable of interest before and after the reform within 
the group of eligible claimants. However, this simple 
difference (first difference) cannot be causally interpret-
ed, since it cannot be explicitly attributed to the reform 
of the law, but is just as likely to have been caused by a 
contemporary trend that was completely unrelated to the 
reform. Moreover, other changes could have occurred in 
the reform year that may have caused a leap in the vari-
able of interest. 

9  The correct identification of the point in time of its impact is crucial 
to a before-and-after comparison, which is also part of the DID model. 
The law took effect as of 1 January 1996. Since the law was not ap-
proved by German parliament until 11 October 1995, it can be assumed 
that the majority of the population was not familiar enough with the 
reform early enough for the law to lead to reactionary behaviour prior 
to 1 January 1996.
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To eliminate these confounding factors that are unre-
lated to the reform a second difference is used in the 
DID model in contrast to the naive before-and-after 
model. This second difference is the difference in 
the before-and-after differences (first differences) be-
tween the subsidised (parents) and the non-subsidised 
(childless) groups. The development of the variable of 
interest in the treatment group is compared with the 
development of the variable of interest in the control 
group. Under the assumption that trends in the varia-
ble of interest of both groups would have been similar 
without the reform, this second difference – the dif-
ference between group-specific differences over time 
– enables a clear attribution of effects to the child ben-
efit reform. Using this method the effects of the child 
benefit reform on the various target areas is examined 
and presented below.

Compatibility of family and job 

The first target examined is the compatibility of family 
and a career. There is a special focus on the changes to 
labour supply of mothers resulting from the reform. 

As already explained above, child benefit was massive-
ly increased thanks to the child benefit reform of 1996 
and the child allowance only remained relevant for the 
high-income earners. The scope for decision-making 
of families was boosted by the increase in benefits. As 
a result, mothers spent less time in the labour market. 
The design of the child benefit reform theoretically 
creates diverging effects along the income distribu-
tion. While high-income earners only marginally ben-
efit from higher child allowances, the reform repre-
sents significant increases in income for low-income 
earners; and this has strong negative income effects on 
the labour supply.

The empirical results suggest that the negative employ-
ment effects of the child benefit increase are mainly 
materialised at the intensive margin of labour supply 
by mothers. Mothers with partners tend to switch from 
a full-time to a part-time position, with participation 
ratios remaining largely stable. The increase in part-
time employment is statistically significant and robust. 
Although the decline in full-time employment is not 
statistically significant in all specifications, the partial 
results of the various heterogeneity analyses and the 
size of the average effects clearly suggest that the in-
crease in part-time employment is primarily due to the 
decrease in full-time employment. 

The pattern of a switch from full-time to part-time em-
ployment is particularly marked in households with a 
low-income potential, and thus particularly among fam-
ilies that benefitted to a large extent from the reform and 
can therefore be theoretically expected to suffer strong 
negative labour supply effects. Moreover, it emerges 
that mothers with two or three children in particular, 
who presumably no longer plan to have any further chil-
dren, are responsible for the negative labour market re-
action. The labour supply of fathers is not affected by 
the reform. No reduction in the labour supply of single 
mothers was found either. The less robust results (due to 
the smaller sample size) even point to a slight increase 
in employment.

A model calculation clarifies the scale of the results. 
Increasing child benefits by one euro per month and per 
child on average,10 leads to a decrease of 0.34 percent in 
the full-time employment of mothers and an increase of 
0.4 percent in part-time employment. This corresponds 
to a decline in the number of fully-employed mothers of 
17,100 and a 20,300 increase in the number of mothers 
employed part-time.11 The average weekly working time 
would fall by 0.09 hours, which would lead to an overall 
decline of 434,400 working hours per week.

Economic stability of families 

In the empirical analysis of the effects of the child ben-
efit reform on the economic stability of families’ we use 
monthly gross and/or net income from earnings, annual 
net household income, the per capita equivalent income, 
as well as two poverty indicators as dependent vari-
ables. Compared to the results for the effect on labour 
supply, the empirical results are far less obvious, but 
some trends nevertheless emerge. 

Generally, the financial situation of families could be 
expected to improve significantly through an increase 
in child benefit. Surprisingly, however, this is not the 
case. In nearly all specifications the point estimators 
are not significantly different from zero and thus indi-
cate that there was no statistically meaningful reform 
effect on the average earnings of mothers as well as on 
the economic stability of households. This may partly 
be due to a possible estimation error. It is, however, con-
10  In political reality an increase in child benefit typically amounts to 
more than one euro per month, and the corresponding effects on labour 
market distribution are greater. If the results are extrapolated by the ac-
tual amount of the increase, the labour supply is reduced to a far greater 
extent.
11  This extrapolation applies if based on all mothers with children 
aged between six and under 18 years.
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ceivable that own earnings adjustments and transfers 
work against each other in the course of the reform such 
that the average overall effects barely differ from zero. 
Various variations of the basic analysis do not yield any 
statistically significant results in most cases. Careful 
interpretations of the results of quantile regressions in 
gross earnings indicate that the reform tends to have a 
negative impact on the earnings of mothers in the lower 
area of income distribution. 

The only heterogeneity analysis that reveals signif-
icant group differences in the reform effect is the 
separate analysis of single mothers. The labour sup-
ply analysis already showed that the labour supply 
of single mothers tended to increase as a reaction to 
the reform. Even if this expansion is not reflected sig-
nificantly and robustly in an increase in the monthly 
earnings of single parents, it is nevertheless true that 
both average household income and the equivalent in-
come of families with single mothers rose significantly 
thanks to the reform. The results thus seem to indicate 
an improvement in the economic stability of families 
with single mothers.

Social participation

The additional leisure time resulting from the reduction 
of labour supply could be used by mothers to partici-
pate more fully in social and societal life, to spend more 
time with their children, to engage in further education 
or simply to enjoy sufficient resting periods that have a 
positive effect on their life satisfaction. The study ex-
amines the social participation of families using three 
groups of variables. 

The first group of indicators is related to use of time 
during leisure. The dependent variables measure the 
frequency of seven different leisure time activities. 
These include participation in cultural events (for ex-
ample, concerts, theatre and talks), going to the cinema, 
pop concerts, dance events; active sports, socialising 
with friends, family and neighbours; political activity 
(participation in citizens‘ initiatives, political parties 
and local politics); voluntary activities in clubs, associ-
ations or social services and helping out friends, family 
and neighbours (neighbourly assistance).

The second group of variables contains the following 
seven target dependent variables: time for hobbies and 
other free time activities; time for doing jobs around the 
house, for working on the car and in the garden, time 

for training, further education and learning (including 
school and studies); for housework (washing, cooking 
and cleaning); time for a career or apprenticeship (times 
include journey to work including secondary profes-
sional activities); time for looking after children and 
for running errands (shopping, purchases and visiting 
authorities). 

The last variable group complements the previous in-
formation on leisure time activities and time allocation 
in daily life by providing information on the subjective 
well-being of the individuals surveyed, which is meas-
ured by satisfaction with their current life, health, work, 
household activity, household income, apartment, lei-
sure time and with their overall standard of living.

It can be stated that the child benefit reform of 1996 had 
no robust and significant effects on the various meas-
ures of social participation, use of time or satisfaction 
with certain areas of life. Positive effects were only 
found on sporting and cultural activities, although the 
latter made no impact on basic satisfaction with life. As 
with the analysis of economic stability, it is conceivable 
that this finding is due to the complexity of the individ-
ual responses to the reform. 

Time spent with children is an important dependent 
variable in relation to the evaluation of family policy 
measures. In general, mothers seem to spend more time 
on caring for their children, which is partly due to the 
transfer from full to part-time work and an additional 
reduction in free time. However, these effects cannot be 
rigorously attributed to the child benefit reform due to 
the lack of an adequate control group, since the pattern 
emerging could also be explained by a general contem-
porary trend towards more time spent on childcare. It 
would naturally be of further interest how the possible 
increase in time mothers spend with their children im-
pacts their well-being.

Birth rates 

An increase in specific family policy benefits like 
the increase in child benefit in 1996 leads to incen-
tive effects that can potentially increase birth rates. 
Additional financial resources for families reduce the 
additional costs of having more children. An increase 
in such benefits should therefore theoretically lead to 
a rise in birth rates. Empirically there is a difference 
between a short-term increase in the total fertility rate 
(calculated according to period patterns) and a real 
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long-term increase in the actual number of children 
(calculated according to cohort patterns). An increase 
in incentives can also result in births that were already 
planned being brought forward. This pure tempo ef-
fect of births may increase the total fertility rate in the 
short-term, but not the completed number of children. 
At least some indication of potential tempo effects 
may be given by the age of mothers at the birth of their 
children. That is why monitoring the age of mothers 
at the birth of their children plays an important role 
in analysing the impact of an increase in child benefit 
on fertility. Since the child benefit reform theoretical-
ly provides fertility incentives for families both with 
and without children the differential impact of the child 
benefit reform across the income distribution is used 
here to define treatment and control groups. As already 
mentioned, low-income earners benefit more from the 
child benefit reform than high-earners, which is why 
they are also expected to show stronger behavioural re-
actions. However, since income itself can be influenced 
by the child benefit reform, the position of a family in 
the income distribution is approximated using the edu-
cation level of both partners. Families in which at least 
one partner has limited education are used as a treat-
ment group in the DID model (in a further specification 
families are used in which both partners have a medi-
um level of education at most). All other couples act as 
a control group. The birth rates of both groups are sub-
sequently observed over time. The implicit assumption 
is that both groups would have followed the same trend 
in birth rates without the child benefit reform. If this 
assumption is valid, differences in the development 
of birth rates in both of these groups over time can be 
attributed to the child benefit reform, and more specif-
ically to the stronger increase in monetary benefits for 
the treatment group than for the control group.

Overall, only the results of some specifications indi-
cate that the child benefit reform had a positive influ-
ence on birth rates. The reform was only found to have 
a statistically significant positive effect on the proba-
bility of a birth for the first treatment group (couples in 
which at least one partner has a low level of education). 
The result is most strongly affected and statistically 
significant for couples without children. No change in 
the age of mothers at childbirth is detected, which is 
why a pure tempo effect can be excluded as the cause 
of the impact on birth rates. However, since no signif-
icant results can be found for the specifications with 
the alternative treatment group (couples in which both 
partners have a medium level of education), the overall 
results should be interpreted with caution. 

Efficiency analysis

After the impact analysis an efficiency analysis was 
carried out. This complemented the direct costs of the 
child benefit reform with the fiscal effects of the over-
all economic effects established in the impact analysis 
to determine which direct and indirect costs result for 
the state from the child benefit reform. 

Direct costs include additional government expendi-
ture per child in the form of increased child benefit. 
Indirect costs are follow-up costs like, for example, 
falling government revenue from taxes and social secu-
rity contributions due to lower employment. Minimum 
expenditure for social transfers reduces the indirect 
costs. The direct and indirect costs were calculated 
using a hypothetical child benefit reform, which pro-
vides for an increase in child benefits of EUR 12 per 
child per year and/or EUR 1 per child per month. The 
results of these calculations are shown in detail in 
Table 2.

The direct costs of this hypothetical child benefit re-
form increase according to the number of children for 
whom child benefit is either paid out or an allowance is 
claimed. In 2010 around 17.5 million children qualified 
for child benefit. Based on corresponding increases in 
child benefit the hypothetical reform would generate 
annual additional costs of roughly EUR 210 million 
(1st line of Table 2).

The additional indirect costs of a hypothetical child 
benefit reform, based on the estimated results of the 
impact analysis, were calculated in two scenarios. 
In the first scenario the effects of the impact analysis 
are only expected to apply to mothers of 6 to 17 year-
olds. In the second scenario it is presumed that the ef-
fects can be transferred to the mothers of 0 to 17 year-
olds. Finally the total costs including indirect costs, 
which arise due to a reduction in tax revenues and 
social security contributions (due to the reduction in 
working time), as well as through lesser or greater ex-
penditure for transfer payments, are compared to the 
direct costs (increase in child benefit). The resulting 
statistics can be seen in the last lines of Table 2. The 
quotient of 2.0 for the group of mothers with children 
aged between 6 and 17 years indicates that in the sce-
nario of a child benefit reform whereby child allow-
ances are increased by an average of EUR 1 per child, 
the costs of such a reform are around EUR 2 per child. 
If all mothers with children under the age of 18 are 
taken as a basis, the total costs of a EUR 1 increase 
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in child benefit are between EUR 1.20 per child 
(lower limit) and EUR 4.10 per child (upper limit).12

The large range of the quotient from von 1.1 to 2.9 and/
or 1.2 to 4.1 clearly illustrates how difficult it is to es-
timate the exact costs of such a reform. Moreover, the 
fact that the quotient  is greater than one in the best case 
scenario (lower limit) suggests that the state will incur 
indirect costs. On average, estimates of these indirect 
additional costs are at around the same level as the di-
rect costs of an increase in child benefit. This implies 
that the total costs of an increase in child benefit are on 
average twice as high as the direct costs.

It is worth mentioning, however, that the lower work par-
ticipation of mothers resulting from the child benefit re-
form creates time gains in families, which could help to 
improve welfare under certain circumstances. However, 
since these potential effects cannot be quantified, they 
could not be considered in the efficiency analysis. 

Closing remarks 

The results of the impact analysis show that an increase 
in child benefit can generate negative employment ef-

12  Upper and lower limits are stipulated by the 90 percent confidence 
interval of the estimates.

fects for mothers, which are reflected in a reduction 
in working hours. Mothers with partners – especially 
in low income households – tend to reduce their full-
time employment in favour of part-time employment. 
Labour force participation rates remain largely stable. 
The economic situation of families does not change sig-
nificantly through the increase in child benefit, since the 
adjustments in labour supply reduce the earned income 
of families and thus mitigate the child benefit increase. 
This compensation effect does not seem to apply to sin-
gle mothers, and child benefit improves their financial 
situation. Moreover, the impact analysis shows no sig-
nificant effects on various measures of social partici-
pation, use of time or satisfaction with certain areas of 
life. There was no conclusive evidence on the effects of 
a child benefit increase on birth rates since the reform 
either. 

The efficiency analysis shows, however, that the actual 
costs of a child benefit increase are around twice as high 
as the nominal costs. Where other family policies like 
investment in childcare induce self-financing effects 
due to increases in labour supply of parents, monetary 
transfers like child benefit incur additional costs. The 
reduced working time of mothers resulting from the in-
crease in child benefit creates indirect costs for the state: 
since mothers reduce their working hours if child benefit 
is increased, the state loses tax and social security con-

Direct and indirect costs of a fictional child benefit reform 

 

Direct and indirect costs (€12 per child and per year / €1 per child and per month) 

Mothers (children 6-17) Mothers (children 0-17) 
Lower 
limit 

Average 
value 

Upper 
limit 

Lower 
limit 

Average 
value 

Upper 
limit 

Direct costs*   210.4    210.4    210.4    210.4    210.4    210.4  

Lower tax revenues and 
social security contributions 
by employers* 

0.0    194.9     387.7  0.0    318.5   633.5  

Lower social security 
contributions from 
employers* 

- 29.3    63.7     156.8   - 47.9   104.2  256.2  

Additional transfer 
payments excluding 
child allowances*  

  53.7  - 45.6   - 144.9     87.7  - 74.6  - 236.8  

Total costs (in millions of 
euros per year)*   234.8     423.4     610.0     250.2    558.5    863.4  

Total costs / direct costs         1.1            2.0           2.9          1.2           2.7        4.1 

  * In millions of euros per year. 

  Source: Own calculations. 

Table 2 



Reform Model

CESifo DICE Report 1/2014 (March)4545

tributions. On average these additional indirect costs are 
estimated to be as high as the direct costs of an increase 
in child benefit. 

A conclusive overall evaluation of the effects of child 
benefit and child allowances is beyond the scope of this 
study. Such an evaluation should consider additional 
aspects like the effects of child benefits on the well-be-
ing of children. Moreover, the weighting of the targets 
behind the reform cannot be objectively analysed even 
when compared to other uses of funding. It essentially 
remains a question of political considerations how the 
targets should be weighted and whether public expendi-
ture is utilised in the most desired way. Impact analysis, 
however, can guide the search for the most efficient poli-
cies to reach the politically established goals.
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