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Abstract. In general, the social protection (SP) system consists of two main blocks: social insurance (SI) and 
social assistance (SA). The main idea of SP is to leave no one behind, support in times of social risks. However, 
SI and SA systems are usually developed and improved separately. Organization for Economic Cooperation and 
Development (OECD) and European Commission (EC) often emphasise that expenditure on the SP system in 
Lithuania is scarce, income poverty and inequality are critical, not improving. This raises the question of whether 
both elements of SP in Lithuania are based on the same criteria to achieve consolidated SP and avoid its gaps. This 
paper aims to identify evaluation criteria, look at the Lithuanian SP system through its main benefits, and identify 
whether people are protected. The analysis consists of a literature review, which helps identify evaluation criteria 
for the SP system, and Lithuanian analysis based on evaluation criteria for 2018–2022 policy years. Three main 
criteria for SP benefits evaluation are identified: coverage, adequacy, and incentives to work. To make an in-depth 
analysis of the SP system in Lithuania, the tax-benefit microsimulation model EUROMOD is used to analyse 
different households’ poverty and unemployment traps and test whether the current SP system contributes to them. 
It was expected that this research would help to shed a light on how well Lithuanian SI and SA function simulta-
neously. Results show that SP system compatibility in Lithuania is above average, the weakest part is coverage.
Keywords: social protection system consolidation, evaluation, coverage, adequacy, incentives to work 

1. Introduction

While countries’ economies are growing, their populations’ quality of life is also improv-
ing. However, poverty and income protection are still an issue in modern society. Rawl’s 
(1999) Theory of Justice states that despite a person’s primary goods, equality and justice 
should be ensured for all, with no one left behind. One way to solve those problems would 
be state intervention in redistributing income through the social protection (SP) system. 
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State intervention through SP helps to ensure that individuals are secured from poten-
tial risks and supported when loss of job, sickness, childcare, etc. do occur. The concept 
of SP varies widely between different researchers and organisations (Devereux, 2021a; 
Hanna and Karlan, 2017; Johnson and Muthoora, 2021; Gataūlinas and Zabarauskaitė, 
2014; Robalino et al., 2012; World Bank, 2022), but it can be seen as a general concept: 
SP refers to the intervention of the state through various institutions and programs with 
the common goal of safeguarding the income of the population when faced with particu-
lar risks (e.g., unemployment) and when already in poverty.

The EC (2019) and OECD (2022) have noticed that Lithuania has recently extend-
ed SP system. Despite efforts to address income inequality and poverty, they are not 
decreasing, and there is a lack of funds allocated towards improving the system. The 
latest official statistics show that the at-risk-of-poverty rate in Lithuania in 2022 was 
20.9%, income inequality (S80/S20) was 6.4, while the European Union (EU) average 
for poverty was 16.5%, and the S80/S20 was 4.7 (Eurostat, 2023a; Eurostat, 2023b). In 
the aftermath of a pandemic and in times of inflation, the SP system sustainability and 
compatibility question takes on even greater significance. It is worth studying the ways 
to improve the Lithuanian SP system and identify why the anticipated outcomes have not 
been achieved despite system expansion.

Two main SP components are crucial to mitigate poverty and inequality: social insur-
ance (SI) system and social assistance (SA) one. These two systems should be analysed 
based on the same criteria. Coordination between SI and SA systems can help to create 
adequate support and income protection for individuals participating (or previously par-
ticipating) in the labour market through SI and the rest through the SA system. Various 
authors analyse SI and SA systems (Aaron, 2011; Addati, 2015; Navicke, 2015; Marx et 
al., 2016; Vliet & Wang, 2019) and their redistributive effect on population income, but 
no consolidated evaluation criteria for these programs have been suggested. 

This paper aims to identify evaluation criteria for the SP system (SI and SA), 
look at the Lithuanian SP system through its main benefits, and identify to what 
extent people are protected.

The object of this study is SP system benefits. In this paper, literature review helps 
to identify main components for evaluating SP system benefits. It shows that three main 
elements should be kept together when analysing the social protection system: coverage, 
adequacy, and incentives to work. To evaluate the Lithuanian SP system, SP compatibility 
(SPC) evaluation index is constructed based on the literature review and partly on the 
Human Development Index methodology. For SPC Index results, legislative information, 
statistical information is used from 2018 to 2022. The SPC index is applied to SI and SA 
systems and for consolidated SP system. The SPC Index helps to identify which elements 
in the index are stronger/weaker. The poverty and unemployment trap methodology is 
presented to make a deeper analysis of SP benefit compatibility. Poverty and unemploy-
ment traps are calculated using the tax-benefit microsimulation model EUROMOD and 
additional components for Lithuania developed by the Ministry of Social Security and 
Labour of the Republic of Lithuania and the Hypothetical Household Tool (HHT). The use 



ISSN 1392-1258   eISSN 2424-6166   Ekonomika. 2024, vol. 103(2)

8

of microsimulation helps to include the most recent changes in fiscal policy in the analysis 
and to see how or if the SP system protects families from poverty and unemployment traps.

The paper is developed as follows: literature review is provided in section 2, section 
3 presents methodology for evaluating SP benefits compatibility, section 4 analyses re-
sults from SPC index and poverty and unemployment traps and the last section provides 
conclusions, recommendations, and further improvements. 

2. Literature review

The SP system consists of formal public programs: SI, SA programs, and passive and 
active labour market policy (ALMP) programs (Hanna and Karlan, 2017; Dutzler et al., 
2021). Each of it has different aim: SI programs are fundamentally linked to protecting 
income and consumption in case of specific shocks such as illness, unemployment, dis-
ability, and old age, e.g., income support and income redistribution in the event of risks; 
SA programs protect against poverty by providing benefits to people experiencing this 
risk or helps to reduce additional cost for specific needs; passive and ALMP measures 
focus on the aim to improve income opportunities and help individuals function effec-
tively in the labour market (Robalino et al., 2012; Nguyen et al., 2023). Usually, the latter 
measures are included in SA system as a condition for receiving benefit.

Income protection, poverty and additional costs reduction can be ensured through 
social benefits. There are three benefit schemes in SP system: SI benefits, categorical 
(universal) benefits, and means-tested benefits (Nelson, 2007; Lazutka et al., 2013). So-
cial benefits can either be universal or targeted, or the balance between the two (Cremer 
and Pastieau, 2003).  To better understand SP system, SI and SA systems benefits are 
presented further. Passive and ALMP systems are not discussed here as a separate part 
since they are included in previous systems to ensure participation in the labour market. 
SI and SA systems analysis can help to identify main evaluation criteria for both systems 
that later could be applied to overall SP system.

SI benefits include SI benefit schemes. SI benefits can be evaluated according to their 
characteristics and principles. According to Aaron (2011), SI benefits must have the fol-
lowing characteristics: benefits are combined with other existing benefits (e.g., old-age and 
disability pensions, widow’s pensions, can be paid simultaneously); redistributive benefit 
formula; indexation for inflation. Therefore, SI benefits must ensure income replacement 
in the event of a specific risk. The relationship between the replacement rate of the benefit 
and former income, protection against poverty must be assessed. At the same time, it must 
ensure that the benefits provided are progressive, linked to past income (benefits are higher 
for those who received higher working income) and benefits should not be determined by 
age. If the conditions for receiving the benefit are met (e.g., required insurance period), 
regardless of age, the person is entitled to receive the full benefit or pension. These benefits 
must not depreciate over time and their purchasing power must be maintained, but also it 
should ensure that work incentives are kept (Aaron, 2011; O’Donoghue, 2011). Benefit 
amount should be adequate to protect against poverty, but its amount should not be higher 
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than work income. SI benefits are generally evaluated based on their coverage, adequacy 
(income replacement rate in relation to protect against poverty) and incentives to work.

SA benefits include both universal (categorical) and means-tested schemes. SA is 
provided regardless of whether the person participated in the labour market. It is used as 
a last-resort source of income for those who are not entitled to unemployment protection 
(SI benefit) or who need additional state support (Garland, 2014; Lorentzen et al., 2014; 
Goedemé and Marchal, 2016). SA programs can be called the guaranteed minimum in-
come (Bergmark and Stranz, 2023). SA usually consists of basic cash benefits for daily 
living expenses and housing costs (means-tested benefits). It also includes additional 
support to cover the household’s special needs (categorical benefits) (Lorentzen et al., 
2014). SA benefits are generally smaller than SI (Addati, 2015). This aims to maintain 
the distinction between SI and SA systems and encourage people, receiving SA benefits, 
to join the labour market eventually. 

Although means-tested benefits are considered an adequate measure of helping the 
poorest, it has drawbacks. Means-tested benefits can create a stigma for recipients and 
lead to a low level of benefit take-up (Garland, 2014; Marx et al., 2016; Gabnytė et al., 
2020; Roelen, 2020). Any system that attempts to detect those individuals who unlaw-
fully receive benefit, might make errors, and unintentionally neglect those who genu-
inely require the assistance (Sen, 1992). To avoid Type II error (including noneligible 
with eligible), excluding those who need the most help, can lead to Type I errors. This 
creates an even greater stigma, as those entitled to benefits are more closely monitored. 
The stigma associated with receiving benefits, coupled with the intrusive monitoring of 
individuals and their households to determine eligibility, can discourage people from 
seeking assistance, even if they require it. Also, means-tested benefits are expensive 
regarding their administration since a monitoring mechanism must constantly operate. 
Means-tested benefits can create unemployment and poverty traps; it must be assessed 
whether the amount of the benefit provided is adequate to ensure the satisfaction of 
living needs and, at the same time, whether it is sufficiently motivating to leave the 
SA system. Means-tested benefits should be evaluated through coverage, adequacy, and 
through incentives to work (exit SA system and participate in the labour market).

Another part of SA benefits is categorical benefits. These benefits are programs where 
eligibility is based on universal criteria such as citizenship, age. Categorical targeting 
in SA means that it reaches groups most in need of income protection and support, they 
are not means-tested (Devereux, 2021b). These types of benefits take a large part of 
the share of total social costs, i.e., due to their universality, they are expensive, and the 
payment amounts are standardized and flat (Lazutka et al., 2013; Schüring, 2021), but 
they are simpler to administer and avoid Type I and II errors since the target group is 
easy to identify. This benefit can be and is combined with other benefits. For example, if 
means-tested benefits are provided, universal benefits are generally not included in the 
income-test list. The purpose of universal benefit is to contribute to mitigating additional 
costs incurred by the target group. The adequacy and coverage of the benefit remains 
essential. Adequacy here means that the payment contributes at least partially to mitigat-
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ing the additional costs incurred; it is not directed to reduce poverty. The assessment of 
coverage is based on whether all eligible individuals are receiving the benefit. Also, there 
is no goal to increase incentives to work through these benefits, since they are paid to the 
most vulnerable groups to relief part of the additional expenses due to their situation. The 
criteria for categorical SA benefits evaluation are coverage and adequacy.

Both SI and SA programs aim to protect household income from income loss shocks 
and poverty (Vliet and Wang, 2019; Spies-Butcher et al., 2020). However, SI covers 
only those who have accumulated sufficient working experience, i.e., only those who 
participated in the labour market for a certain period. Those who cannot apply for SI 
benefits, can rely on the SA system. Coordination of SI and SA benefits is important to 
ensure that the entire population is protected (Bierbaum and Wodsak, 2021). This means 
that those, who can participate in the SI system, participate in it, whether by entering the 
labour market, receiving benefits, or by participating in employment programs. The SA 
system ensures basic income protection for all residents, regardless of whether a person 
participates in the labour market or not. These programs are universal (e.g., health care), 
categorical (e.g., child benefits) or means-tested (e.g., the cash SA benefit). The balance 
of the two systems’ benefits and their amounts is essential: if SI programs offer benefits 
that are marginally higher than SA programs, this creates low incentives to work, or may 
even lead individuals to work in the informal economy. The amounts of SI benefits must 
be higher than SA benefits. Such a distinction from SA payments would encourage indi-
viduals to participate in the labour market transparently while ensuring they meet their 
basic needs (Bierbaum and Wodsak, 2021).

To ensure adequate minimum income in the European Union, European Commission 
released Council Recommendation 2023/C 41/01 of 30 January 2023 on the adequate min-
imum income ensuring active inclusion (Council Recommendation, 2023). This recom-
mendation states that minimum income should be adequate, the eligibility requirements 
should be simplified to reach all target groups and benefits should be encouraging enough 
to participate in the labour market. Even though these criteria are proposed for the mini-
mum income protection, these criteria are relevant for the overall SP system. Adequacy, 
coverage, and incentives to work are interconnected and should be analysed together. Cov-
erage and adequacy are essential to the SI and SA systems. At the same time, incentives to 
work are significant to the SI system and a part of the SA system (means-tested benefits).

3. Methodology for evaluating SP benefits compatibility

SP system compatibility index (SPC Index). From the literature analysis, three main 
evaluation criteria can be distinguished: coverage, adequacy, and incentives to work. We 
evaluate SI, SA and coordination between these systems (SP overall). The SA system is 
analysed by considering both means-tested and categorical benefits. SI system evaluation 
is presented for the minimum benefit amounts to make it comparable with SA system 
and to see if there is a difference between minimum SI benefits and SA benefits. An 
explanation of each criteria in the Index is presented below.
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Coverage is the proportion of the population entitled to the benefit to all individuals 
receiving the benefit. For example, in the case of SI unemployment benefits, the actual 
coverage is how many unemployed receive unemployment SI benefit. The coverage of 
means-tested benefits can be measured by the proportion of individuals who receive ben-
efit to all persons below the poverty line (or other established national thresholds (NT)). 
Categorical SA benefits are assessed through the reach of the target group. For example, 
in the case of child benefit – all children should receive it.

Adequacy refers to the benefit amount that ensures protection against poverty or 
meets the minimum needs determined by the country’s NT. For this case, we are using 
the same NT for both systems – minimum consumption needs basket (MCNB). SI bene-
fits are evaluated using their minimum amounts in relation to MCNB. 

In general, both the SI and the SA (means-tested) systems must ensure a horizontal 
principle – incentives to work. The benefits provided cannot exceed the potential work-
ing income. To make comparisons between SI, SA and SP more consistent, we are using 
the same threshold – net minimum monthly salary (MMS): benefits are compared in re-
lation to net MMS. SI benefits are evaluated using their minimum amounts in relation to 
MMS. For the incentives to work, old-age pensions and categorical benefits are excluded 
from the analysis, since their goal is not to incentivize to return to labour market.

Table 1 summarises MCNB and net MMS amounts during 2018–2022 and Table 2 
summarises which questions are answered by SI and SA systems and overall SP coor-
dination.

Table 1. Minimum consumption needs basket and net minimum monthly salary in Lithuania in 2018–
2022, EUR.

2018 2019 2020 2021 2022
MCNB 245 251 257 260 267
Net MMS 361 395.8 447.2 468.4 549.7

Table 2. Questions of social insurance and social assistance systems and their coordination by evaluation 
criteria.

Criteria Social  
insurance

Means-test-
ed social  

assistance

Categorical social 
assistance

Coordination  
of systems

Coverage What proportion of individuals are receiving 
benefit in relation to target group?

Are all residents protected 
through SI and SA systems?

Adequacy
Does benefits ensure 
minimum consumption 
needs?

Is the benefit suffi-
cient to cover the ad-
ditional costs incurred 
by the target group?

Do benefits ensure minimum 
consumption needs? Are SI 
benefits greater than SA?

Incentives 
to work

Are minimum benefits 
lower than net minimum 
monthly salary?

Are minimum benefits lower 
than net minimum monthly 
salary?
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We evaluate each system separately and together based on these criteria to identify 
which components need improvement for a more coordinated and compatible SP system. 
The Lithuanian SP system has been evaluated for the 2018–2022 period. A meta-docu-
ment analysis of the laws governing the SP system has been conducted to identify the 
rules governing the main benefits. Next, we use administrative data and official statistics 
to evaluate those benefits’ coverage, adequacy, and incentives to work. The results of 
meta-document analysis and administrative data are presented in Annex 1. Table 3 shows 
the benefits that are included in the analysis.

Table 3. Social insurance and social assistance benefits in SPC Index.

System Benefits

Social insurance
Old-age contributory pension, sickness benefit, maternity benefit, 
paternity benefit, childcare benefit, unemployment benefit.

Means-tested and cate-
gorical social assistance

Cash social assistance, additional child benefit, child benefit, preg-
nancy grant, student’s childcare benefit, old-age assistance pension.

Later, SP system compatibility is evaluated on the constructed index (SPC Index) 
based partly on the Human Development index methodology (Sen and Anand, 1994). 
All initial values are expressed as percentages (see Annex 1 Tables 2–4). These values 
are normalised using categorical scales (OECD/European Union/EC-JRC, 2008), which 
gives a maximum value of 10 and a minimum value of 0. For the coverage and adequacy 
criteria – the higher the value, the higher the category – while in the incentives to work 
criteria, value categories are in reverse order (i.e., the higher the value, the lower cate-
gory). Table 4 shows categories for SPC Index criteria. 

Table 4. SPC Index criteria values and categories.

Categories Coverage/adequacy Incentives to work
0 (-∞;10%) [100%; +∞)
1 [10%; 20%) [90%; 100%)
2 [20%; 30%) [80%; 90%)
3 [30%; 40%) [70%; 80%)
4 [40%; 50%) [60%; 70%)
5 [50%; 60%) [50%; 60%)
6 [60%; 70%) [40%; 50%)
7 [70%; 80%) [30%; 40%)
8 [80%; 90%) [20%; 30%)
9 [90%; 100%) [10%; 20%)

10 [100%; +∞) (-∞; 10%)
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Next, for each criteria (coverage, adequacy, incentives to work) in the index, the 
arithmetic mean (AM) is calculated:

𝑋𝑋𝑐𝑐തതത =
σ 𝑋𝑋𝑖𝑖𝑛𝑛
𝑖𝑖=1
𝑁𝑁  , 

 

 
where X̅c is the AM of each criteria, Xi is the sum of observations values (benefit values), 
N is the total number of observations in particular criteria. Detailed description of benefits 
used in each criteria are presented in Annex 1 Table 1.

SPC Index is calculated as a geometric mean of coverage, adequacy, and incentives 
to work since the criteria weight in the SPC Index is equal. Indicator weights within 
each criteria are also distributed equally, but weight for each indicators depends on the 
number of indicators within each criteria. Detailed weight distribution is presented in 
Annex 1 Table 1. The SPC Index is calculated for SI, SA, and consolidated SP systems:

𝑆𝑆𝑆𝑆𝑆𝑆 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 = ට𝑋𝑋ത𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 ∗ 𝑋𝑋ത𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎 ∗ 𝑋𝑋ത𝑖𝑖𝑖𝑖𝑐𝑐𝑐𝑐𝑖𝑖𝑖𝑖𝑖𝑖𝑐𝑐𝑐𝑐𝑖𝑖 𝑖𝑖𝑐𝑐 𝑤𝑤𝑐𝑐𝑐𝑐𝑤𝑤
3

 

 where X̅coverage  is AM of benefits in coverage criteria,  X̅adequacy  is AM of benefits in 
adequacy criteria and  X̅incentives to work  is AM of benefits in incentives to work criteria.

The SPC Index is calculated for aggregated benefit groups for the consolidated SP 
system: old-age, childcare/sickness, and poverty/unemployment. These groups are ag-
gregated from SI and SA systems evaluations.

Since SPC Index calculations are based on the minimum SI benefits amounts (to make 
it more consistent with the SA benefits), to better show incentives to work, poverty and 
unemployment traps are calculated if one person of the household starts working for 
MMS and average monthly salary (AMS).

Poverty and unemployment traps calculation. Poverty and unemployment traps are 
calculated using the tax-benefit microsimulation model EUROMOD and its additional 
component of the Hypothetical Household Tool (HHT) for 2018–2022. The application 
of microsimulations is a useful analytical tool to analyse tax-benefit policy reforms in 
light of societal socioeconomic changes and how these affect income distribution and 
redistribution (Herault and Azpitarte, 2016). EUROMOD is a static microsimulation 
model of the EU. This model links statutory tax and social benefit rules with represent-
ative survey micro-level data on households and their income structure (Sutherland and 
Figari, 2013). The static nature of the model means that the first-order effect is analysed, 
i.e. what would be the effect of a specific policy before people’s behaviour changes. 
EUROMOD analyses taxes, SI contributions, and cash payments and how all these 
components affect each other. HHT allows generating hypothetical households based 
on various conditions: household members, age, educational attainment, employment 
situation, and employment income. HHT generates data (input data) for simulations 
based on the household type, which is later used with the basic EUROMOD model. This 
allows to analyse how countries’ tax-benefit policies affect hypothetical households: for 
what benefits they are entitled to or not.
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The poverty trap shows whether it is worthwhile for nonworking recipients of cash 
SA in households of different compositions to start working and at what wage. Poverty 
trap calculations were performed for seven hypothetical household types: single person, 
two adults without children, a lone parent with 1 child, a lone parent with 2 children, 
2 adults with 1 child, 2 adults with 2 children, 2 adults with 3 children. The poverty trap 
reflects the percentage of household income received from the cash SA system compared 
to income when one person from the household is employed for MMS and AMS. The 
higher this ratio, the greater the poverty trap and the lower the incentives to work. Adults 
are not eligible for unemployment SI benefit in the unemployment situation. Indicators 
of poverty trap are calculated after evaluating the procedure for providing cash SA and 
the additional support provided after employment.

The unemployment trap shows whether unemployed people entitled to unemploy-
ment benefits who live in households of different composition pay to start working and at 
what wages. For unemployment trap, calculations were made for average unemployment 
traps, i.e., the situation of the unemployed person’s family without working for 9 months 
is compared with the situation if he/she worked during that period (9 months are chosen 
because in Lithuania, if a person is eligible for unemployment SI benefit, total duration 
of benefit payment is 9 months). Calculations and comparisons are made if a person is 
employed for MMS and AMS to a situation if he/she receives the benefit. The same sev-
en households as in the calculation of poverty traps were used. When calculating unem-
ployment trap, there is an assumption that only one adult in the household starts working, 
and the other one is unemployed and not eligible for the unemployment SI benefit.

4. Analysis and results

Table 5 shows the results of the SPC Index and its components in SI, SA systems, and 
system coordination for 2018–2022. SPC index components are values in coverage, ade-
quacy, and incentives to work areas. The higher the value of each component, the better 
its situation.

 Table 5. Evaluation criteria values and SPC Index value for social insurance, social assistance, and 
system coordination in Lithuania in 2018–2022.

Social insurance system Social assistance system System coordination
2018 2019 2020 2021 2022 2018 2019 2020 2021 2022 2018 2019 2020 2021 2022

Coverage 6.0 5.8 6.0 6.5 6.7 4.5 4.0 5.0 5.5 5.8 4.3 4.3 4.7 5.0 5.3
Adequacy 6.0 6.5 6.8 7.0 7.7 3.8 3.8 5.3 5.3 6.2 4.7 5.7 6.3 6.3 7.3
Incentives 
to work 6.4 6.6 6.6 6.4 7.2 8.5 8.5 8.5 8.5 8.5 7.0 7.0 7.0 7.0 7.0

SPC  
Index 6.1 6.3 6.5 6.6 7.2 5.3 5.1 6.1 6.3 6.7 5.2 5.6 5.9 6.1 6.5

Source: own calculations
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The SPC Index in system coordination has improved during 2018 to 2022: SPC Index 
value increased by 1.3 points and reached 6.5. Since the maximum value of the Index 
is 10, we can see that Lithuanian SP system coordination performs better than average. 
Based on the values of each criteria, the weakest part in the overall system is coverage, 
followed by incentives to work. Even though the incentives to work are above average 
and reaches 7 points, there is no improvement during the period.

Monitoring SI and SA systems separately, it is observed that SI system performs bet-
ter: highest difference is seen in adequacy and incentives to work criteria. Even though 
results show that SI system better performs in adequacy, some SA benefits are higher: 
since 2019 contributory minimum maternity, paternity and childcare benefits are lower 
than SA pregnancy grant or students’ childcare benefit, because personal income tax is 
applied to SI benefits (see Annex 1 Tables 2–3). Incentives to work in SA system per-
forms relatively better. This can be related to very low SA benefits amounts in relation 
to net MMS. Since SA benefits are very low, incentives to work persist. Coverage is the 
weakest part in SA system and reaches 5.8 in 2022. 

There is an increase in SI, SA systems and system coordination in adequacy criteria 
between 2021 and 2022: it can be explained by the fact that due to highly rising prices in 
Lithuania in 2022, there was a government decision to additionally increase social ben-
efit amounts and additionally indexed old-age pensions in the middle of the year. These 
changes positively impacted on the SA system benefit growth and increased the lowest 
SI benefits (if floors are applicable). However, most of the minimum benefits in both 
systems remain relatively low compared to Lithuania’s MCNB. Despite the changes in 
2022, coverage and adequacy criteria in SA system performs worse than in SI system.

To conclude, SPC Index in Lithuania improved in all criteria during 2018-2022, al-
though overall system SPC Index value remains below 7 points (of maximum 10). We 
can see that incentives to work criteria could be improved in the SI system, which could 
allow better SPC Index performance. Although, it should be kept in mind that these 
changes should not be made at the cost of benefit adequacy. Also, SPC Index evaluates 
separate benefits, while household (or single person) might receive more than one benefit 
at a time, depending on household structure and work income.

SPC Index results showed that coverage is the weakest part in the Index, also incen-
tives to work remain the same during the year if we are comparing minimum SI benefits 
and SA benefits amounts to net MMS. To analyse work incentives further and investigate 
how different benefits create incentives to work for different households, poverty and 
unemployment traps are presented below. Table 6 presents poverty trap and Table 7 
unemployment trap in Lithuania during 2018 to 2022. Poverty trap help to explore the 
SA system and whether it encourage people to participate in the labour market. The 
analysis of unemployment trap shows if SI (and SA, if person/household is eligible) 
system encourages return to labour market.
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Table 6. Poverty trap in Lithuania if employment income would be MMS, AMS in 2018–2022.
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Single 
person 31% 27% 26% 28% 27% 19% 17% 16% 19% 19%

2 adults 
without 
children

52% 43% 42% 41% 38% 34% 30% 29% 31% 30%

Lone parent 
with 1 child 57% 52% 51% 49% 47% 39% 37% 39% 40% 40%

Lone parent 
with 2 
children

63% 58% 61% 56% 55% 56% 54% 58% 58% 58%

2 adults with 
1 child 64% 57% 58% 53% 52% 52% 48% 49% 51% 50%

2 adults with 
2 children 68% 61% 63% 58% 57% 66% 61% 62% 63% 62%

2 adults with 
3 children 69% 63% 65% 60% 59% 70% 69% 71% 70% 70%

Note: MMS and AMS are presented as gross income. Calculations are made in comparison to net income. In 
the case of single person, it is assumed that the person is a short-term recipient of cash SA (up to 12 months). 
Source: own calculations

Results for single person household shows, that during 2018–2022 poverty traps are 
very low if a person starts working for the MMS and these traps are further decreas-
ing and reaching 27% in 2022. If a single person starts working for AMS, poverty trap 
decreases further, not reaching 20%. Poverty trap also decreases for 2 adults without 
children, if one of the adults starts working for MMS or AMS. These households remain 
low in poverty trap because they are only eligible for cash SA and the benefit amount 
decreases as employment income increases. Further results show that higher poverty 
traps are among households with children because these households are eligible for cat-
egorical child benefit and means-tested cash SA and additional child benefit. Poverty 
trap for these households decline further as employment income rises. When one adult 
in the household starts working for MMS, the highest poverty trap is among the 2 adults 
with 3 children. It reaches 59% in 2022, which means that if families rely only on the SA 
system, they receive 59% of net MMS, it increases up to 70% if one adult gets net AMS.

Poverty trap and SPC Index results show that the adequacy of SA benefits should 
be improved, but incentives to work should also remain. Although, incentives to work 
should not be increased on account of benefit size.
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Table 7. Unemployment trap in Lithuania if employment income would be MMS, AMS in 2018–2022.
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Single 
person 60% 76% 92% 74% 72% 55% 66% 83% 65% 66%

2 adults 
without 
children

66% 76% 92% 74% 72% 55% 66% 82% 65% 66%

Lone parent 
with 1 child 70% 83% 93% 79% 77% 59% 68% 84% 68% 68%

Lone parent 
with 2 
children

79% 81% 85% 80% 79% 65% 75% 95% 78% 79%

2 adults with 
1 child 82% 84% 88% 81% 80% 61% 70% 88% 72% 73%

2 adults with 
2 children 86% 88% 90% 86% 85% 75% 72% 87% 72% 73%

2 adults with 
3 children 87% 88% 91% 87% 87% 79% 80% 84% 79% 79%

Note: MMS and AMS are presented as gross income. Calculations are made in comparison to net income. 
Average of 9 months (while the person is eligible for unemployment benefit). If there is more than 1 adult in 
the household, it is stated that only one is eligible for unemployment benefit while another adult is not and 
stays unemployed. Source: own calculations

Unemployment trap is very high (reaches up to 87%) for all households with chil-
dren if one adult previously worked for MMS and could get a similar job in 2022 in 
Lithuania. Unemployment trap reaches 72% for households without children if one per-
son is employed for MMS. Even though salary increases, unemployment trap remains 
high for all households and varies from 66% to 87% if one adult receives from MMS 
to AMS. The dynamics of unemployment trap during 2018–2022 for some households 
increased.

High rate of unemployment trap is determined by the size of the unemployment benefit 
and other social benefits (means-tested) received in addition to unemployment benefit. 
The unemployment benefit design is made of 2 parts: the basic benefit part, which is a 
flat rate and the variable part, which depends on previous employment income, but with 
a cap of 58.18% of AMS. It is worth noting that unemployment benefit is limited to 9 
months, and it decreases every 3 months, which leads to work incentives rising as the 
period of benefit payment ends.



ISSN 1392-1258   eISSN 2424-6166   Ekonomika. 2024, vol. 103(2)

18

5. Conclusions, recommendations, and further improvements

This paper analysed SP benefits compatibility and evaluation criteria in Lithuania for 
2018–2022. The paper unites literature analysis on SP system evaluation and its main 
components. It contributes to the attempt to use the same evaluation criteria for SI, SA 
systems and the comprehensive assessment of SP compatibility through coverage, ade-
quacy, and incentives to work.

Literature analysis showed that coverage, adequacy and incentives to work are the 
main elements to evaluate if a benefit is sufficient and if the overall SP system is compat-
ible. A compatible SP system should ensure that if a person needs support, they should 
get it through SI or SA systems, e.g., all people from the targeted group should receive 
support. Compatible SP system benefits should be adequate, but there should be a differ-
ence between SI and SA benefits. Adequacy should ensure that benefits are sufficient to 
replace income due to social risks or are sufficient to maintain basic needs. Incentives to 
work criteria show that people in need should get adequate support, but at the same time, 
incentives to stay on or return to labour market should be kept.

The analysis of Lithuanian SP system compatibility showed that there is still a room 
for improvement: the adequacy of SI should be improved as some of the minimum ben-
efits are lower than SA. Adequacy of SA benefits are also scarce since benefits amounts 
are lower than the MCNB. When improving benefit adequacy, work incentives should 
be kept in mind. Further, as calculations based on the EUROMOD model and HHT 
showed, poverty and unemployment traps are high in Lithuania during 2018–2022 for 
households with children if one adult in the household starts working for the MMS even 
though incentives to work should not be increased in the cost of benefit adequacy, which 
in Lithuania is relatively low.

SPC Index in SI and SA systems shows that SI system performs relatively better 
in Lithuania; however, SPC Index values are still low (coverage and adequacy criteria 
performs worse than in SI system). The weakest part of the Index is coverage reaching 
5.3 points (while it reaches 6.7 in SI and 5.8 in SA). Incentives to work are improving 
in SI system during 2018–2022, but in SA and system coordination situation stagnates 
at 7 points out of 10. SPC Index for system coordination receives 6.5 points out of 10. 
Index can be improved by further analysis of benefit non-take-up in SI and especially in 
SA systems. This can be done by reviewing why targeted groups are not fully reached. 
Incentives to work should be revised, setting the goals up to what amount benefits could 
be adequate, but still encouraging to work.

Further improvements should be made when analysing SP system compatibility by 
incorporating additional benefit types, evaluating more criteria, adjusting the weighting 
of evaluation criteria within the methodology. Moreover, to expand the scope of the 
analysis and improve its accuracy, cross-country analysis would help identify where the 
Lithuanian SP system stands compared to other countries.
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Annex 1.

Table 1. SPC Index weight distribution.

Indicators Indicator 
weight

Overall  
criteria weight

Social insurance

Coverage 
in:

Old-age contributory pension 0.555

3.33

Sickness benefit 0.555
Maternity benefit 0.555
Paternity benefit 0.555
Childcare benefit 0.555
Unemployment benefit 0.555

Adequacy 
in:

Old-age contributory pension 0.555

3.33

Sickness benefit 0.555
Maternity benefit 0.555
Paternity benefit 0.555
Childcare benefit 0.555
Unemployment benefit 0.555

Incentives 
to work in:

Sickness benefit 0.666

3.33
Maternity benefit 0.666
Paternity benefit 0.666
Childcare benefit 0.666
Unemployment benefit 0.666

Social assistance

Coverage 
in:

Cash social assistance 0.555

3.33

Additional child benefit 0.555
Child benefit 0.555
Pregnancy grant 0.555
Student’s childcare benefit 0.555
Old-age assistance pension 0.555

Adequacy 
in:

Cash social assistance 0.555

3.33

Additional child benefit 0.555
Child benefit 0.555
Pregnancy grant 0.555
Student’s childcare benefit 0.555
Old-age assistance pension 0.555

Incentives 
to work in:

Cash social assistance 1.665
3.33

Additional child benefit 1.665
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Indicators Indicator 
weight

Overall  
criteria weight

System coordination

Coverage 
in:

Old-age (Old-age contributory pension, Old-age assistance 
pension)

1.11

3.33

Childcare/ sickness (Sickness benefit, Maternity benefit, 
Paternity benefit, Childcare benefit, Additional child ben-
efit, Child benefit, Pregnancy grant, Student’s childcare 
benefit)

1.11

Unemployment/ poverty (Unemployment benefit, Cash 
social assistance)

1.11

Adequacy 
in:

Old-age 1.11
3.33Childcare/ sickness 1.11

Unemployment/ poverty 1.11

Incentives 
to work in:

Childcare/ sickness 1.665
3.33

Unemployment/ poverty 1.665

Table 2. Social assistance system evaluation criteria and benefits initial values for 2018–2022 for 
Lithuania.

Evaluation 
criteria/ 
benefit type

Coverage Adequacy Incentives to work

20
18

20
19

20
20

20
21

20
22

20
18

20
19

20
20

20
21

20
22

20
18

20
19

20
20

20
21

20
22

Means-tested benefits
Cash social 
assistance

11.1 11.2 9.6 11.9 11 49.8 48.6 68.1 68.9 77.1 33.8 30.8 39.1 38.3 37.4

Additional 
child 
benefit

80.6 84.1 105.5 114.4 119 11.6 8 15.6 15.8 17.7 7.9 5.1 9 8.8 8.6

Categorical
Child ben-
efit

78.3 83.3 84.4 85.4 82.1 12.3 20 23.4 26.9 30.1

Pregnancy 
grant

101.2 57.9 84 146.8 107.2 31 30.3 97.6 98.9 110.8

Student’s 
childcare 
benefit

3.4 2.5 3.7 5.2 6 93.1 90.8 91.1 92.3 103.4

Old-age 
social as-
sistance 
pension

19.3 28.5 41 55 62.3 53.1 52.6 54.5 55 64.8
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Table 3. Social insurance system evaluation criteria and benefits initial values for 2018–2022 for Lithuania.

Evaluation 
criteria/ 
benefit type

Coverage Adequacy Incentives to work

20
18

20
19

20
20

20
21

20
22

20
18

20
19

20
20

20
21

20
22

20
18

20
19

20
20

20
21

20
22

Old-age 
contributory 
pension

91.7 95.4 96.7 96.6 97.4 62.4 95 100 100 100

Sickness 
benefit

49.6 47.6 54.7 52.4 64.9 52.1 43.4 59.7 65.1 69.7 30 23.4 29.1 30.7 28.8

Maternity 
benefit

85.3 76.7 76.7 90 86.1 73.5 71.8 71.9 72.9 81.7 49.9 45.5 41.3 40.5 39.7

Paternity 
benefit

54.7 54.8 55.3 63 66.6 73.5 71.8 71.9 72.9 81.7 49.9 45.5 41.3 40.5 39.7

Childcare 
benefit

75.3 69.1 71.1 73.9 76.6 73.5 71.8 71.9 72.9 81.7 49.9 45.5 41.3 40.5 39.7

Unemploy-
ment benefit 39 41.4 38 32.6 42.6 49 51.5 55 57.5 63.6 33.2 32.6 31.6 31.9 30.9

Table 4. Social protection system (system coordination) evaluation criteria and benefits initial values 
(%) for 2018–2022 for Lithuania.

Evaluation 
criteria/ 
benefit type

Coverage Adequacy Incentives to work

20
18

20
19

20
20

20
21

20
22

20
18

20
19

20
20

20
21

20
22

20
18

20
19

20
20

20
21

20
22

Old-age 55.4 61.9 68.8 69.4 79.8 57.7 73.8 77.2 77.5 82.4

Childcare/ 
sickness 66 59.5 66.9 78.9 76.1 52.6 51 62.9 64.7 72.1 37.5 33 32.4 32.2 31.3

Unemploy-
ment/poverty 25 26.3 23.8 22.2 26.8 49.4 50 61.5 63.2 70.4 33.5 31.7 35.4 35.1 34.2
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