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Measuring the policy effect
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What is the policy effect?

Household disposable income (HDPI) = sum of all income sources
and cash benefits minus taxes

« Change in HDPI between two points in time = the direct effect of tax-
benefit policies + everything else

 The policy effect captures the direct effects of tax-benefit policies
on HDPI

« Abstract from changes in population characteristics and market
Incomes

* No behavioural responses
4
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How do we measure the policy effect? w2

* The policy effect can be measured in:
* nominal terms

* real terms, i.e. relative to growth in prices (Harmonised Consumer Price
Index, HICP)

 Example: pensions are kept nominally the same over time:
* In nominal terms: disposable income stays the same
* Inreal terms:
1. prices (HICP) T: pension values |, disposable income |
2. prices (HICP) l: pension values T, disposable income T
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How do we measure the policy effect? @)

« Special ‘Policy Effects tool’ in EUROMOD

« The tool estimates the first-order effects of policies on
household incomes

* Built-in help
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The 2013-14 policy effects on the
Bulgarian income distribution

* We estimate the policy effect between 2013 and 2014 in Bulgaria

 We decompose the policy effect by the separate tax-benefit
iInstruments
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EUROMOD User Interface
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EUROMOD user interface (Ul)

« Stand-alone piece of software - Windows OS

* Mostly point and click but some hot keys are available (standard and
specific)

« Key features:
— ribbon bar with tabs
— context menus
— IntelliSense (suggestion of parameter values)
— drag and drop
— bookmarks and comments
— built-in help
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EUROMOD Ul starting page
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Ribbon bar
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Country files can be
accessed by clicking on
the corresponding flag on
the tab Countries
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Working environment
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‘ (= L - DEF: settings for modelling
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CcCOu ntry BEN: changes in earnings and
7 » ® poa on on on pensions due to increase in
female state pension age
8 , @ yse_uk - . DEF: recod_e to 0 negative self
employed income
: Policy o
9 » ® yem_uk off [ DEF: Minimum wage
10 +  bdisc_uk off system BEN: DLA test (post 2011)
SIC: employee and self

employed national insurance
1 . olbecar uk Qn 2 @ SIC: employer national
| - \ insurance contribution
PR . . BEN: contributory
- o Bt i POl ICIeS unemployment benefit (Job
BEN: pensioner's annual heating
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Built-in help
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[ (L EUROMOD Functions What is EUROMOD? I
15.1.1 “ ggﬂggmgg {';:;1?22;‘:; eectn EUROMOD is a tax-benefit microsimulation model
15.1.2 for the European Union (EU) that enables
izt researchers and policy analysts to calculate, in a
15:1.3 comparable manner, the effects of taxes and
15.1.4 benefits on household incomes and work
incentives for the population of each country and
15.1.5 for the EU as a whole. As well as calculating the
effects of actual policies it is also used to l
15.1.6 evaluate the effects of tax-benefit policy reforms
and other changes on poverty, Inequality,
15.1.7 incentives and government budgets.
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Calculating the policy effect
in EUROMOD
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The 2013 and 2014 policy systems in Bulgaria
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Policy Grp/No BG_2013 BG_2014 Comment
1 » @ on on DEF: DEFAULT VALUES
5 . © UAA_bg ites it ITCH: Uprating by Average Adjustment for public
3 » @ uprate_bg on NG FACTORS
4 r ® Cd . . ]
s e The policy spine | 2013 and 2014
6 » @ tu '
7. ey in Bulgaria , policy systems »
. —— S— ‘ome to
8 » ® neg_bg on on zero (oTpuUaTENHEeH A0X0M OT CAMOCTOATENHA
3aeTOoCT [la € paBeH Ha HyNa)
SWITCH: correction for tax evasion: 1) UDB SILC -
comparing gross and net income from employment;
9 » ® TCA_bg switch switch 2) UDB SILC+ national SILC variables - using
information on base for calculating SIC
SIC: social insurance contributions employer
10 » ® tscer_bg on on (BHOCKM 3a COLlMANIHO OCUIYPSAIBAHE NIaTEHN OT
paborogarenure)
SIC: social insurance contributions employee
11 » ® tscee_bg on on (BHOCKM 32 CoLlManHO ocurypsiBaHe Ha paboTHnuuTe
W CNYXUTENnTE)
SIC: social insurance contributions self-employed
12 » @ tscse_bg on on (BHOCKM 33 COLIMAJTHO OCUIYpSIBaHE Ha
CaMOCTOATEJIHO 33eTH)
13 » @ tin_bg on on TAX: income tax (ganbk 06y noxon)
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Some policy changes between 2013 and 2014 in Bulgaria
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.. | Some tax-benefit policy
Policy Grp/No BG_2013 BG_2014 param eters h ave C h a nged
1 » @ setdefault_bg on on . . .
(highlighted in yellow) |y
2 » ® UAA_bg switch switch ¢
3 » @ uprate_bg on on DEF: UPRATING FACTORS
4 - ® ConstDef bg on on DEF: CONSTANTS
4.1 - Jx DefConst on on
4.1.1 $Minwage 310#m 340#m minimum wage level
e o i i s il Others have remained o
413 $SIC_MinBaseSE 420%m 420%m lower tk . ne
- alali  nominally the same
$SIC_MaxBaseSE uppegt the
4.1.4 2200#m 2400#m fa:ﬁon g7
4.1.5 $GMI 65#m 65#m guaranteed minimum income level
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The Policy Effects tool in EUROMOD

(El= Countries Display Country Tools Administration Tools Add-Ons Applications Help & Info
Y (el |3 ; H /
X 8 8 88 | Select Applications from
Open Output | Hypothetical Budget Policy Summary h b
File Data Constraints | Effects Statistics t e m a i n m e n u a r.
Policy Grp/rNo BG_2013 BG_2014 Comment l
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5 Open _Output Hypothetical Budggt Policy Summary .
: File Data  Constaints Effects €smwmes— Select Policy Effects tool
7 Tools EUROMOD piugins L
DEF: recode negative selt-employment income to
8 » @ neg_bg on on zero (oTpulaTEeNHEH [OX04 OT CAMOCTOATENHA
3aeTOCT [1a € paBeH Ha Hyna)
SWITCH: correction for tax evasion: 1) UDB SILC -
comparing gross and net income from employment;
9 » ® TCA_bg switch switch 2) UDB SILC+ national SILC variables - using
information on base for calculating SIC
SIC: social insurance contributions employer
10 » ® tscer_bg on on (BHOCKM 3a COLIMANIHO OCUIYPABAHE NAAaTEeHN OT
paboronarenure)
SIC: social insurance contributions employee
11 » @ tscee_bg on on (BHOCKM 3a couManHo ocurypsisaHe Ha paboTHuumTe
W CNYKUTENNTE)
SIC: social insurance contributions self-employed
12 » @ tscse_bg on on (BHOCKM 33 COLIMANIHO OCUIyPSABAHE Ha
CaMOCTOAITENHO 33E€TH)
» ® tin_bg on on TAX: income tax (ganbk 061 goxon)
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The Policy Effects tool in EUROMOD
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e | @ g 2013 and 2014

Applications

Help & Info

The Policy Effects tool window

Start period {year 1): [2013

Open Output
poll'cy Effects tool

Policy
1 » @]
2 r @

sel: 1

3 r @
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Country
AT

Select the country,
e.g. Bulgaria

End period fyear 2): | 2014

Data
AT_2012_al
BE_2010_a2.txt
BG_2012_b1.txt

CY_2010782. txt
CZ_2010 Jal.txt

J &

nt for public
Indexation (zlpha)

- V] CPI
1 \

Select if the policy

Select the input data set,
e.g. EU-SILC 2012

effect will be
measured in:

- real terms (CPI)

EL EL_2010_a3.txt
ES ES_2010_ad.txt - nominal terms (1)
16 B 7 FI FI_2010_al.txt = e
QOutput path:
oyee
11 r @ D:\Home\itasseva'Bulgaria\Year 6A\EUROMOD"for merging G2.33 to G2.34\EuromodFiles_G2.34\Output\Policy_ch | |5 WboTHMLMTE
employed
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Close ’ Run & show the results > Run & Show Results ’
o
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The Policy Effects tool in EUROMOD

(E= Countries Display Country Tools Administration Tools Add-Ons Applications Help & Info
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Open Output | Hypothetical Budget Policy Summary
File Data Constraints | Effects Statistics
"P'olicy ' Grp/'No”BG'_ZOB BG_2014 Comment
1 » @ setdefault__bq on on DEF: DEFAULT VALUES
. . . ating by Average Adjustment for public
r @

2 UAA_bg The Policy Effects tool is running

3 » @ uprate_bg Tow o roerrorrRATING FACTORS

4 » ® ConstDef_bg on on DEF: CONSTANTS

5 » @ ildef_bg on on DEF: INCOME CONCEPTS

6 g j

7 » MaJsiHa 3annara)

o employment income to

8 » @ Waltlng D SYStemS OUt Of 3 I OT CAaMOCTOATEJIHA

1a)
. k evasion: 1) UDB SILC -
Runnmg 3 SYStemS out Of 3 come from employment;

9 r @ |C variables - using

culating SIC
Completed 0 systems out of 3

ributions employer

10 r @ . ypABaHE N1aTeHu oT

paboronarenure)
SIC: social insurance contributions employee
11 » @ tscee_bg on on (BHOCKM 3a couManHo ocurypsisaHe Ha paboTHuumTe

W CNYKUTENNTE)
SIC: social insurance contributions self-employed

12 » @ tscse_bg on on (BHOCKM 33 COLIMANIHO OCUIYPAABaHE Ha
CaMOCTOAITENHO 33E€TH)
13 e tin_bg on on TAX: income tax (ganbk 061 goxon)
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Results
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The Harmonised Consumer Price Index
In 2013-14 in Bulgaria

e Between 2013 and 2014, the Harmonised Consumer Price Index
(HICP) fell

- HICP =0.984
« Therefore, the purchasing power of households has increased

* The policy effect measured in real terms will be more income-
iIncreasing (less income-reducing) than in nominal terms
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The policy effect in nominal terms:

% change in disposable income in Bulgaria in 2013-2014

alpha=custom | alpha=CP| Decil Disposable
. S income
Results for BG with alpha: custom [1] on dataset B -
Decile come  Public pensions Means-test E Direct taxes Dlsposable
- il e 2 0 68 [/ ~ income
| \ ' | |
o 000 1 : =y | 0z, 158
2 0.00) 0.00| 01 7 aesl 002 068
3} o.oo§ 000 0 r/v il | 002, 053
1) g il | 002 053
1 The pollcy effect in 2013-14 measured 6 036 [T | e
— ! ‘ .
| in nominal terms was income- 7 027 b[ 001 0%
|increasing and pro-poor 8| 029)) | oz
8| 000 000| 0 9 023 | 001 029
‘ N |

9{ 0.003 o.ool_ 0 10 0.00 \ 001 03
10| 0.00| 0.00| 0. i | 003| 000
~ Total 0.31 =
Total 0.00 0.00/ 0 , ‘ ) 0.02 031

Notes: shown as a percentage change in mean equivalised household disposable income
by income component and income decile group. Income decile groups are based on
equivalised household disposable income in 2013, using the modified OECD equivalence scale.
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The policy effect in real terms:
% change In disposable income in Bulgaria in 2013-2014

alpha=custom | alpha=CP! Decile Disposable

Results for BG with alpha: CPI [0.984089101034208 2012_bl.t¢t I come \
i : , . Means-ested Non , ! 2'894 N Disposable
Decil alincome  Public pensions benefits tested B 5 163 axes e
B 000| 054 217| 3l 138 000| 289
2| 000 02| 069, — ~—om| 163
3 000, 068, 047, P 120 Iy 138
A-:- nnn nm_:- nu:f' 5 094 000‘ 120
As prices fell, the policy effect in i el 0.82 ool =
2013-14 measured in real terms was | T 072 0] =
even more income-increasing and pro- g i e 000 07
poor than in nominal terms ol o= o.oqf' 065
9 000| 025 002| = “ o0 053
10| 000| 013, 001| | 014 0| 0.14
Tota 0.00 032 022 Toat| 0-74 01 074

Notes: shown as a percentage change in mean equivalised household disposable income
by income component and income decile group. Income decile groups are based on
equivalised household disposable income in 2013, using the modified OECD equivalence scale.
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The 2013-14 policy effect on disposable income in
Bulgaria measured in:

nominal terms real terms

% change of 2013 hh disposable income

1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
2013 income deciles

[ Social Insurance Contributions [l Taxes B Public Pensions
B Non Means-Tested Benefits [] Means-Tested Benefits = Disposable Income
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The 2013-14 policy effect on disposable
Income in Bulgaria @2

Public pensions:
* Nominally constant in 2013-14 and so, no effect on household incomes

« However, due to prices falling the value of public pensions increased in real
terms. As a result, household incomes increased, too.

Means-tested benefits:

« The values of the heating allowance and the income-tested child benefit
(amount for the 2nd child) increased slightly in nominal terms

 And even more so in real terms (due to prices falling)
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The 2013-14 policy effect on disposable
Income in Bulgaria /)

Non-means-tested benefits:
« Benefit amounts increased slightly in both nominal and real terms

Social Insurance Contributions:
« The max level of income based on which (self-)employed pay SICs
increased

« As aresult, SICs liabilities paid by the top decile groups increased and
household incomes fell

Total policy effect on household disposable income:

« The policy effect in 2013-14 measured in nominal terms was income-
increasing and pro-poor

« As prices fell, the policy effect in 2013-14 measured in real terms was even
more income-increasing and pro-poor than in nominal terms
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Thank you!

www.euromod.ac.uk
euromod@essex.ac.uk
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