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1. Introduction

Flat tax schemes are popular in Eastern Europé, avitever increasing number of countries
where it is introduced, and yet many other wheiis recurrently discussed. The majority of
Eastern European countries seem to have introdsweld a scheme, starting with the Baltic
States in the mid-1990s, followed by Russia, Uleathe Slovak Republic, Serbia, Romania,
Macedonia, Montenegro, and then most recently bdyaAl, Bulgaria, the Czech Republic
(2008), and Belarus and Bosnia and Herzegovina 9R0OBoland and Greece are also
considering such a move. In many of the counttiesgant simplifying the tax scheme, e.g.
eliminating tax allowances and tax deductions,abs lowering average tax burden, although
not in all of them. Lithuania, for example, set fla rate at the highest bracket of the existing
regime: 33% (Keen, Kim and Varsano 2006).

What is actually meant by “flat (income) tax” vari@ great deal by country. Very few
countries have a flat rate tax scheme where alisyyf incomes are taxed with the same rate,
including earnings, capital income and corporatmine. In its “pure” form flat tax would
impose one single rate on the whole populatioespective of their income levels (and their
abilities to conceal incomes, e.g. via transferfoteign countries), thus giving up the role of
the state in redistributing incomes via the taxesys This may save administrative costs, as
all redistribution is costly. In all the flat taoentries but Georgia and Bulgaria, there is a
basic allowance for people with low incomes, whigloften supplemented by an allowance
for families. Flat tax reform may have its appealam opportunity for simplifying the tax
scheme, primarily from numerous tax allowances exdated over long years due to interest
groups rent-seeking. Simplicity in turn is likelg save administration costs and increase
compliance. On the other hand, flat tax rates requio attain budget neutrality tend to
benefit mainly those with high incomes at the exggeof low and middle income households
(Lelkes and Benedek 2007; Paulus and Peichl 2008)aulus and Peichl note, this may
explain why flat taxes have not been politicallgsessful in Western Europe.

Albeit the international popularity of the schenitle is yet known on its impact on macro
performance and tax compliance. One of the sucstesies is Russia, where tax revenues
increased by 25% following the 2001 introductiontbé scheme. However, according to
lvanova, Keen and Klemm (2005) it is not clear tbhatvextent it is attributable to the
parametric reform or to increased law enforcemdiie authors also highlight that oil
revenues increased massively in this period, neguin fast economic growth and thus
producing greater tax revenues. Nevertheless,gfoem itself was associated with increased
tax compliance rather than improved law enforcensntshown by Gorodnichenko et al.
(2007). Another example, Slovakia, introduced fiates as part of an overall structural
reform, including pensions, social transfers, etlana health care and the tax system. They
implemented a uniform 19% tax rate (replacing ¥&dent rates), widened the tax base, and
decreased the progressivity of the tax systdine reception of the reform was positive by the
international financial market, reflected in thepmoved country credit rating. On the other
hand, there has been no empirical evidence prekemteon the behavioral impact of the
reform. The Slovakian reform was also an inspirafmr the Slovenian debate on the flat-tax

! Note, that the employee social security contrimittemained, thus the all-in tax rate (calculatedtte
combined central and sub-central government inctemeplus employee social security contribution, aas
percentage of gross wage earnings) equdals, 3thich is not different from the pre-reform rate those with
average incomes. It was the distribution of thetiasden that has changed, increasing from 21.539% for
those with low incomes (67% of average wage) amiledsing from 36.5% to 29% for those with high imes
(167% of average wage meaning the average annass$ grage earnings of adult, full-time manual and no
manual workers in the industry) (OECD Tax Database)
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idea in 2005, which was however finally rejectedd anstead their progressive personal
income tax system was modified to some extent.

Our aim with this paper is to contribute to the @mopl literature on flat taxes by focusing on
recent flat tax proposals in three Eastern Eurogeantries — Estonia, Hungary and Slovenia.
Using microsimulation techniques we estimate theem@al impact of these proposals on
household incomes. We simulate each alternativeasicenot only for the country of origin
but also for the two other countries, thereby thretotal for each country. These scenarios
are compared to the existing tax system in 200&ydimg on the redistributive impact of the
reforms. All scenarios assume full compliance, asduch, do not estimate potential changes
in tax evasion. Also, these policy scenarios aredesigned to be revenue neutral on the
national level, and therefore, the total fiscalta@sies both across countries and scenarios.

We find that the most radical scenario with a tiat rate of 20% and no tax concessions
(apart from exempting pensions from tax) would havdramatic effect on inequality and

poverty, and most of the cost of the reform woukdbwmrne by lower income groups. The
government budget and the richest fifth of the pafan appear to be the only beneficiaries.
A less radical proposal, with a 20% tax rate, adbabowance and a family allowance still

has negative impact on the majority of the popatgtialbeit to a much smaller extent,

although the total budgetary effect is slightly atége. Another scenario with a slightly lower

tax rate and an additional allowance for pensiaasrésponding to the future Estonian flat
tax scheme) would cost between 0.9-1.2% of the Gid#le having rather diverse effects on

households across countries, depending on thenaligix system.

In the following section we present methodology ateda. This will be followed by the
description of the existing tax and benefit scheraed the three alternative scenarios in
section 3. Section 4 describes how these hypo#idlat tax schemes would affect inequality,
poverty of the total population and that of spec#ge groups. We will then show in section 5
how the change of tax burden affects the budgdtalgnce and households at various income
levels. Finally, section 6 concludes.

2. Methodology and data

The analysis is based on EUROMOD, the Europearbésmefit microsimulation model,
which covers all 15 pre-May 2004 Member States hef European Union and Estonia,
Hungary, Poland and Slovenia, of which we focusEstonia, Hungary and Slovenia. The
model is designed to answer “what if” questionsulabfferent policy reforms at European
level. EUROMOD is unique in being a research tbalt tis relevant both at the national and
European level, offering infrastructure for compgricomplex and often very different tax
and benefit systems across countries.

EUROMOD, as other tax-benefit models, is a compuytesgram which operates on

household micro-data from representative souraasnérvoll, O'Donoghue and Sutherland
1999). It calculates disposable income for eactsbbald in the dataset. This calculation is
made up of elements of income taken from the sudatyg combined with components that
are simulated by the model (i.e. taxes and behehis evident advantage of such models is
the possibility of evaluating the effects of hypetibal changes to tax- or benefit rules. As

2 The proposition of a tax system similar to thev@loan one, was included among government reform
proposals (Odbor za reforme, 2005). However, tbiscept triggered a sharp response from labour snion
Slovenia, mainly due to the idea of a replaceméthe existing double VAT rate system (with a reglh@&.5%
and standard 20% rate) with a single VAT rate dnd ultimately was not regarded to be politicadigidible.
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Lietz and Mantovani (2007) note, it is a tool, whiallows “laboratory experiments’
concerning tax-benefit systems, as by simulatifgrnes their potential effects can be studied
before their actual implementation”.

EUROMOD focuses on cash benefits, social insuraswdributions and personal direct
taxes. It can simulate most of these instrumentegxwhere the underlying datasets lack of
necessary background information, most notably fitsnevhich entitlement is based on
previous contribution history (e.g. pensions). ELNRG@D calculations are carried out under
the assumption of full benefit take-up and no teaseon, therefore focusing on the intended
effects of tax-benefit systems. EUROMOD conceptlisposable income includes monetary
incomes without capital gains and other lump-sucoines, net of income tax and social
insurance contributions. For further information BAROMOD, see chapter 3 of Lelkes and
Sutherland (2009) and Sutherland (2001, 2007).

Databases for all three countries studied herelanged from administrative sources or from
household budget surveys (see the details in TigblEhere are two main modifications to the
original datasets: (a) net-to-gross imputations @jdincome uprating. First, as tax-benefit
calculations are applied to gross incomes, these mguted where the original dataset only
recorded incomes net of (withholding) taxes. Sebgnd order to match the baseline tax-
benefit policy year and income data reference peficcomes which refer to year 2004 were
uprated to 2005 using different uprating factorsdobon available statistics.

Table 1.Features of EUROMOD datasets: Estonia, Hungary Showknia

Country | Base Dataset Year of Income Sample size:
collection reference individuals
period (households)
Estonia Household Budget Survey 2005 2005 9,201
(3,432)
Hungary | EU-SILC 2005 2004 17,958
(6,924)
Slovenia | A sub-sample of Population 2005 2004 13,798
Census merged with Personal (2002) (4,777)
income tax database, Pension
database and Social transfers
database

3. Description of existing and alternative policy scenarios

This section summarises the key parameters ofxiséreg personal income tax (PIT) systems
as of 2005 in the three countries as well as thlegnative flat tax proposals and highlights
the main changes.

The existing income tax systems in 2005 vary targd extent (see Table Al in the Appendix
for the main tax parameters, also indicating tregeaf simulation of the income tax systems
in EUROMOD). All three countries have effectivelyogressive tax systems, although the
structure of tax schedules (i.e. the number aneélle¥ tax bracketsyaries widely and
countries operate with rather different kind of tdbowances (or tax credits). One of the main
differences across the three countries concernarttieof assessment: while married couples
can choose to be jointly taxed in Estonia, the mmedax is solely levied on individuals in
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Hungary and Slovenia. Finally, there are also diffees in the underlying tax bases. It is
broader in Estonia and Slovenia, where it incluckgsital gains, interests and dividends and
pensions, in contrast tdungary, where the personal income tax base exzlcagital income
and (part of) self-employment income, which areethynder different schemes, not as part of
the PIT system.

Estonia was the first Eastern-European countrytimduce a flat income tax system in 1994,
applying a single marginal tax rate (above a ceritatome threshold) initially at the level of
26%. In 2005, the income tax rate was reduced #b,2hd it is expected to be gradually
reduced to 18% by 20F1The basic allowance component (1,303 EUR or 20 BB&
annually per person) effectively induces progragsiv the personal income tax system in
the sense that the average tax rate increaseshgitimcome level, even though the marginal
tax rate remains constant. An additional allowaimcéhe same amount is granted for every
dependent child, starting from the third, and aeotilowance applies to pension incomes
(2,300 EUR or 36,000 EEK per year in 2005). Sompeages are also deductible (e.g.
mortgage interests), but usually are of less ingm.

The actual (2005) Hungarian personal income tatesysomprises of two tax brackets for all
tax payers, supplemented with a tax credit on wagessalaries and with numerous other tax
credits. The tax rates applied are 18% on the #)886 EUR (in annual terms) and 38% on
the part of incomes exceeding that. There is @jét@d” basic allowance to employees, with a
maximum amount of tax credit on wages and salafi&38 EUR per year. Among other tax
credits, family and disability tax credits can bhmdated in EUROMOD (see Table Al).
Other allowances, which relate to tuition fees a&otuntary pension insurance and a large
number of other expenditures cannot be simulatedtdumissing information in the income
survey.

The Slovenian system may be called a “standardressiye” PIT scheme, which includes

five tax brackets and marginal tax rates betweén a6d 50%, the latter being rather high by
international comparison. Pensioners benefit fromadditional tax credit, which reduces their

tax bill to the extent that only few pensionersetively pay income tax. Similarly to Estonia

and Hungary, there is a basic tax free threshglB5@EUR per year), and a tax concession
for individuals with children. Simulations in EURGDD cover a large number of special tax
allowances, including those for disabled, self-eaypt journalists, student work, payments
on voluntary private insurance etc, made possiplehb rich original dataset, which includes

a vast array of information from administrativealaburces.

The actual tax systems (referred to as baselindk)oes compared with three alternative
scenarios reflecting flat tax policy proposals lrede countries. In order to apply different
scenarios in a consistent way across countriesjefiae the value of tax allowances relative
to the average gross wage. All other tax-benefiicigs in the reform scenarios remain the
same as in the baseline, e.g. the eligibility anttlement rules for cash benefits. Note that
this does not imply that other taxes and beneéiteain necessarily constant as their value
might depend on some concept of net income whictuiin is affected by the changes in
income tax liability. For instance, in case of me#ested benefits, provided only if the
personal or household net income is below a cettai@eshold, we consider the potential
change of incomes due to the changes in the tanpeers. Therefore, some households may
become eligible to benefits, others might loseilelity and those who retain eligibility might

% This was the situation in 2008. However, rapidéyatiorating economic conditions and declining remenues
forced the government to postpone the final tabgedne year (i.e. to 2012) in the beginning of 2009
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see their entitlement change. The microsimulatemhnique used here allows us to take into
account such interactions between taxes and bgnefit

The simplest hypothetical scenario (referred-kadl) represents the flat tax in its purest and
“most radical” form, with a single 20% tax rate amaltax concessions (apart from exempting
pension incomes from tax). Note that although itisnario is motivated by the general flat
tax discussion in Hungary, we do not consider ih asalistic policy proposal (partly also due
to its budgetary costs), but rather as a test dndfzer base of comparison for alternatives.

The second scenari&lat2) applies also a 20% flat tax rate but additiona@ityoduces two
allowances that are expected to benefit low incbimgseholds. A basic tax allowance which
is equal to 20% of average gross annual wage aratiditional family allowance, equal to
15% of the average gross annual wage for the dhidtl and increased further 5 percentage
points for each subsequent child. On the other hagasion incomes in this scenario are fully
taxable. This scenario follows the flat tax proposdnich was seriously considered in
Slovenia but eventually abandoned.

The third and the most complex scenafta{3) represents the future actual PIT system in
Estonia, taking effect in 2011 (according to thgidkation as of 2008). This scenario includes
a 18% tax rate and a basic allowance equal to 1f78&sevage gross annual wage, both being
lower compared to the second alternative. A childwaance is available for families with
children and compared to the 2005 system in Estéhéallowance is extended also to the
first two children. An additional allowance applis pension incomes, however, given that
the future level of this allowance is not agreedstonia yet, we assume in our calculations
that it will be increased in proportion to incomewgth by 2011 and, therefore, remains equal
to 37% of average gross annual wage (as it wa808)2

Table 2.Flat tax scenarios (in EUR)

Flatl Flat2 Flat3
Income tax rate 20% 20% 18%
Basic allowance  No 20% of AGAW? 17% of AGAW"
(annual)
Additional No 15% AGAW for the first, 17% of AGAW"
allowance per increasing by 5% points for
child each subsequent child
Additional Pensions untaxed (i.e. No 37% of AGAW*®
pension allowance effectively 100%)
Tax base Pensions excluded Pensions included PPeriaiduded

& AGAW = average gross annual wage. Its amount B052(Estonia: 6,192 EUR (96,884 EEK), Hungary: 3,70
EUR, Slovenia: 13,885 EUR.

® Ratio to the average gross annual wage in 201,742EUR or 215,016 EEK, estimated figure by theian
Ministry of Finance).

°Ratio to the average gross annual wage in 2005a@suming that the pension allowance will be iaseé in
proportion to income growth).

The tax bases vary for the baseline systems (sbke Pd in the Appendix) and since we

retain these differences across countries (with ekeeption of pensions) this affects the
outcome of the alternative scenarios. The reasonadijusting tax bases with respect to
pensions is that these are excluded from the tag baHungary, but taxable in Estonia and
Slovenia while both have specific tax allowancestfat. Therefore, in order to make these
pension related tax concessions comparable, pengsiere added to the Hungarian tax base



in the Flat2 and Flat3 scenarié and removed from the tax base for Estonia and eBliav
underFlatl.

Tables 3 to 5 present the main changes compartg texisting tax systems. In all countries
the marginal tax rate decreases in each alternatigeario. In case of thiidatl scenario all
the allowances are eliminated (while exempting marssfrom tax), which makes it much
different from the baselines. Th#at2 policy increases the value of family allowance &ir
countries, especially in case of households withedanumber of children, while at the same
time removing the allowance on pensions. The tbaghario is somewhat less generous than
the second one (in terms of general and familywallces) but includes an allowance for
pension incomes.

Table 3.Estonia: Main changes in the tax system comparéuktbaseline

Flatl Flat2 Flat3
Marginal tax rate Decreases Decreases Decreases
Basic tax allowance Disappears Decreases Decreases
(i.e. significant decrease) (slightly) (though increase in
nominal terms)
Pension allowance Pensions not taxable Disappears No change (i.e.
(i.e. significant increase) (i.e. significant decrease) allowance retained)
Allowance for self- Disappears Disappears No change (i.e.
employment income (i.e. significant decrease) (i.e. significant decrease) allowance retained)
from agriculture
Family allowance per Disappears Extends the coverage, Extends the coverage
children (i.e. significant decrease) increases the value for but decrease in real
households with more value (per child)
than three children
Notes:

Flatl: flat rate of 20%, no tax concessions (afgarh exempting pensions from tax).
Flat2: flat rate of 20%, basic allowance and childwance.
Flat3: flat rate of 18%, basic allowance, childalance and pension allowance.

Table 4.Hungary: Main changes in the tax system comparéietdaseline

Flatl Flat2 Flat3
Marginal tax rate Decreases Decreases Decreases
Basic tax allowance Disappears Decreases Decreases
Pension allowance Pensions not taxable All taxable without All taxable with
(i.e. no change) allowance (i.e. allowance

significant decrease) (i.e. decrease)
Family allowance for Disappears (i.e. Increases the value in Increases in households
children significant decrease) all households with with 1 or 2 dependent

dependent child/ren  child/ren, decreases for
those with 3+ children

Tax credit for serious Disappears Disappears Disappears
disability

Notes: see Table 3

* Note that this was done without any compensatan, grossing up of the pension benefits. The litn of
such compensation packages could be part of fuiithelepth studies on this subject.
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Table 5.Slovenia: Main changes in the tax system compardiet baseline

Flatl Flat2 Flat3
Marginal tax rate Decreases Decreases Decreases
Basic tax allowance Disappears Increases Increases
Pension allowance Pensions not taxable Disappears Decreases
(i.e. significant

increase)
Family allowance for Disappears Increases the value,  Decreases the value,
children (i.e. significant especially for especially for

decrease) households with more households with more

than 3 children children

Family allowance for other Disappears Increases Disappears
dependent family members
Other tax allowances Disappears Disappears Disappears

(disabled person's allowance,
seniority allowance, self-
employed professionals'
allowance, allowance for
selected expenses)

Notes: see Table 3

4. Effects of alternative scenarios on income distribution®

The introduction of a flat tax scheme (including itd alternative versions examined here)
would have a substantial effect on inequality innglary and Slovenia, while less so in
Estonia (see Figure 1). This is due to the fact Bstonia already has a functioning flat tax
system as well as the highest income inequalitthen baseline. Th&latl scenario would
increase the Gini coefficient from 0.27 to 0.3Hangary and from 0.27 to 0.3 in Slovenia.

The current level of inequality in Hungary and S$nia is below that of Estonia, as shown by
the Gini coefficient and quintile ratio (S80/S20Y¥he introduction of the 2011 Estonian
scheme Flat3) would retain inequality as the highest in EstoNate that under the current
assumptions, inequality in Estonia would increasi whe 2011 system (adjusted to 2005
prices) compared to the 2005 one, holding demogeaghtaracteristics and incomes constant.
This is not particularly surprising, given that ttiistributional considerations were not on the
agenda at the formulation of the tax changes.

> All the following results for income distributioare computed for individuals according to their $hold
disposable income equivalised by the modified OE&fDivalence scale, i.e. weighing the first adulthwi,
additional person aged 14+ with 0.5 and people uhdevith 0.3.

® The ratio of the share in total income of thosettia top quintile to those in the bottom quintile tbg
distribution.



Figure 1. Income inequality under different policy scenargstonia, Hungary and Slovenia
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Source: own calculations using EUROMOD version D25
For more details, see Tables A11-A13 in the Annex.

The alternative flat tax scenarios have a moregonod effect on poverty. The risk of poverty,
using a constant poverty line at 60% of the medbaseline equivalised income, increases
significantly underFlatl, due to the abolition of tax allowances. The retakffect is the
greatest in Hungary, a country with substantialdamcessions in the baseline system. Overall
poverty somewhat increaseshlat2 andFlat3 compared to the baseline in all three countries,
although the magnitude of change is much smalkem tmderFlatl. A marked difference is
Estonia, where poverty undEftat2 remains high. This is mainly due to the large éase in
the poverty risk of elderly (see further below).télthat the estimated poverty rate in Estonia
is smaller inFlat3 (the future scenario) compared to the baselinggesting that the reform is
likely to have a beneficial effect on low incomegps.

Figure 2. Poverty rates under different policy scenarios stdaia, Hungary and Slovenia ,%

25 1

20

15

10 -

Poverty rate (60% of the median)

Estonia Hungary Slovenia

H Baseline Flatl ®Flat2 ®F[at3

Source: own calculations using EUROMOD version D25
Note: poverty thresholds are kept constant at 608eo(national) baseline median equivalised income
For more details, see Tables A3, A6 and A9 in thaex.

Next, we explore whether the changes affect angisp@ge group in particular. The flat tax
scenarios have the largest impact on the povesky of the elderly in Estonia. In contrast,
working age population and especially childrenafected more in Hungary and Slovenia. In
particular, we found three main features: (1) didare strongly hit by th&lat2 scenario in

Estonia (7.8% points increase), while in the otiwey countries this effect is moderate (2.2-
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3.3% points), (2) children suffer the most in HuryganderFlatl (poverty increases by 8.9%
points), (3) poverty increases among the working jpgpulation in all three countries under
Flatl, although the magnitude is greater in Hungary Slogenia.

The reason for the elderly being so profoundly@éd in Estonia unddtlat2 is because they
would lose their current tax allowance which inses their tax burden significantly, and
given that many of them are concentrated aroungakerty line, this can change the poverty
measure quite considerably. The poverty risk oeéydwould decline in thé&latl scenario,
as the whole pension income becomes tax free. Henv@iven that the existing pension
allowance combined with the basic allowance makeseffective tax burden on pensions
rather low already, the decline in poverty riskmsrginal. Surprisingly, for Slovenia the
poverty risk of the elderly increases slightly unBiatl, in spite of the fact, that their pension
incomes would be entirely tax exempt (which ardlpaaxed in the baseline system). In other
scenariosFlat2 andFlat3, where pensioner incomes would be partly taxeel pibverty risk
of the elderly, respectively, increases and remaimshanged. Pensioner incomes are not
affected byFlatl in Hungary because pensions remain untaxed. Tdrease of poverty rate
of the elderly inFlat2 reflects that pensions become fully taxable, aitfiothe magnitude of
change (2.2% points) is modest.
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Figure 3. Poverty rates in different age groups
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Source: own calculations using EUROMOD version D25
Note: poverty thresholds are kept constant at 608eo(national) baseline median equivalised income
For more details, see Tables A3, A6 and A9 in thaex.

Why are children and working age households afteateHungary?Flatl would increase
poverty as it eliminates the general tax allowafmweemployees and the tax allowance for
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families with children, which do benefit househokigstantially in the baseline system (for
an overview of major changes, see Table 4). Thedottion ofFlat2 would increase both of
these major tax allowances compared to the basdbueat the same time would make
pensions taxable. This latter might also affect sdmuseholds with dependent children. As a
result of these two contrasting effects, povertyoaghchildren (up to the age of 15) would
remain largely at the same level as in the baseline

5. Fiscal cost and change of total tax burden

The fiscal effect of the flat tax scenarios simethhere largely depends on the actual tax
system. While the introduction of a 20% PIT with taa exemptionsKlatl) is expected to
raise extra budget revenues in all the countriegh@me with a basic and a child allowance
and pensions fully taxedrFfat2) would generate a moderate loss for the budgetKsgure 4),
assuming no changes in tax compliance and labauae fparticipation. The third scenario,
with a lower tax rate and an additional allowanmedensionsKlat3) would cost more in all
countries. The costs of this, probably most feasibtenario ranges between 16 and 26% as a
share of total personal income tax revenues, afhauremains below 1.3% of the GDP in all
three countries. The fiscal cost is the highe&istonia, compared to the baseline system.

Figure 4. Total fiscal cost of alternative scenarios in Espiungary and Slovenia

-20

Total budgetary effect, % of GDP
Change in tax revenues, % of total tax revenues

Estonia Hungary Slovenia Estonia Hungary Slovenia

™ Flatl Flat2 Flat3 uFlatl Flat2 Flat3

Note: the total fiscal effect is measured in teohpersonal income taxes, social security contiiimg and cash
benefits. Only “day-after” effects are consideregdlecting longer term effects or effects due tange of
behaviour).

Source: Own calculation using EUROMOD version D25

Parallel to the falling tax revenues, the work mtoees for individuals improve with the
introduction of all three alternative scenariose(ddgure 5). The indicator used here is
effective marginal tax rate (EMTR), which measutes extent to which the combined effect
of taxes and benefits reduce the financial gaimfemditional work effort. In other words, it
measures what part of any additional earningsaisetl away”.
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Figure 5. Effective marginal tax rates (for working age p@tiain) — median value
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Note: EMTRs are calculated for the working age pafin (those aged 18-64) with positive employnmant
self-employment income, increasing earnings of eéadividual in the household in turn by 3% whiletbhange
in all benefits and taxes (including social insweontributions) is observed at the household.leve

Source: Own calculation using EUROMOD version D25

There are large differences in the baseline lef/effective marginal tax rates, mostly due to
the differences in the level of employee socialiragce contributions. Estonia has the lowest
rate, 25% in contrast to 41% and 46% in Hungary @ladenia, respectively. The change in
EMTRs across the various scenarios has the sanerrpdor all three countries, but the
decline is greater in Hungary and Slovenia whichehlaigher baseline values. Tax rates are
the lowest undeFlat3: compared to the 2005 baseline system, the remuofithe EMTR is
6-9% points. In sum, the reduction of tax rateseasilt of a flat tax reform would be greatest
in Hungary and Slovenia, countries with a relapvegressive tax system.

We also assessed the impact on incomes at the Hadslevel to determine who are the
winners and losers of these alternative reformsadst cases, households with lower incomes
are likely to be losers, while those at the top Magain. As shown by Figure 6, the tax
burden would increase the most under the flat & with no tax exceptions (apart from
exempting pensions from taxjlétl), and in particular the bottom deciles would beexgely
affected. It is not surprising, as the low incomeugps tend to be beneficiaries of the existing
zero income tax brackets.

In EstoniaFlatl scenario would increase the tax burden of lownme@arners over 400% for
the bottom decile. The extra tax burden decreassimcome, and for the top decile there is
effectively no change, compared to the baselinaasoe Flat2 scenario will also increase tax
burden for the low income earners, although comallg less tharFlatl scenario. This is
again due to lower tax allowances and eliminataasip® allowance. High income earners,
starting from the 6th decile will benefit from tdecrease in the marginal tax, albeit modestly.
Overall the tax burden is about 6% less compardidedaseline-lat3 scenario will decrease
marginal tax rate and extend the allowance for liamwith children and this will decrease
overall tax burden by one quarter on average. Tanges will benefit all income deciles
through the reduction of income burden, compareithéobaseline. Lower quintiles will gain
somewhat more, albeit the differences are not Bogmit across deciles. This confirms our
earlier findings, claiming that the future tax saea has no impact on overall inequality.
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Figure 6. Change of tax burden per income deciles in Estoklangary and Slovenia
(comparing alternative flat tax scenarios to thedlae)

Estonia
500 7
X
g
= 400 -
Q
@
el
8
- 300 -
<
©
Q
£
S 200
c
T
B
3
2 100 -
: I
: 1
$ o I | | [ | - -
©
=
o
-100
Bottom 2 3 4 5 6 7 8 9 Top
Income decile groups
B Flatl Flat2 ®Flat3
Hungary
300
x 250
o
=
© 200
b4
o
£ 150 -
o
g
S ]
g 100
o
Q
S 50
B
S
i 0 "
hes
3 -50
an
j=
2
o -100 -
Bottom 2 3 4 5 6 7 8 9 Top
Income decile groups
HFlatl Flat2 ™ Flat3
Slovenia
800 1
< 700
[
£ 600
[
g
o 500
°
£ 400 -
Q.
£
S 300 -
c
3
E 200
el
x
8 100
G
[}
® o —m —
5
-100
Bottom 2 3 4 5 6 7 8 9 Top

Income decile groups

M Flatl © Flat2 ™ Flat3

Source: Own calculation using EUROMOD version D25

Note: the decile groups are defined based on tkeliba equivalised disposable income, i.e. kephanged
also in the alternative scenarios (in order to stiemincome change for the same group of people)

For more details, see Tables A15-A17 in the Annex.
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The overall majority of Hungarian households wosidfer from the introduction of any of
the three flat tax systems examined here. The tagdn increases by over 100% for the
bottom half of the population in the “most radic&fatl scenario. The income loss remains
also substantial, over 50% for this group unéiet2 andFlat3. The main reason for this is
the taxation of pensions (pensioners are conceudtrbetween the second and the sixth
deciles), which are tax exempt in the baseline @atenThe increase of tax payments in the
second decile surpasses that of the bottom dehile,to the withdrawal of tax allowances
which affect the working poor the most (but not pgo®rest tenth, where many people are out
of work). The top tenth of the income distributigains under all scenarios, with a tax burden
decreasing by around 30-40%.

Most Slovenian households would be hit by an inrgeeaf tax burden under all three
scenarios, especialliflatl. The increase is enormous for the first decile, bgro700%
compared to the baseline scenario. This is duketalisappearance of all tax allowances. Tax
burden will be 150-200% higher undéat2 scenario for the bottom two deciles compared to
the baseline. Subsequent deciles would suffer githdiess, and only the two highest deciles
will benefit. Overall tax burden is 5% less comphte the baseline scenario. The social
impact of tax reform in Slovenia is mildest in tbase of theé-lat3 system. Although this
version will still increase tax burden for indivials in low income households, yet to a
considerably less extent than eitligatl or Flat2. In this “future Estonian” scenario, the
upper third of the income distribution would beh&rm the decrease of marginal tax.

6. Conclusions

Flat income tax schemes bring simplification in tag rates, but more importantly, in the
system of tax allowances and the calculation of tdee base. This might explain their
popularity in Eastern Europe, where this pursuitrahsparency in the tax system is hoped to
increase tax compliance and economic growth anslwthimately tax revenues.

The purpose of this paper is to illustrate the “déter effects” of the introduction of
alternative flat tax schemes in Estonia, Hungany Sfovenia in a comparable manner. The
analysis is based on EUROMOD, the European taxflbeam&rosimulation model, which
now includes these countries, enabling cross-cgurdmparisons. These reform scenarios
keep all other tax-benefit poliayles unchanged, but not necessary the value of thees ta
and benefits. For instance, in case of means-témadfits, provided only if the personal or
household net income is below a certain threshait{lements might change as the result of
the tax reform. With EUROMOD, we are able to taki iaccount such interactions between
taxes and benefits.

The three alternative proposals considered hawekytoccurred in the political discussions

in these countries and in case of Estonia, it lenlalready approved by the parliament to
take effect in a few years’ time. In this paper, @gtimate the distributional and fiscal effects
of these reforms, both for the country of origirdasther two if the corresponding proposal
was “imported”. These scenarios may be thoughtsofllastrations of the possibly many

alternative approaches.

The results suggest that the most radical scecarisidered here, with a flat tax rate of 20%
and no tax concessions (apart from exempting pessitom tax) would have a dramatic
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effect on inequality and poverty. For instance, @iri coefficient would increase from 0.27
to 0.32 in Hungary and from 0.27 to 0.30 in Slogerlso, most of the cost of the reform
would be borne by lower income groups, while tlexfhan” (the government budget) and the
richest fifth of the population appear to be théydseneficiaries. This scenario, which has
appeared in Hungarian politics, would increase pgheerty of children by 9% points and
poverty among the working age population by 7-8%hsaf implemented there, highlighting
the drawbacks of ad hoc policy ideas without thgihoimpact assessment.

A less radical proposal, originated in Sloveniathva 20% tax rate and certain allowances
(but without any special concession for pensiotif)i®s a negative impact on the majority
of the population in all three countries, albeita&aanuch smaller extent, although the total
budgetary impact is slightly negative. Implemematof the Slovenian own flat tax proposal
in Slovenia would result in rising inequality (frod27 to 0.30 in case of the Gini coefficient)
and increasing tax burden on the bottom eight deaf the population. At the same time, the
median level of effective marginal tax rates woddatline from 46% to 37%.

The reform taking effect in Estonia by 2011 willstdghe country 1.2% of the GDP while
being somewhat less for other two countries. Thaaich on households in all three countries
is rather varied, depending on the original taxesysof the specific country. In Estonia, the
inequality will increase, but the tax burden woulécline almost uniformly in all income
groups, compared to the tax system of 2005. In Hongthe middle of the income
distribution would lose the most, because of theehtax burden on pension incomes, while
the effect on the bottom decile would be more mbfla# still negative). The richest fifth of
the population would benefit from the uniform incentex rate of 18% (keeping social
security contributions unchanged), both in Hungamyd Slovenia, countries with a
progressive tax system.

In sum, in Hungary and Slovenia, the introductiérihe flat tax schemes as considered here
would result in a substantial increase of the taxden for the bottom deciles as well as
increase in inequality and poverty. The impactmaquality and poverty is relative modest in
Estonia which already has a functioning flat taxstegn and a relatively high level of
inequality. However, these flat tax schemes wodduce (the median level of) effective
marginal tax rates by 4-9% points which might resulincreasing tax compliance or labour
market participation.

Overall, the analysis on these three countries shthat the specific design of flat tax
schemes largely determines their impact on fiseaémues and income distribution. Radical
and simple solutions, such as introducing a single and abolishing all benefits appear to
have detrimental effects on lower income groups &bmbination of a flat rate with a basic
allowance and some other benefits seems to offieora viable strategy. Note, however, that
this also implies a certain degree of progressiintghe system. These solutions thus may
ultimately not differ fundamentally from the simiptation of the tax systems as they are. The
charm of “flat tax” may ultimately lie in its simiplty and transparency, but not necessary in
its feature of having a single rate.
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Annex

Table Al Personal income tax parameters for 200Bstonia, Hungary and Slovenia, as

simulated in EUROMOD

Estonia Hungary Slovenia
Tax schedule
number of tax brackets 1 2 5
marginal tax rates (%)| 24 18/38 16/33/38/42/50
type comprehensive schedular (capital and partlycomprehensive
(applied on all sourcesself-employment income are
of incomes) taxed separately)
Tax allowances and
credits
general allowance of 1,303tax credit on wages/salarieaallowance of 2,355 EUH
EUR (20,400 EEK) with the maximum amount (564,400 SIT) per year
per year of 438 EUR (108,000 HUF
per year
child related yearly allowance oftax credit of 146 EUR (per | yearly allowance of 1,98

1,303 EUR (20,40(
EEK) per  child,
starting from the third

year) if 1 child, 195 EUR pe
child if 2 children, 487 EUR
per child if 3+ children

rEUR for the first child,
2,154 for the second, 2,87
for the third and increasin
further 718 EUR for eac
additional child (e.g. 3,59
EUR for the 4th, 4,309 EUH
for the 5th etc)

old age/pensions yearly allowance of

pensions not taxed

yearly allowance of 1,1

related 2,300 EUR (36,00¢ EUR and a tax credit equ
EEK), applied to to 14.5% of individual
pension incomes pensions
invalidity related none tax credit of 97 EUR peyearly allowance of 14,36
year in case of serioysEUR
disability
other none not simulated yearly allowance for s
employed journalists an
culture professionals (up t
15% of income or 2,44
EUR per year);
yearly allowance of 5,00
EUR on student work (ng
simulated)
Deductible expenses
compulsory social yes no yes

D

insurance contribution

voluntary pension up to 15% of taxable

» not simulated

up to 5.844% of gross wag

insurance income or 2,293 EUR per year
other housing loan interestnot simulated other selected expenses
payments, education to 2% of intermediary ta
and training expenses base)
(altogether up to 50%
of taxable income of
3,196 EUR per year)
Standar dised costs none none 10% of contractual wo
(including student work) an
royalties, 40% of rents, 359
of dividends
Unit of assessment individual or married| individual individual
couples (optional)
Tax base Earnings, self{ Earnings, (part of) self- Earnings, self-employmen
employment income| employment income, income, royalties, interest
royalties, rent,| property income, dividends, rent, imputed r

LA

AOT T

|49

—

| =

(=)

=3

14

from

pensions, contributor

contributory benefits

land,

g

pensions|,

—
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benefits
(unemployment,

maternity, sickness) -
after deducting

employee and
employed SICs

selft

(unemployment, maternity,
sickness, child care)

contributory benefitg
(unemployment, maternity
child care) —after deducting
employee and self-employ
SICs

01%
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Estonia

Table A2 Poverty rates under the alternative scersansing alternative thresholds (40, 50,
60, 70% of the baseline median), 2005

percentage of individuals below: EE 2005 Flatl ZFlaFlat3

40% of median equivalent income 5.7 6.7 6.0 5.7
Males 5.7 6.9 6.0 5.6
Females 5.8 6.5 6.1 5.7
50% of median equivalent income 10.6 123 111 103
Males 109 125 112 105
Females 104 122 111 10.1
60% of median equivalent income 17.7 199 19.2 17.0
Males 169 192 17.7 16.2
Females 18.3 205 205 17.8
70% of median equivalent income 252 285 26.0 242
Males 23.1 265 235 221
Females 27.0 30.1 281 259

Notes: Computed for individuals according to thequsehold disposable income (HDI) equivalised by th
modified OECD equivalence scale. HDI are calcula#ésdthe sum of all income sources of all household
members net of income tax and social insuranceribotibns. Poverty thresholds are kept constanthat
baseline levels (see Table Al14).

Source: Own calculation using EUROMOD version D25

Table A3 Poverty rates under the alternative scersaby age and gender groups, 2005

EE 2005 Flatl Flat2 Flat3

Population 17.7 199 19.2 17.0
0-15 179 207 174 17.1
16-29 156 183 15.6 1438
30-44 18.0 20.8 18.1 16.7
45-64 184 20.8 194 18.0
65- 18.7 19.0 26.5 18.7
Men 169 19.2 17.7 16.2
Women 18.3 205 205 17.8

Notes: Poverty threshold: 60% of the baseline nreflia. constant across scenarios)
Source: Own calculation using EUROMOD version D25

Table A4 Percentage of winners and losers in comparto baseline scenario

percentage of Flatl Flat2 Flat3
|nd|y|duals by winners loserg winners losers winners losers
deciles

1 0.0 47.2 14§ 33.6 18.3 8.8
2 0.0 525 26.8 60.0 34.5 7.0
3 0.0 61.9 43.2 49.6 47.7 5.8
4 0.1 709 48.2 475 59.2 6.2
5 00 777 54.9 42.4 64.5 6.3
6 0.2 952 69.5 30.5 83.8 6.8
7 0.8 98.1 723 275 90.9 6.4
8 3.7 96.0 77.2 228 96.9 2.8
9 114 87.9 76.5 23.4 98.4 0.9
10 477 52.3 84.§ 15.p 99.9 0.0
Total 6.4 74.0 56.8 35.8 69.4 5.1

Notes: Winners are individuals with higher equisad standard disposable income comparing to baselin
scenario; losers are individuals with lower eqused standard disposable income comparing to lmesel

scenario. Deciles refer to baseline scenario.
Source: Own calculation using EUROMOD version D25
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Hungary

Table A5 Poverty rates under the alternative scersansing alternative thresholds (40, 50,
60, 70% of the baseline median), 2005

percentage of individuals below: HU 2005 Flatl FlatFlat3
40% of median equivalent income 4.1 6.0 3.9 4.4
males 4.6 6.8 4.4 4.9
females 3.7 5.3 3.6 3.9
50% of median equivalent income 8.4 120 8.7 9.2
males 9.1 13.0 9.5 9.9
females 7.7 11.0 8.0 8.5
60% of median equivalent income 149 20.8 16.1 16.9
males 155 216 165 174
females 143 201 158 164
70% of median equivalent income 225 30.0 252 256
males 23.0 308 253 259
females 221 294 251 253

Notes: Computed for individuals according to thetrusehold disposable income (HDI) equivalised by th
modified OECD equivalence scale. HDI are calcula#ésdthe sum of all income sources of all household
members net of income tax and social insuranceriboitions. Poverty thresholds are kept constanthat
baseline levels (see Table Al14).

Source: Own calculation using EUROMOD version D25

Table A6 Poverty rates (60% of the baseline medigrgge and gender groups, 2005

HU 2005 Flatl Flat2 Flat3

Population 149 20.8 16.1 16.9

0-15 204 293 209 242
16-29 170 245 182 193
30-44 17.3 251 182 20.1
45-64 135 183 149 146
65- 5.6 6.1 7.8 5.7
Men 155 216 165 174
Women 143 20.1 158 16.4

Notes: Poverty threshold: 60% of the baseline nreflia. constant across scenarios)
Source: Own calculation using EUROMOD version D25

Table A7 Percentage of winners and losers in comparto baseline scenario

percentage of Flatl Flat2 Flat3
|nd|y|duals by winners loserg winners losers winners losers
deciles

1 20 807 205 285 16.7 439
2 24 83.2 148 61.6 154 63.2
3 46 79.8 16.9 734 146 66.4
4 46 721 184 775 15.0 595
5 47 723 164 82.1 15,7 604
6 5.7 69.6 219 777 19.8 55.6
7 10.7 70.2 221 7756 222 66.4
8 143 70.0 316 68.3 33.1 619
9 33.8 55.0 474 526 51.4 48.1
10 70.2 25.0 73.9 26.0 80.1 19.8
Total 15.3 67.8 28.4 626 28.4 545

Notes: Winners are individuals with higher equisadl standard disposable income comparing to baselin
scenario; losers are individuals with lower eqused standard disposable income comparing to lmesel
scenario. Deciles refer to baseline scenario.

Source: Own calculation using EUROMOD version D25
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Slovenia

Table A8 Poverty rates under the alternative scerzansing alternative thresholds (40, 50,
60, 70% of the baseline median), 2005

percentage of individuals below:  SI12005 Flatl Flat-lat3
40% of median equivalent income 3.5 4.1 3.7 3.6
males 3.6 4.2 3.8 3.7
females 3.5 4.0 3.7 3.5
50% of median equivalent income 8.7 11.0 9.5 9.1
males 8.8 11.0 9.5 9.1
females 8.7 11.1 9.6 9.1
60% of median equivalent income 159 20.1 169 16.8
males 151 194 159 16.0
females 16.7 20.7 17.8 175
70% of median equivalent income 23.4 28.6 249 246
males 223 273 236 234
females 245 29.7 26.2 25.8

Notes: Computed for individuals according to thetrusehold disposable income (HDI) equivalised by th
modified OECD equivalence scale. HDI are calculadésdthe sum of all income sources of all household
members net of income tax and social insuranceriboitions. Poverty thresholds are kept constanthat
baseline levels (see Table Al14).

Source: Own calculation using EUROMOD version D25

Table A9 Poverty rates under the alternative scersaoy age and gender groups, 2005

S12005 Flatl Flat2 Flat3

Population 159 201 169 16.8

0-15 143 204 142 157
16-29 148 201 154 159
30-44 140 188 142 149
45-64 142 174 153 149
65- 253 265 286 253
Men 151 194 159 16.0
Women 16.7 20.7 178 175

Notes: Poverty threshold: 60% of the baseline nreflia. constant across scenarios)
Source: Own calculation using EUROMOD version D25

Table A10 Percentage of winners and losers in corspa to baseline scenario

percentage of Flatl Flat2 Flat3
|nd|\_/|duals by winners loserg winners losefs winners losers
deciles

1 3.8 353 8.0 26.3 48 227
2 1.0 715 151 67.1 55 59.6
3 0.5 838 19.8 735 46 733
4 0.8 86.6 20.6 78.4 95 749
5 1.2 877 157 84.38 104 77.6
6 09 90.7 295 705 181 76.5
7 3.3 907 389 61.1 28.7 68.9
8 10.2 85.9 50.6 49.4 485 51.0
9 30.3 68.5 63.0 37.0 772 224
10 87.8 12.2 85.8 14p 93.0 7.0
Total 140 71.3 347 56.p 30.0 534

Notes: Winners are individuals with higher equisadl standard disposable income comparing to baselin
scenario; losers are individuals with lower eqused standard disposable income comparing to lnesel
scenario. Deciles refer to baseline scenario.

Source: Own calculation using EUROMOD version D25
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Table A1l Income inequality in Estonia under vasigolicy scenarios

EE 2005 Flatl Flat2 Flat3
Gini Coefficient 0.323 0.334 0.332 0.332
Income quintile share ratio 5.21 5.45 5.49 5.45
(S80/S20)
Averageequivalised income
per decile per individual
(EUR PPP), monthly
1 165 158 164 166
2 254 242 249 257
3 314 298 310 321
4 367 348 364 376
5 420 400 418 432
6 485 462 490 504
7 565 540 572 589
8 668 644 680 699
9 822 803 839 863
10 1,364 1,368 1,404 1,444
Mean income (equivalised) 542 526 549 565
Mean income (unequivalised) 365 355 368 379
Median income (equivalised) 450 430 453 467
Median income (unequivalised) 279 270 262 279

Notes: Computed for individuals according to theusehold disposable income (HDI) equivalised ley th
modified OECD equivalence scale. HDI are calcul@gdhe sum of all income sources of all household
members net of income tax and social insuranceaiboitions.
Source: Own calculation using EUROMOD version D25

Table A12 Income inequality in Hungary under vasiq@olicy scenarios

HU 2005 Flatl Flat2 Flat3
Gini Coefficient 0.274 0.316 0.302 0.309
Income quintile ratio (S80/S20) 4.03 4.85 4.46 4.65
Averageequivalised income
per decile per individual
(EUR PPP), monthly
1 203 183 203 200
2 299 269 293 290
3 361 324 351 348
4 413 377 397 400
5 469 427 446 453
6 524 483 499 512
7 584 543 562 576
8 665 627 648 664
9 781 771 788 812
10 1,242 1,377 1,393 1,435
Mean income (equivalised) 554 538 558 569
Mean income (unequivalised) 376 367 377 386
Median income (equivalised) 496 451 469 481
Median income (unequivalised) 350 313 322 332

Notes: see Table A11.
Source: Own calculation using EUROMOD version D25
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Table A13 Income inequality in Slovenia under vasipolicy scenarios

S12005 Flatl Flat2 Flat3
Gini Coefficient 0.270 0.300 0.292 0.296
Income quintile ratio (S80/S20) 3.99 4.46 4.36 4.41
Averageequivalised income
per decile per individual
(EUR PPP), monthly
1 390 379 386 387
2 542 503 530 532
3 667 610 651 648
4 776 709 756 754
5 872 806 844 851
6 973 903 950 955
7 1,090 1,023 1,067 1,079
8 1,229 1,175 1,214 1,233
9 1,456 1,437 1,470 1,497
10 2,272 2,470 2,504 2,553
Mean income (equivalised) 1,026 1,001 1,037 1,049
Mean income (unequivalised) 660 646 664 675
Median income (equivalised) 922 854 890 900
Median income (unequivalised) 602 562 572 598

Notes: see Table A1l
Source: Own calculation using EUROMOD version D25

Table A14 Constant poverty lines, in EUR PPP (mlghth

% of median

. EE HU Sl
Income

40% 180 198 369
50% 225 248 461
60% 270 298 553
70% 315 347 645
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Table A15 Estonia: Fiscal cost and change of ttaalburden 2005

EE 2005 Flatl Flat2 Flat3
1000 Ratio 1000 Ratio 1000 Ratio 1000 Ratio
EUR PPP EUR EUR EUR
PPP PPP PPP
Surplus/deficit -53,522 -39,735 -| -57,616 -72,896
for the budget
(monthly)
Compared to the 13,787 -4,094 -19,374
baseline
Total monthly
income tax
burden by income
decile
1 212 - 1,158 5.4¢ 368 1.73 151 0.71
2 682 - 1,741 2.55 1,343 1.97 387 0.57
3 1536 - 2,895 1.88 2,217 1.44 984 0.64
4 2412 - 3,986 1.6% 2,892 1.20 1,647 0.68
5 3216 - 4,828 1.50 3,584 1.11 2,190 0.68
6 5 465 - 7,542 1.38 5,267 0.96 3,941 0.72
7 7 187 - 9,319 1.30 6,669 0.93 5,222 0.73
8 10 289 -l 12,387 1.20 9,318 0.91 7,637 0.74
9 13820 -| 15,482 1.1 12,493 0.90 10,339 0.75
10 28 478 - 28,069 0.9 25,113 0.88 21,436 0.75
All taxes 73299 87 409 1.9 69,264 0/94 53,934 0.74
Source: Own calculation using EUROMOD version D25
Table A16 Hungary: Fiscal cost and change of ttaalburden 2005
HU 2005 Flatl Flat2 Flat3
1000 Ratio 1000 Ratio 1000 Ratio 1000 Ratio
EUR PPP EUR PPP EUR PPP EUR PPP
Surplus/deficit for  -869,976 -778,242 -878,157 -976,173
the budget
(monthly)
Compared to the 91,734 -8,181 -106,197
baseline
Total monthly
income tax burden
by income decile
1 7,345 21,831 2.97 6,959 0.95 8,770 1.19
2 8,924 31,728 3.56 13,973 1.57 16,687 1.87
3 15,438 40,546 2.63 23,215 1.50 23,908 1.55
4 14,822 37,770 2.55 27,501 1.86 22,868 1.54
5 19,281 46,120 2.39 36,711 1.90 28,660 1.49
6 26,448 52,550 1.99 45,770 1.73 34,116 1.29
7 38,969 65,322 1.68 56,618 1.45 44,005 1.13
8 59,156 82,012 1.39 72,449 1.22 58,632 0.99
9 104,731 110,788 1.06 103,209 0.99 84,754 0.81
10 328,322 237,103 0.72 229,250 0/70 199,225 0.61
All taxes 623,435 725,771 1.16 615,656 0.99 &4, 0.84

Source: Own calculation using EUROMOD version D25

25



Table A17 Slovenia: Fiscal cost and change of tatalburden 2005

SI 2005 Flatl Flat2 Flat3
1000 EUR Ratig 1000 EUR Ratio 1000 EUR Ratio 1BOR Ratio

Deficit/surplus for  -263,460 -235,798 -272,636 -293,438

the budget

(monthly)

Compared to the 27,661 -9,177 -29,979

baseline

Total tax burden

by income decile

1 364 - 3,127 8.58 1,125 3.09 764 2.10
2 1,412 - 6,560 4.65 3,568 2.53 2,691 191
3 2,948 - 9,960 3.38 5,539 1.88 5,187 1.76
4 4,909 - 12,759 2.60 7,881 1.61 7,466 1.52
5 6,698 - 14,546 2.1y 10,819 1.62 9,058 1.35
6 10,358 - 18,688 1.80 13,773 1.83 12,460 1.20
7 14,184 - 22,149 1.56 17,417 1.23 15,300 1.08
8 19,530 - 25,928 1.38 21,844 1.12 18,991 0.97
9 31,445 - 33,485 1.06 30,143 0.96 26,185 0.83
10 92,978 - 67,221 0.72 63,862 0.69 57,050 0.61
All taxes 184,827 214,422 1.16 175,971 0.95 155, 0.84

Source: Own calculation using EUROMOD version D25
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