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Introduction

Developed countries are faced with a low and dedirbirth rate.
This effect is determined by various factors, ohelnich being also costs
(financial, time-related, opportunity, etc.) assted with caring for
children. Therefore, governments usually try to fiseal instruments to
support the families with children. However, aceogdto a number of
authors — see e.g. Carone — Salomaki (2004), Skavé Zizlavsky
(2003) — fiscal instruments also affect the worlotfand labour demand.
These effects are even more serious in the cusrardtion, when due to
the economic turmoil in developed countries thenaes to an increase in
unemployment.

Problems associated with (de)stimulative effectdagks, insurance
premia and benefits arise also due to the fact bleabuse of various
reasons, these instruments are not effectively dioated and often
operate in opposite directions (Carone — Salom2®®4). It is also not
immediately clear whether interaction of the taxsurance and benefit
systems affect differently the short-term and thengkterm
unemployment. This question is important also bseaun many
European countries there currently rapidly increasiee long-term
unemployment. Taxation of the labour force have ainhg through the
employment — impacts also on the economic growites@dtt, 2004),
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which fact is in the context of the long-term slamah in the growth of
EU economies important.

The article aims to analyse changes in fiscal umsénts of a support
of the families with children in developed coundriever the past decade
and to focus on the development of selected taeflieindicators that
describe the fundamental characteristics of thattamx of the families
with children. Tax and insurance systems have mdiffe distribution as
well as (de)stimulative effects within individualountries and for
different households. Given that the universal,ifatype social benefits
often take the form of negative taxes, it is appedp for the analysis of
these impacts to take into account also such tf/fenaly benefits.

The article is divided into three main parts. Aftiee introduction and
elementary overview of the theory and researchhia field (in this
section is also included a brief discussion on #dvantages and
disadvantages of various fiscal instruments of gpett of the families
with children) follows a section devoted to theatgdion and analysis of
the evolution of tax—benefit systems in developedntries. The next
section focuses on a more detailed overview of glsnin taxes,
insurance premia and benefits in selected countvieke the attention is
focused on reforms aimed at the low-income famik@gh multiple
children. Finally, the paper is closed by a conolus

Theory and Literature Overview

The theory in a neoclassical microeconomic conasptimes that the
labour demand and labour supply are affected bgstaand benefits in
different ways. As shown by Kubatova (2010), taxeposed on the
labour supply (personal income tax and insurancem@ paid by
employees, indirectly obviously any taxes shifted a labour-offering
employee) shift under the base case the supplyedorthe left and thus
reduce the work effort. Taxes imposed on the labdemand (in
particular insurance premia paid by employers, ristezally also other
taxes) will also lead to the shift of the curvethe left and reduce the
demanded volume of labour.

Benefit systems may have different impacts on #ur supply — it
depends whether the benefits are tied to the wibokteLump sum (flat)
benefits that are paid universally may lead in arrcircumstances to
inactivity (an inactivity trap in the case of undoyment benefits or
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subsistence minima), in other cases they may nwé & significant
impact on the work effort (family allowances) — séeshoda (2004).
Benefits linked to the work effort should not adsady affect the labour
supply. By their linkage to the work effort, howeyvéhey largely lose
their redistributive function.

In addition to stimulation towards a specific bebav and
redistribution purposes, specific tax allowancesl Wwkely stimulate
average taxpayers to rather work — not only becdhbsg reduce the
effective rate of taxation (average tax rates), thet option of their use
presumes an economic activity.

Intensity of the response of a supply and demanthéochange in
taxes or transfers obviously depends on the eilgst¢ a supply and
demand — the higher the elasticity, the more seas#ire employees or
employers to the introduced changes and the strasigigeir response.

Macroeconomic testing of the impact of taxes andebts on
employment using econometric models is based pilynan the impact
of tax wedges and effective average tax rates erjuh)employment. An
overview of these studies may be found e.g. in OEZID6) and a link to
the ongoing economic recession in OECD (2009).

Governments in developed countries use differestruments to
support the families with children (with respect ttee change in the
structure of fiscal policy, most recently see Atesi- Ardagna, 2010).
These instruments, reflected in calculations ofows micro and macro
indicators, are according to the type of a giveadl instrument possible
to divide into:

= allowances or tax credits for dependent partnechibdren,

- including: differentiated allowances or credits eeging on
the number of children,

= different rates or bracket limits for various fayniypes,

- including: reduction in premia rates depending loe tumber
of children,
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= gplitting of tax bases according to the number ofidehold
members (splitting, joint taxation),

= possibility of specific tax allowances aimed atldign or a care
for them (towards study, child care, etc.),

= universal or mean tested family benefits,

= progressive family benefits depending on the nunobehildren.

The main advantage of the most common, globallyvigeal
instruments — allowances, credits, or even benefitsis their
administrative simplicity and a positive impact alh the families with
children. As the main disadvantage may be considirar global impact
— provided these instruments do not focus only omw-ihcome
households, they are fiscally costly awdteris paribusdue to the
budgetary reasons do not allow providing a stramgpsrt for the truly
needy low-income families with multiple childrenesting of a family
income for the payment of family benefits can tfene be useful not
only as an instrument of budgetary savings, buteasfly for a
redistribution and better targeting of public res@s on the most needed
families — i.e. the families with more than twoldnen that are the most
frequently affected by a low standard of living.

Some countries (Netherlands, Italy) used also pszively rising
allowances or credits for children, depending o iamber of children.
This instrument is useful for pursuing several otes. First, it supports
earning families, i.e. reduces the possibility ofal into the inactivity
trap. Secondly, it is relatively low demanding twe tbudget resources as
it focuses only on the third and further childré@rirdly, due to the
relatively low number of involved individuals (ctiien) it has a potential
to become a very strong instrument.

Another, in the praxis of developed countries reddy often
implemented instrument, is a joint taxation of faesi (or the so-called
splitting). This instrument makes sense only ineys with progressive
rates — i.e. it cannot be applied for example @ @zech Republic. This
instrument is problematic for two reasons: firstisirelatively complex,
both for a tax administration and taxpayers, amosaly, it is usually not
limited only to low-income households and thusribypdes the highest
effective support mainly to the families with anoab-average earning
male partner and a non-earning female partner., However, does not
correspond with the main objectives of these ims&nts — i.e. to support
the low-income families with children.
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A highly widespread instrument is a use of speafiowances related
to a child care. These include in particular alloees for a home care
(own or with babysitters), child education, healthre for family
members, etc. These instruments may be via capshendeducted
volumes targeted on the lower- and middle-incomeugs while
stimulating the “desirable” behaviour with far loweosts than direct
transfer payments. However, it is not technicalbsgble, respectively
usual, for such reliefs to be used only by low-meohouseholds — and
therefore they simultaneously support also moré-oféfamilies.

Progressively increasing tested or untested farbiyefits have
similar advantages as progressively increasindbtese allowances or tax
credits. However, their primary disadvantage whempgared to fiscal
instruments is the failure to directly stimulatewzds an economic
activity.

The rest of the introduced instruments (differaetiarates or brackets
for the families with children, insurance premidiefs via allowances or
credits) are in the praxis rather marginal. Intexfee with structural
elements of insurance is in continental Europeyrifk two reasons.
First, they may very significantly affect the butigevenues, since
insurance gradually becomes a source of tax reegerl@t is more
important than personal income taxes. Secondlyramce premia are in
most cases designed on a much simpler basis thiaana¢ income taxes
and provided the governments seek to oversee urimatgn tax
systems, one of the possibilities is not to inceghe complexity of social
security contributions.

There are two research approaches towards the aésareinteraction
of tax and benefit systems and their links to tekadviour of households.
One focuses on the distribution aspects — i.e.tiax¥gupport of the
families with children and the impact of tax anchéit systems on the
poverty or wealth of the families with children \dsvis other families.
The second, more extensive course focuses on armglifse impact of
taxes and benefits on the economic activity andlfaoehaviour.

With respect to the issue of the microeconomic &ment of a family
behaviour, generally available is a fresh overviewouzek (2010) while
the corresponding macroeconomic treatment is gimelnouzek (2005).
The latest analysis of the distribution of inconu@sort is for the United
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States given by Moffitt and Scholz (2010). Analysisthe impact of
marriage and family-oriented government measurgseimented over the
past decades was carried by Arltova and Langham{@989). Tvrda
(2008) deals with the overall view on institutiorspects of the labour
market and summarises selected studies on the afsladour taxation
and unemployment benefits. §&nik (2007) focused on the overall
analysis of the Czech labour market. Pavel, Vitekle(2010) focused,
among other things, on evaluation of the relatigngletween the size of
family-type benefits and the poverty rate of howdeés with children in
the EU countries and demonstrated a relatively lkemyinelation between
the volume of benefits and poverty. Schneider aglthdk (2005 and
2001) analysed distributive impacts of the Czeatiadsecurity and tax
system in 2000s.

In general, the economic theory postulates and mrapitesting
usually confirms the negative relationship betwetxation and
willingness to work or to hire labour; this destiiadive effect is expected
also for benefits that are not tied to an econoaciivity — Alesina and
Perotti (1997), Daveri and Tabellini (2000), Nidk@003), Behar (2009).
Fialova and Myslikova (2009) discuss the impacsafial benefits in the
Czech Republic and other European countries onldheur market
participation. Dolenc and LaporSek (2010) analys#fécts of the tax
wedges on the labour and employment growth in theo@ean Union.
Pavel and Vitek (2007) analysed marginal effectaserates (METR) of
employees in the Czech Republic and Slovakia duthmeg transition
period and showed that the labour markets in botintties were hit by
destimulative METR values, although Slovakia cakrnieforms that limit
the extreme METR values sooner than the Czech Hepuihe same
authors also showed (Vitek and Pavel, 2007) tretdtstribution of high
METR values is clearly skewed towards single mahath children and
that the overall number of such affected househ@dges up to 3-5% of
the total number of families in the Czech Republsing the correlation
coefficient, OECD (2006) highlights as the most arpnt factor
affecting employment the tax wedge (its coefficientover 0.6, other
factors, except for expenditures on the active egmpent policy, record
significantly lower values). Galagk and Pavel (2005) dealt with the
incidence of unemployment and inactivity traps e {Czech Republic
and proved that the values of monitored indicatlrsiot represent for the
overall supply side of the Czech labour market gawgicular problem.
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The issue of recycling the tax revenues from newmyoduced
environmental taxes towards reduction of socialugic contributions
was dealt with by Pavel and Vitek (2008), in thedaler context of the
modelling of impacts in turn by Chewpreecha et @009). These
analyses showed that due to the low revenue frorra@mmental taxes is
the “double dividend concept” in the case of thee®@e Republic and
Slovakia rather hypothetical and the recycling wilbt have any
significant impacts on the employment and work #ff@o strengthen
these effects, it would be necessary to boost #wenues from
environmental taxes and further reduce the premia.

As stated by Dolenc and LaporSek (2010), althouwgh negative
effect of taxes on the employment is usually condéid, intensity of this
effect depends upon other factors, such as minimamages,
unemployment benefits, tax incidence share betwemployers and
employees, skill level of the labour force, real gearigidity and
prevailing structure of wage bargaining, and othmarket policies and
institutions.

Tax and Benefit Stimuli of the Families with Children

Using tax and insurance systems, the families withdren are in
developed countries usually treated preferentidyilding e.g. on the
statistics and methodology of the OECD, we may uaeus indicators
measuring tax and benefit systems in terms of ttiéierent impact on
family types. In accordance with the establishedhodology, families
may be divided into types, e.g. into individualgheut children and with
an average income 1(AW)-0-0, individuals with twoldren 1(AW)-0-2,
childless couples with one earning partner L(AW®O0, or couples with
children when e.g. the first partner earns theayeincome level and the
other partner’s income is e.g. at 66% AW 1(AW)-P@e2.

For purposes of an international comparison, amzasic indicators
may be used ‘all-in’ tax rates (OECD 2011 and 20The ‘all-in’ tax
rate is calculated as a combined central and sotvategovernment
income tax plus employee social security contriimgi as a percentage of
the gross wage earnings. The calculation takesaictount basic/standard
income tax allowances and tax credits.
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Tab. 1:‘All-in’ average personal income (PIT) and social scurity
contributions (SSC) rates at average wage (AWoy family
type, 2010, in %

. One-earner
Single )
Married couple
Country . two . two 1-44/1
no child children | "° child children
1 2 3 4 5 6
Finland 29.1 29.1 29.1 29.1] 0.0 1.0
Hungary 31.2 31.2 31.2 31.2| 0.0] 1.0
Sweden 24.7 24.7 24.7 24.7) 0.0| 1.0
Greece 18.8 17.2 20.0 18.8| 0.0/ 1.0
United Kingdom 25.5 24.0 25.5 240 16| 1.1
Austria 33.1 30.8 32.1 30.8| 22| 11
Norway 28.7 26.2 26.2 26.2| 26| 1.1
Denmark 38.6 38.6 34.4 344/ 43| 11
Netherlands 31.9 22.3 28.1 28.1| 38| 1.1
France 27.8 22.5 23.9 219 59| 13
Italy 29.8 25.1 27.3 229 6.9 1.3
Slovenia 33.1 27.0 29.4 2471 83| 1.3
Poland 24.6 17.8 23.1 178/ 6.7] 1.4
Belgium 42.1 38.4 32.9 30.3] 11.7| 1.4
Switzerland 16.0 11.2 12.7 10.7| 5.3| 1.5
Spain 21.6 15.3 17.8 140 7.6/ 15
Portugal 22.9 20.1 17.1 149 8.0/ 15
Luxembourg 26.4 221 16.5 16,5 99| 1.6
Estonia 19.4 15.6 15.6 119 7.6/ 1.6
Ireland 21.8 15.5 15.5 13.2| 8.6/ 1.7
Germany 39.2 26.8 31.0 19.6| 19.6| 2.0
Slovak Republic 21.5 16.2 13.4 8.2| 13.3] 2.6
Czech Republic 22.5 14.4 13.9 5.8| 16.7| 3.9

Source: own calculations, data from OECD (2011a).

In a situation when the head of the household eamsaverage
income, only three countries in Europe (Finland,e8&n, Hungary) do
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not prefer through the tax and insurance systenfiatindies with children

(there is no difference between ‘all-in’ tax rafes a single and 1-1(0)-2
family) . On the other hand, intensity of the suppoeasured this way is
the highest in the Czech Republic, Slovakia andn@ery, where the
taxation of singles is 2—4 times higher than theatian of the families

with children.

A more complex view that includes both taxes/insaeapremia and
the benefits provides the following table. ‘All-ifess cash transfers
according to OECD (2011 and 2011a) include the ¢oetbcentral and
sub-central government income tax plus employeeiakogecurity
contributions, less family benefits (in respectdependent children) paid
by the general government as universal cash tnamsie a percentage of
the gross wage earnings. The ‘all-in less cashsteasi results include
cash transfers paid normally in respect of dependbitddren between
five and twelve years of age who attend school.

Tab. 2: ‘All-in” average personal income and social secunt
contributions rates at AW less cash transfers on gendent
children by family type, 2010, in %

) One-earner
Single .
Married couple
1-2/3-4
Country hild two hild two
ho chi children ho chi children
1 2 3 4 5 6
Greece 18.8 17.2 20.0 18.8/ 1.6| 1.2
Spain 21.6 15.3 17.8 14.0, 6.3] 3.8
Netherlands 31.9 18.1 28.1 23.8| 13.9] 4.3
Norway 28.7 18.5 26.2 21.0| 10.2| 5.1
Poland 24.6 17.8 23.1 17.8| 6.7] 5.3
France 27.8 18.1 23.9 17.5| 9.7] 6.3
United
Kingdom 25.5 19.0 25.5 19.0| 6.5| 6.5
Finland 29.1 19.6 29.1 225/ 9.5 6.6
Denmark 38.6 21.2 33.7 27.1] 17.5/ 6.6
Sweden 24.7 17.3 24.7 17.3| 74| 7.4
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: One-earner
Single .
Married couple
Country | wo T wo TR
no child children no child children
1 2 3 4 5 6
Portugal 22.9 13.7 17.1 95 93] 75
Estonia 19.4 6.0 15.6 7.1/ 13.4/ 8.6
Switzerland 16.0 3.3 12.7 2.8/ 12.7| 9.9
Italy 29.8 19.3 27.3 17.1} 10.5| 10.2
Slovak Republic 215 10.5 13.4 2.4| 11.0] 11.0
Belgium 42.1 29.7 32.9 21.6| 12.4| 11.3
Germany 39.2 26.8 31.0 19.6| 12.4| 11.4
Ireland 21.8 6.4 155 41| 15.4| 11.4
Hungary 31.2 16.7 31.2 18.1| 14.5] 13.1
Austria 33.1 17.9 32.1 17.9| 15.1| 14.2
Luxembourg 26.4 6.6 16.5 1.0| 19.8| 15.5
Czech Republic 22.5 4.9 13.9 -5.5| 17.6| 19.4
Slovenia 33.1 17.0 29.4 9.9| 16.1] 194

Source: own calculations, data from OECD (2011a).

All European countries favour the families withldnen through tax—
benefit instruments (whether in single parent anplete families). As for
single parents with vs. without children, in Luxewnbg, the Czech
Republic and Switzerland is the preferential treattmof children very
strong — taxation of individuals without childresin these countries 4-5
times higher. When comparing families with a nomewy partner and
two children/without children, the strongest supp& provided in
Switzerland, Slovakia, Luxembourg and the CzechuRkp — in these
countries is the taxation of couples 1-1(0) afteduttion of transfers
associated with children always multiple times leigthan the taxation
minus benefits of identical couples with children.

Developed countries in Europe implemented overphst 10 years
(between 2000-2010) changes in the taxation thatllysled to a
reduction in the ‘all-in’ average rate (accordirgthe family type, the
average reduction for the monitored countries 2.3 percentage
points, in the following chart shown only for a fdyrwith two children
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and no earning partner 1-0-2 where all OECD coestrecorded on
average a decline of 2.3 percentage points). Asxmsaurces of this
decline may be labelled in particular:

= reduction in personal income tax rates,

= in some cases introduction of non-wastable taxits€d.g. in the
Czech Repubilic),

» indexation of tax allowances or tax credits, pattdy for the
families with children.

In a rather opposite direction behaved the so@alisty insurance
which rates have in recent years rather increasddrdo play also enters
the fact that for the monitored income level do apply ceilings on
insurance premia payments. Due to the construaiioa tax base for
social security contributions it is not event pbbsito assume a positive
impact of changes in allowances or credits (thdements are in the
domain of insurance exceptional). Overall, the-iallaverage rate has
decreased over the past ten years in 21 OECD cesynitn 12 countries it
has increased and in one country it has remainedamgyed.

Countries which have recorded a strong declindendll-in’ average
rate (the Czech Republic, Israel), or contrariwite growth (Japan,
Mexico) nevertheless frequently carried active maf® in family benefits
(in respect of dependent children). For example,Gaech Republic has
in the period 2000-2010 significantly reduced teratof the families
with one earning person and two children, and dmmealously it has in
2000-2008 increased benefits to these familieseNeeless, in the years
2008-2010 there already becomes evident the reftightening) of
benefit systems that results in tightening of theasion of the families
with children (the ‘all-in’ rate less transfers eased for the past two
years by more than one percentage point).
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Fig. 1:*All-in’ average personal income and sociasecurity
contributions rates at AW less cash transfers on geendent children
by family type (changes between 2010, 2008 and 2000
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Source: OECD (2011a) and own calculations.

Among countries that over the past decade perforthedlargest
changes of the tax and benefit systems towardsupport of the families
with children are Netherlands, Iceland, Denmark ahe United
Kingdom. On the contrary, the strongest negativeangkes were
introduced in Australia, Estonia and Ireland. Thee¢h Republic has
generally in all performed comparisons one of tlghést assistances to
the families with children via tax and benefit gyss.

During the years of a slowdown in the economic dhownd a
recession (2008-2010) were introduced various amng the tax and
benefit systems. Some countries have significaimtyeased taxation,
respectively reduced benefits to the families wathildren (Estonia,
Ireland and Spain), while other strongly supportadiilies (Hungary,
Germany, Japan, Slovakia). In principle there am@ dssumptions about
the behaviour of countries during the economicssics. First, countries
try to consolidate their public finances, evenhat tost of higher taxes or

71



Vitek, L.: Fiscal Instruments of a Support of the Familiedhw@hildren and their
Changes in Developed Countries.

reduced benefits to the families with children. Tezond possibility is
that the governments tried to encourage potenéatahd by e.g. higher
support of the low- and middle-income families wattildren.

Fig. 2: Changes in the GDP vs. changes in the ‘ali* tax less benefits,
2010-2008 (OECD, constant prices in PPP, 1-0-2, AW)
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Source: OECD (2011a) and own calculations.

The analysis carried in the previous chart for @ieP at constant
prices shows that there is no clear dependencéhenbehaviour of
governments and that neither of the above statgubthgses can be
confirmed. Provided we assume the change in the &Dfirrent prices
(because taxes and benefits are imposed or pagectvely, also at
current prices), the result is similar — it is mpatssible to establish any
dependence. An abrupt shift in the case of Hun@e6y4%) may rather as
a reaction to the economic cycle be explained ashange in the
government. In contrast, changes in Spain andnidedae rather related to
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the economic recession and budgetary problems. riteess, it is clear
that countries which were not subjected to a drenfiali in the GDP (or
did not experience any decline in GDP) did not karthe families with
higher taxes or lower benefits.

Changes in the Tax and Benefit Systems in Selected
Countries

For the analysis of impacts of taxes and benefitthe families with
children are used also other indicators. The stugdyavel, Vitek et al.
(2010) summarises them into the following groups:

1. macroeconomic tax and benefit indicators (shate@premia and
personal income taxes on the GDP or a share ofested and
non-tested family benefits on the GDP),

2. microeconomic tax and benefit indicators that idelu

a) marginal effective tax rates (METR(EP)),
b) average effective tax rates (AETR).

Marginal effective tax rate measures by how mudhtive volume of
taxes, insurance premia and social benefits changeded the gross
earned income increases by a unit. This indicatay e written as
follows:

ANEI
METREP) =1-——, 1
REP) GE] (1)
where METR(EP) =marginal effective tax rate of employed persons,
ANEI =change in the net earned income,
JSGEIl =change in the gross earned income.

Using this indicator, it is possible to evaluate)dotivative impact of
taxes and benefits on a change in the work effort.

The second major indicator is the average effectiae rate
(sometimes is used only the term average tax rafTR). This rate
measures the overall impact of social benefits,onme taxes and
insurance premia on the total income of a workimpleyee.
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AETREP) =1- NEl ) _GEI-IT-SSC-FB+0SB .,
GEl GEl

where AETR(EP)= average effective tax rate of employed persons,

NEI = net earned income,

GEI = gross earned income,

IT = personal income taxes,
SSC = social security contributions,
FB = non-tested family benefits,
OSB = other social benefits.

Positive ATR means that the given subject pays dva@e (in taxes
and insurance premia) than it receives (in benefidegative ATR
represents the opposite situation. This indicatoay mbe further
decomposed into the average rates of (i) incomestafAIT), (ii)
insurance premia (ASSC), (ii) overall tax—levy ten (ATR),
(iv) family benefits (AFB) and (v) all social berisf(ASB).

Pavel, Vitek et al. (2010) analysed all the abawdicators for the
years 2001-2008 and found that between 2001-208@ tbannot be
established nether for AETR nor for ATR any clear deerfor the
developed countries with respect to the taxationthed low-income
families with children. Nevertheless, identifiednche countries which
over the past decade recorded a significant chengecrage effective tax
rates or in average tax rates.

For a more detailed analysis of these countries ihecessary to
describe and compare their main changes in thardxbenefit systems.
Specifically, we will focus on changes that havdit@ct impact on the
families with children or that are designed priafor the families with
children. Within the following section of this chap is therefore for
selected countries carried a basic analysis ofsthectural changes in
main parameters of their tax and benefit systems. mhin data sources
represent statistics and publications of the OECD.

Over the past decade, average effective tax rase® misen on
average by about 2 percentage points, mainly ddeetdecline in family
benefits (about 1 percentage point) and also dubdaise in insurance
premia (about 0.5 percentage points). Income taeesained rather
constant. The Czech Republic has over the past &6 yacreased the
AETR of the families with children. There has been igniicant
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reduction in personal income taxes through higtditsefor children
combined with the possibility of a non-wastable tagdit, but reduced
were also child benefits, respectively income lgmihat allowed their
awarding. This way, AETR in the Czech Republic appnedc the
average values in developed countries.

Tab. 3: Changes in indicators of a burden/support of the fanilies
with children (between 2008 and 2001)

Family type | Indicator OECD - Czech Republic
Europe (avg.)

Family 1-0-2| AETR 2.4 18.2
ATR 0.3 -6.5
AFB -1.5 -16.2

Family 2-0-2| AETR -0.1 1.6
ATR -0.1 4.1
AFB 0.4 5.4

Family 1-1-2| AETR 2.1 15.4
ATR -0.3 -11.2
AFB -1.1 -16.0

* 1-0-2: one parent with income 70% AW, two childre-0-2: two employed parents,
first 70% AW, second 67% AW, two children; 1-1-%a parents, only one employed
with 70% AW, two children. AETR = average effectitax rate, ATR = average total
tax-levy burden, AFB = average rate of family béisef

Source: Pavel, Vitek et al. (2010) and OECD (201d 2011a).

Ireland" replaced during the monitored period the tax taigsvance
with a new tax credit. Assuming the standard tae, ran equivalent to the
allowance of IEP 4 700 in 2001 would have amountetthé¢ tax credit of
EIP 1 034 (corresponding to USD 1 216). The tax itreds in 2009
EUR 1 830. It is therefore evident that the tax itreithin the monitored
period did not have a strong impact on a reduabibtihe tax burden. On
the other hand, a significant impact on the growthnet incomes of
households with children had a sharp increasearcthld benefits from
2.9% to 5% of the average wage.

! Description of individual countries is based @vél, Vitek et al. (2010).
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In Ireland also simultaneously declined betweenytbars 2000 and
2010 marginal rates of the personal income taxmfi2, respectively
44%, to 20, respectively 41% (bracket limit setee® 17 000). However,
since 2009 has been introduced a surcharge toetisenal tax amounting
to 2-6% for incomes above the threshold of EUR 1& ORere was also
a slight relative decrease in the second bracKketig for individuals
(from 98% of the average wage /AW/ to 92%), for mles with both
earning partners (from 196% AW to 183% AW) and dorgle parents
(from 116% AW to 102% AW). Significant for the falies with children
was also the sharp decline in the second bracketisfor couples with
one earning partner (from 162% AW to 114% AW).

Italy recorded a significant increase in the tarddr for a child,
nevertheless introduced was a degression with tbheth in income
related both to the credit for a dependent parasewell as to the child
credit while the credit for a dependent partner was$ significantly
increased. The system of cash benefits for a depésgeuse or a child
took into account the family income and a numbedefendents. Newly
are these benefits available only to the familiekWw a certain level of
income or to the families with at least 70% of im@omade up by wages
or pensions.

Luxembourg over the past decade partly replacethase allowances
with tax credits for earning persons and pension&he non-taxable
portion of the tax base of EUR 1 920 was replacdd ®#UR 1 416 and a
non-wastable tax credit of EUR 300. From the petspeof the family
policy is significant that equally treated becamearmages and
partnerships of people of either opposite or saexe-spartnerships are
newly taxed in the same way as marriages, i.egubi@ joint taxation.

Hungary, among other things, reduced the numbeatefs, lowered
marginal tax rates of the personal income tax aftantially increased
limits of the final bracket. Over the monitored iperwere also tightened
conditions applicable on the credits for childrerchild credit may be
used only by the families with three or more clalur

In Germany, the system of means tested child benefs in 1996
replaced by tax credits. As a result, there wakaspsdecline in average
tax rates (ATR) — e.g. for an employee with an ayeramcome and two
children the ATR declined from 9.6% to 1.6%. Howewes a result of
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this reform the average tax rate for individualgheut children has

slightly increased. Among other things, Germanr&fgrms over the past
10 years (Reform 2000) also meant that in 2004 wwedtaced tax reliefs

for single parents to EUR 1 308, reduced were maldgiax rates via

adjustment of the calculation formula. The changssilted in a decrease
in the burden of the medium-income families withldrien. Carried was

also an indexation of the basic allowance and $imitbrackets.

Netherlands replaced in 2001 allowances with csealitd reductions
in rates and introduced an additional credit fa féamilies with children.
In 2002 and 2003 has been introduced an additisnatalled combined,
credit and in 2006 the child credits were consaéidaln 2008 the child
credit was replaced by an additional child cretht.2009 was the tax
credit reduced for low-income partners who willibe2024 able to apply
their credit only towards their income. Newly irdtaced was a combined
credit for income-dependent partners and singlermarwith a view of
stimulating their participation in the labour mark&ince 2009 it is
possible to receive additional, income-dependeitd eiowance.

The following table summarises development of thenreéements of
the taxation of personal incomes in the covereahtraas.

Tab. 4: Changes in the main parameters of personal incometes

2000-2010
=3 =3 £ So é
Qo T O — — —_ —
Spso 32F5 37282 33¢%
Country [Year| 3 5239 Q2520 p = |S5|Q==
£35S |2c28 2235|2253 3
SLodp |g>PAEG3|TL ==
~ o = o
Nan X o
Ireland 2000 1034 (wc 2/22.0 17000 44.0 17 00C
2010 1 830 (wc 2/120.0 36400 41. 36 40(
ltaly ('000) [2000 2220 5185 20000 45.d 135 000
2010 1 840 523.0 15000 43. 75 00C
Luxembourg|2000 1353.% 17, 0 270000 46.02 640 000
2010 1416 16 0O 11265 38.0 39885
(a)+300 (wg
[2.5%]
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- e o -

g0 33855358257 ¢2

Country Yeargggg RES 5202|5725

5333 |gS[F2235 |52 o3 3

~ ) =N o,

S X o
Hungary  |2000 0.0  3(20.d 400000 40.d1 000 000
2010 0.0  2/18.01 900 000 36.01 900 000
Germany~ |2000 0.0 3 0.0 13500 51.0 114696
2010 0.0 3 00 8004 450 250730
[5.5%]

Netherlands |[2000 8949 (a) 4 45 15257 60.0 107 757
2010 1987 (a) 4] 2.3 18218 52.0 54367

" Wastable tax credit/non wastable tax crediSurtax rates determined as a percentage

Hkk

of central government tax measured gross of taditste OECD (PART I. Taxation of
Wage Income (year 2000)): “Germany applies a foenmakher than a tax schedule to
taxable income above a threshold amount. The dSieutory tax rate above the basic
threshold in 2000 of DEM 13 499 is 22.9 percentilevthe top marginal rate is 51 per
cent applying to taxable income above DEM 114 6%&f 2010: “...The first statutory
tax rate above the basic threshold in 2010 of EUR&is 14.0 percent, while the top
marginal rate is 45.0 per cent applying to taxateme above EUR 250 730.”

Source: OECD (2011a) and own calculations.

For international comparison is preferable to ubares of basic
income tax parameters on the annual gross average WAW). For
example, in Germany was in the monitored year apple a “border” for
the highest nominal marginal tax rate (calculatesnfthe income tax
formula used in Germany) 767% of the average wadédewe.g. in
Hungary, Luxembourg and Ireland are the highessranposed on the
tax base already at around 75% of the average iacom

Less variability is observed with respect to tharstof allowances/tax
credits when, following the recalculation of a dtedto an allowance for
Ireland using the 20% rate, the share of allowancethe annual average
wage in the monitored countries ranges betweerad)18.9%. On the
other hand, it is very difficult to compare paraerstsuch as an allowance
or a tax credit since their impact on the net ineoaf taxpayers is
completely different. In the systems with progresdiax rates, impact of
tax reliefs also varies according to income lewdfldaxpayers. One of
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possible explanations for the gradual increase h importance of

insurance premia within taxation of individuals families is indeed in

the slow adjustment of parameters — slight increasates, absence of
ceilings or their faster indexing compared to theges growth or

reductions in lower thresholds.

Tab. 5: Changes in social security contributions of employes (2000—
2009, % of year average wage YAW

Lower Upper Maximum
Country |Year Marginal |threshold | threshold | contribution
rate as % of | as % of as % of
YAW YAW YAW
Germany 2009 20.7 107.7
11.4 107.7 158.3 28.1
2000 20.5 115.0
12.9 115.0 153.4 28.5
Hungary 2009 9.5 0.0 305.8 29.0
2000 8.0 186.3 14.9
3.0 186.3 5.6
Ireland 2009 4.0 45.3 64.4
6.0 64.4 128.8
2.0 125.5 247.9
2.5 247.9
2000 4.5 22.9 64.2
6.5 64.2 116.9
2.0 116.9
Italy 2009 9.5 152.4
10.5 152.4 3315 33.2
2000 9.2 161.6
10.2 161.6 351.6 34.2
Luxembourg | 2009 11.0 209.2 22.9
1.4 10.5
2000 115 202.0 23.3
1.0 10.1
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Lower Upper Maximum
Country |Year Marginal | threshold | threshold | contribution
rate as % of | as % of as % of
YAW YAW YAW
Netherlands | 2009 0.0 37.2 108.1 0.0
6.9 73.2 5.0
31.2 72.6 22.6
2000 6.3 42.0 120.7 4.9
1.8 81.4 1.4
29.4 71.0 20.9

Source: OECD (2011a) and own calculations.

Within the compulsory insurance of employees, @rgdst changes
were carried in Hungary where the contribution iat¥eased and at the
same time also shifted the upper threshold. Insgrapremia have
changed against the interest of employees alseerm@ny (reduction in
the lower limit of the second bracket) and in Itaf\s a result of these
changes, in all countries has increased or stagn#te maximum
employee contribution on the social security ag@entage of the annual
average wage.

Conclusion

With respect to low birth rates, developed coustriace a question
whether to support via fiscal instruments the famsilvith children or not.
Analysis carried in this article demonstrates thmabst developed
countries support families using the tax and paldity benefit systems,
although in a considerably varied intensity. The cdz&epublic ranks
with respect to the taxation of incomplete familegh children (who are
the most at risk in terms of both poverty and thactivity trap) among
the countries that these households support thé mos

The analysis did not confirm the assumption thademeloped countries
there may be for the past two years proven theltoémising average tax
rates for single parent families with children. dtigh most countries in
the period 2000-2010 reduced taxation of these ligsnichanges in
benefit systems are not as clear-cut and oftendaictethe opposite
direction, i. e. against the reduction of tax burd®ne of the main
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instruments that caused this effect is the regiricof universal, family-
type benefits.

Changes in the tax and benefit systems over thetywasyears did not, on
average, follow the changes in the GDP. Althougfeégms that countries
which in 2008-2010 suffered a significant declinghie GDP have more
than others set to increase the taxation of theitorea family type, this
trend is not particularly strong and cannot yetclearly proven. As for
the different types of families, in developed coias there have over the
past decade declined burden by the tax and besystiéms for almost all
types of families. Nevertheless, the decrease waswerage none too
dramatic. The Czech Republic stands out from tleisdrand the changes
adopted in recent years, especially in taxes, tesith a sharp decline in
average tax rates for all types of households. Wewen combination
with the reduced access to family benefits, theravaverage effective
taxation (after taking into account the impact ehéfits) has in the Czech
Republic for certain types of households signifibamcreased.
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Fiscal Instruments of a Support of the Families
with Children and their Changes in Developed Counties

Leos VITEK

ABSTRACT

Governments usually try to use fiscal instrumeatsupport the families
with children. However, fiscal instruments alsoeaffthe work effort and
labour demand. Problems associated with (de)stmiuta effects of
taxes, insurance premia and benefits arise, amtbreg things, also due to
the fact that because of various reasons, thedeunmsnts are not
effectively coordinated and often operate in opjgoslirections. The
article analyses changes in fiscal instruments sdigport of the families
with children in developed countries over the phstade and focuses on
the development of selected tax—benefit indicatibgt describe the
fundamental characteristics of the taxation of fdmailies with children.
Given that the universal, family-type social betse@iften take the form of
negative taxes, the paper includes also this typgamily benefits. The
results of the analysis show that the vast majaritgeveloped countries
strongly support the families with children viada instruments. It also
turns out that over the past decade the governnievis rather reduced
effective taxation of the families with childrenufing the last two years,
however, some countries recorded an increase itaitation of families,
including the families with children. Countries theave over the past ten
years successfully sought to support the familigh whildren relied on
progressive reliefs or benefits targeted at thelfasnwith more than two
children.

Key words: Support othefamilies with childrenTaxesFamilybenefits.

JEL classification: E24, H24, J32.
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