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EUROMOD is a tax-benefit microsimulation model tbe European Union (EU) that enab
researchers and policy analysts to calculate, doraparable manner, the effects of taxes
benefits on household incomes and work incentigedhfe population of each country and
the EU as a whole.

A major EUROMOD development projecElROMODUpdatg is being supported by DG
EMPL with the key objective to improve and extetdROMOD’s usefulness.
This will involve enlarging and updating EUROMOI 19 countries to cover all 27 Memb

es
and
for

er

States and recent policy systems, using EU-SILGd&®an Union Statistics on Income and

Living Conditions) data as the input database.
EUROMODUpdategroject began in February 2009 and will last 3rgea

The work is being carried out by the EUROMOD coexaloper team, based mainly in ISE
University of Essex, in collaboration with a gronfonational teams.

A project Steering Group has been established,rihdechairmanship of Sir Tony Atkinson.

Preparatory work in some of the New Member Stasebeing conducted by the Europe
Centre, Vienna, under the leadership of Orsoly&ésl

EUROMOD coordinator: Holly Sutherland

EUROMOD coordinator assistant: Lucy Brown
EUROMOD developer responsible for Estonia: Alanilda
National team for Estonia: Andres Vork, Silja Lupsi

The results presented in this report are derivedguEUROMOD F3.0. EUROMOD is

continually being improved and updated and the li®quresented here represent the |
available at the time of writing.

For more information, seéttp://www.iser.essex.ac.uk/research/euromod
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| NTRODUCTION

This country report gives an overview of the Estoncountry model of EUROMOD. The
report presents the basic information on the Eatotax-benefit system valid in 2005-08 (as of
30 June in corresponding year), it explains whiod &ow different taxes and benefits are
simulated in the EUROMOD and how well the modelrespnts actual income distribution and
monetary aggregates.

Estonian country model uses three alternative stadeces:
a) Estonian Household Budget Survé&eéti Leibkonna eelarve uuripng005
b) European Union Survey of Income and Living condisi¢EU-SILC) 2006

c) Estonian Social Survey (Eesti Sotsiaaluuring) 20@ich is a more detailed national
version of the SILC survey and where the EU-SIL@aldes are derived from.

The report is an update of an earlier report LidRdulus, Vork (2008), which covered only the
first of the datasets. Compared to the earlier ntepaly minor changes have been in the
descriptive part of the system, except updatesaronty years 2006-08.

1. BASIC INFORMATION
1.1 Basic figures

Table 1.Basic figures

Pop. Pop. Pop. Life Fertility ~ Unemp. GDP Currency
(m.) <18 >65  expect. rate rate per head Name Exch
%) (W) (years) (PPP)™ '
rate

2003 1.356 21.3 15.9 71.59 1.37 10.0 54 Kroon ¥H64
2004 1.351 20.8 16.2 72.02 1.47 9.7 57 Kroon 195646
2005 1.348 20.3 16.5 72.82 1.50 7.9 62 Kroon 1%646
2006 1.345 19.8 16.7 73.02 1.55 5.9 65 Kroon 1%646
2007 1.342 19.3 17.1 73.01 1.64 4.7 69 Kroon 195646
2008 1.341 18.8 17.2 74.06 1.66 55 67 Kroon 195646
2009 1.340 18.6 17.1 N/A 1.63 13.8 62 Kroon 15.6466

Source: Statistics Estonia, on-line databasealastssed September 3, 2010;

[a]Eurostat, on-line database, last accessed Ma2(0D.

Notes: Population figures ofi‘January; Unemployment rate for age group 15-74P@®Br head in
Purchasing Power Standards (EU-27=100); Excharigebeaween Euro and Estonian Kroon is fixed
1 EUR= 15.6466 EEK
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1.2 The tax-benefit system

Table 2.Tax-benefit system and government budget

Total general Total tax Total general Social protection
government receiptd® government expenditure
revenue? % of GDP expenditure?® % of GDP
% of GDP % of GDP
2003 36.5 30.8 34.8 12.6
2004 35.6 30.6 34.0
2005 35.2 30.7 33.6 12.7
2006 36.5 31.1 34.0 12.4
2007 37.4 32.4 34.8 12.7
2008 37.1 32.3 39.9 NA
2009 43.6 36.4 45.4 NA

Source: [a]Eurostat, on-line database, last acdeSsptember 2, 2010.
Eurostat tables: Government revenue, expendituterain aggregates - Total general government
expenditure, Total general government revenue; Mational accounts tax aggregates - Total receipts
from taxes and social contributions (including irtgzlisocial contributions) after deduction of amsunt
assessed but unlikely to be collected; Total exjperalon social protection, Current prices (% of D

%7

Table 3.Social protection expenditure by function (as %otél social protection expenditure)

Sickness/ Disability Old Survivors  Family/  Unemployment Housing Social
health age Children exclusion
care
2003 31.8% 9.3% 44.0% 0.8% 10.0% 1.8% 0.6% 1.6%
2005 31.9% 9.4% 43.1% 0.9% 12.2% 1.3% 0.2% 1.0%
2006 31.2% 9.5% 44.4% 0.9% 12.1% 0.9% 0.3% 0.7%
2007 33.4% 9.3% 43.0% 0.8% 11.6% 1.2% 0.2% 0.6%

Source: Statistics Estonia, national data for ES3®Rystem 2001-2007 (3 March 2009), the total

expenditures do not include administration cost
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Table 4.Taxation (as % of total tax receipts)

_ Personal _Corporate Social security contributions Indirect taxes
income tax income tax
Employees Employers

2003 21.0 5.1 0.9 33.1 39.4
2004 20.5 5.4 0.9 325 40.1
2005 18.2 4.7 0.9 32.2 43.7
2006 18.2 4.9 0.5 32.0 44.0
2007 18.5 5.2 0.5 324 43.0
2008* 18.9 5.0 0.6 37.8 37.7
2009* 16.1 5.2 1.6 37.5 39.5

Source: Years 2003-2007 Eurostat. Taxation tremdise EU. 2009 edition, Annex A: Tables
http://ec.europa.eu/taxation_customs/resourcesfdents/taxation/gen_info/economic_analysis/tax_stru
ctures/taxation_trends_2008_annex.xls;

*Year 2008-2009 - Statistics Estonia, own compuotai

121

Basic information about the tax-benefit system

The tax system is largely a unified, national sysionsisting of income tax, value
added tax, excise taxes, social tax and socialanse contributions. There are a few
taxes set by local governments, such as landntaxor vehicle taxsales tax, but the
share of these taxes in overall taxation is ndgjkgi

The benefit system is also a unified, nationaleystMunicipalities provide a few local
benefits, such as additional family and child béagfind additional social assistance
benefits but the share in overall social expenditures is smfaticial benefits and
pensions are usually assessed and delivered omthlgnbasis. Amounts are referred to
in monthly terms.

The fiscal year is 1 January - 31 December. Theststem generally changes in 1
January each year. Indirect taxes may change ateonva year. Main benefit changes
happen at the same time, but may also be implemhéntépril (indexation of state
pensions takes place in 1 April each year), orrotinges in year, e.g. family benefits
have been changed in July and September.

State pension age is 63 for men. The pension agedimen gradually increases also to
63 by 2016. Meanwhile it was 59,5 in 2005 and 2@@6in 2007, and 60,5 in 2006 and
2007. Both early retirement and postponement isiptes also various occupational
pensions exist.

Children are subject to the obligation to attendost from age 7 and until they acquire
basic education or attain 17 years of age.

o0 Dependent children for family benefits are defimsdaged under 16, or under
19 and enrolled in basic school, upper seconddrga®r vocational school in
daytime study or another form of study for mediealsons.

0 In case of subsistence benefit, dependent chilarenlefined as aged under 18.

o For taxation purposes, dependent children are aged 17. One of the parents
may deduct additional basic allowances from hikarincome in the period of
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taxation depending on the number of children. Thenlver of additional
allowances has varied over the years.

« For benefit purposes single parents are the pasémesident dependent children whose
birth registration certificate does not have ameobncerning the father or an entry has
been made on the basis of a statement by the motlvénose parent has been declared
to be a fugitive.

e The income tax system is an individual system, dumarried couple may also file a
joint tax report if they wish (beneficial if onesanused tax allowances which the other
one could claim for). There are some income soumeswhich income tax is
immediately withheld when they are paid out; finak liability is based on the tax
report after the tax year has ended (taking intmawt tax already withheld).

e Liability of income tax is based on annual inconmel allowances are referred to in
annual terms, although 1/12 of the annual basitsipa and sickness allowance can be
applied monthly to calculate withholding income.thxorder to make use of the other
allowances and deductions these have to be dediaréte following year (by 31
March) when filing the tax report. Overall, there a few allowances and deductions in
the system. Different income sources are taxearmify.

« The means-tested benefit system assesses entitlagmording to household income.
Household consists of persons living together dradestheir income and expenditures.
Income is assessed on monthly basis. Total incomith, a few exceptions, of the
previous month is taken into account.

* Taxes and benefits are not indexed, with the eimemtf old-age pensions, which are
indexed to weighted average of inflation and sadeiglrevenues, but ad hoc changes are
common. Usually taxes and benefits are changed ma manner. Some thresholds of
benefits (i.e. minimum or maximum levels) are lidkeo past minimum wage or
average contribution base.

e Social tax is a payroll tax and is paid by emplsyalthough all tax payments are
linked to individuals when calculating pensiongksiess benefits or maternity benefits.
There are a few additional social contributionsdpby employees: unemployment
insurance benefits and contributions to the mamygtension scheme.

1.3 Social Benefitd

1.3.1 Pensions

The Estonian pension system is based on threespilla

+ state pension insurance (thégillar) — pay-as-you-go scheme;
« mandatory funded pension scheme (tHepRlar) — introduced in 2002;
+ supplementary (voluntary) funded pension scheme3tipillar) — introduced in 1998.

! The following description of social benefits ciasd uses excerpts from the following sources.
» Ministry of Social Affairs. Social sector in figils@005. Tallinn 2006.
» Ministry of Social Affairs. Social sector in figils@006. Tallinn 2007.
e Lipsik, S., Paulus, A., Vork, A. (2006) “I-CUE Fdabty Study. Estonia (2005 tax-benefit
system)” EUROMOD Feasibility Study.
e Leetmaa, R., VOrk, A. (2006) “Social Insurance &utial Assistance in Estonia”, report to
World Bank.
Leppik, L. (2004) “The Estonian pension system:lleinges of adequacy and sustainability”.
PRAXIS Center for Policy Studies. Unpublished.

8
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As the funded pension components were introducedntl/, only pensions from the state
pension insurance scheme were paid out in 2005:20608009 pensions from the mandatory
funded pension scheme started, but their roldtialiy negligible.

The first pillar — the state pension insurance eviales protection against the risks of old age,
disability and survivorship, and in fact comprieéswo separate tiers:

* residence-based national pensions and
* employment-based old-age, work incapacity and sarsi pensions.

All economically active persons are compulsorilwe®d by the state pension insurance
through the payment of an earmarked social taxetbployers). The state pays social tax on a
fixed rate on behalf of some economically non-aipersons, e.g. persons on parental leave,
conscripts, carers of disabled persons etc.

Entitled to old age pension are residents of Eatario have attained a pension age and have at
least 15 years of pensionable service obtainedtoria. In 2005, the statutory pension age was
63 years for men and 59.5 years for women. Theiper@ge of women is being increased and
gradually equalised with the pension age of meachimg the target level of 63 by 2016. (See
table 5). After that the pension age increasesugddto 65 for both sexes by 2026.

Table 5.Changes in the pension age in 2005-2027

Women Men
Birth year State pension age Year reached _State
pension age
1946 59 and 6 months 2005, 2006 63
1947 60 2007 63
1948 60 and 6 months 2008, 2009 | 63
1949 61 2010 63
1950 61and 6 months ~ 2011,2012 | 63
1951 62 2013 63
1952 62 and 6 months ~ 2014,2015 | 63
1953 63 2016 63
Both women and men
1954 63 and 3 months 2017
1955 63 and 6 months 2018
1956 63 and 9 months 2019
1957 64 2020
1958 64 and 3 months 2021
1959 64 and 6 months 2022
1960 64 and 9 months 2023
1961 65 2026
1962 65 2027
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Since 1999 the acquisition of new pension rightgked to the social tax paid on behalf of the
person. That introduced an insurance element irpémsion formula and counting of pension
insurance periods on the basis of registered stoiglayments.

The old-age pension anaduspension from the state pension system (the 1st pillar) is
calculated according to a formula, which consiétthiee additive elements:

» aflat-rate element;

« a length-of-service element (applies only to pemside service until 31 December
1998);

e aninsurance element applying to periods afteniiaiy 1999.

The pension components are indexed annually byritimmetic weighted average of annual
increases of consumer prices and social tax regetu@005-2007 the weights were equal, they
were changed in 2008, new weights are 20% for 6€teases and 80% for social tax revenue
increases). However, additional ad hoc changesaremon. A flat-rate guaranteed minimum
pension — national pension — is granted to alldeds at the age of 63 provided they have
resided in Estonia at least 5 years prior to clagna pension. Both early retirement and
postponement of pensions are possible (see beligyking is allowed while receiving
pensions. If the person acquires additional pensimurance coefficients, the pension is
recalculated each year.

The 2nd pillar is based on defined-contributiompiple, meaning that the benefit depends on
the total contributions paid into individual pensi@account and investment returns of the
pension fund. As a rule, benefits are paid in trenfof life-long annuities, while unisex life
tables are used for calculation of annuities. Téresfpn age in the second pillar is the same as in
the first pillar. The first benefits will be paidibonly in 2009.

Supplementary funded pension scheme (thpiltar) is a voluntary scheme.

Early retirement pension (ennetdhtaegne vanaduspensijporAvailable up to 3 years before
the legal pension age. The amount of pension @ikdilon the basis of pension formula is
permanently reduced by 0.4% for every month ofi@arktirement. Pensions are suspended
when the person returns to work before pension\Ageking while receiving early retirement
pensions is allowed after person has reached atatoension age. Pension is recalculated when
the person has acquired additional pension insargeciods (but still applying the reduction
factor). Eligibility: 15 years of pension insuranmeriod.

Old age pension under favourable conditionsspodustingimustel vanaduspensipnThere
are two possibilities. Under theState Pension Insurance Act (Riikliku pensionikistiise
seadus)one of the parents who has raised 3 or morereimldr a disabled child has the right to
retire up to five years earlier before the legalgien age and there is no reduction in pension
amount.

Old-age Pensions Under Favourable Conditions Aaioffistingimustel vanaduspensionide
seadus)states that persons who have worked with hazardouksard working conditions
(defined categories of professions) for a certanga of time have the right to retire up to ten
years before the legal pension age. Also the vaflweyear of pensionable service is increased,
the size depending on the profession. There ismaglation with earnings if the person does not
work at the same profession that gave eligibilityite pension before the statutory pension age.

10
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Table 6.Early retirement and number of children

Children How many years allowed to
retire earlier?

Disabled child under 18 5 years

5 or more children 5 years

4 children 3 years

3 children 1 year

Superannuated pension \@ljateenitud aastate pensignFor narrowly defined categories of
professions (e.g. policemen, pilots, seamen, srtést.) pension is available before normal
retirement age, given that they have required keraftservice. The amount of the pension
depends on the profession. Upon attaining the gépensionable age, the person may switch
to the general old-age pension.

Pension for incapacity to work (6ovGimetuspensiorgr disability pensiolt The percentage of
the calculation basis corresponding to the losscabacity for work. Calculation basis:
represented by the higher of the 2 following amsuald-age pension calculated on the basis of
actual years of pensionable service and the pensgurance coefficient of the applicant, or
old-age pension for a person with 30 years of peadile service. There is no restriction on
work, full accumulation with earnings is possibdRension is granted from the age of 16 years
for the period of work incapacity, which could betermined for 6 months, 1 year, 2 years, 5
years or until attaining the pensionable age deipgngbon claimant’s condition. The pension is
renewable._Upon attaining the pension age, theopers transferred to old-age pension.
Qualification period depends on age at time of gngnthe pension, ranging from 1 year of
insurance for persons from 21 to 23 years of adeltpears of insurance for persons from 60 to
62 years of age. No qualification period for pessaged 16-20.

Survivor’s pension (oitjakaotuspensiolt Upon the death of a provider, family members who
were maintained by him or her have the right teneza survivor's pension. They include: 1) a
provider’s child, brother, sister or grandchild wisaunder 18 years of age (or who is under 24
years of age and is a student enrolled in daytinfallstime study) or disabled. A brother, sister
or grandchild has the right to receive a pensidreibr she does not have parents with capacity
for work. 2) a provider's parent who is of pensibleaage or permanently incapacitated for
work; 3) a provider's non-working widow who is premt (from the twelfth week of
pregnancy) or who is permanently incapacitatedwork or of pensionable age and whose
marriage to the provider had a duration of at leastyear; 4) a provider’s divorced spouse who
attained pensionable age or was declared permgnecdpacitated for work before the divorce,
or within three years after the divorce and whoseriage to the provider had a duration of at
least twenty-five years, 5) a parent or guardiaa pfovider’s child who is not employed and is
raising the provider’s child who is under 3 yeafsage in his or her family. Under certain
additional conditions the above apply to stepckitdiand foster-children, step-parents and
foster-parents. If the provider had a necessargtieaof service to receive the old—age pension,
then the greatest of the following old-age pensishall be the basis for calculation of a
survivor's pension: 1) the old-age pension earnethb provider until the date of his or her
death; 2) the old-age pension if the person hagtied thirty years of pensionable service.
The amount of survivor's pension depends on thebeurof family members: 1) to one family
member, 50 per cent of the basis; 2) to two famigmbers, 80 per cent of the basis; 3) to three
or more family members, 100 per cent of the basis.

National pension Rahvapensior)It is a minimum guaranteed pension for those gersvho
do not have necessary length of service to bebddigild-age pensions or pension for incapacity

11
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for work, or in case of survivor's pension a prandlid not have necessary length of service.
The basis for national pension is the National PenRate (ahvapensioni madr which in
2005 was 1,156 EEK (see Table 7 for amounts im {egars).

Table 7.Minimum amount of national pension by pension type

Pension type Minimum amount

Old-age pension 100% of the National Pension RéRR(rahvapensioni majr

Pension for incapacity Percentage of loss of capacity applied to the Mati®ension Rate (in case of
for work total incapacity 100% of NPR)

Survivor’'s pension 1) to one family member, 50 pent of the NPR;

2) to two family members, 80 per cent of the NPRoial;
3) to three or more family members, 100 per cenheMNPR in total.

National pension rate Date NPR

(NPR)
1.4.2005 1,056.38
1.7.2005 1,156.38
1.4.2006 1,268.55
1.4.2007 1,423.31
1.7.2007 1,573.31
1.4.2008 1,913.14
1.4.2009 2,008.80
1.4.2010 2,008.80

Source: Sotsiaalkindlustusanietp://www.ensib.ee/public/statistika_ja_eelarvekmefitsendid2010.xls

Pensions are subject to income tax. Both basiamectax allowance (1,700 EEK per month in
2005; 2,000 EEK in 2006 and 2007; 2,250 EEK in 2808 2009) and a special tax allowance
for pensions (3,000 EEK per month) can be appligtht is for non-working pensioner the
pension is non-taxable in the amount of 4,700 EERG05 and 5,250 EEK in 2008. Average
old-age pension was 2,739 EEK in January 2006;93EEK in January 2007, and 3,763 EEK
in 2008. It means that majority of the pensiondfsctively do not pay income tax if they do
not have income from other sources.

1.3.2 Benefits for families with children
There are various types of benefits for familiethwehildren.

1) State family benefits that mainly depend on theaggnumber of children.

2) Benefits that compensate periods when a parenitisfahe labour market and which
depend on the parent’s previous earnings — maydoeiiefit §Unnitushivitiy parental
benefit ganemahvitis care benefit for nursing a child under 12 yedrage who is ill
(hooldushiviti§ additional childcare leave for fathers, etc.

3) Tax allowances and deductions depending on the euoflzhildren or expenditures on
children. This is described in detail below wherediscuss income taxation.

12
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4) Free or subsidised services for children (e.g.idigesi school meals; free health care,
including dental care; subsidised childcare in kiggirten, etc) — these in-kind services
are not discussed in detail.

5) Benefits and services provided by local municipadit— additional birth grants, social
assistance benefits, child’s school allowanceh@tieginning of the school year), etc.

6) Special benefits for disabled children.

State family benefits

The types and extent of state family benefits drddonditions under which they are granted
are regulated by thetate Family Benefits Act (Riiklike peretoetustedss) Family benefits are
paid to permanent residents of Estonia and foregglnng in Estonia, who have a fixed-term
residence permit or who are staying in Estonia ooumgds set forth in theAliens Act
(Valismaalaste seaduslpepending on the type of benefit, family benefite paid either as a
lump sum, once a month, once a quarter or oncaa(gee table 7) and they are financed from
the state budget. If a person is entitled to séugpes of family benefits, these benefits are
determined and disbursed simultaneously. Child fitsreae calculated on the basis of the Child
Allowance Rate (CARlapsetoetuse magrChildcare allowances and allowances for families
with seven or more children are calculated on thgishof Childcare Allowance Rate (CCR,
lapsehooldustasu m&@arBoth rates are established with the state bufdgetvery budget year
and the new rate cannot be lower than the existitey The family benefits are coefficients of
those rates. Since 1997, the child allowance ratet®en 150, and since 2000, the childcare
allowance rate 1,200 EEK. (Ministry of Social Affal'Social sector in figures 2006”, p 86)

Dependent children for family benefits are defiasdaged under 16, or under 19 and enrolled in
basic school, upper secondary school or vocatisctabol in daytime study or another form of
study for medical reasons.

All benefits paid under the State Family Benefitd Are non-taxable with income tax.

13
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Table 8.0Overview of state family benefits, in 2005-2009

Benefit Frequency Unit Basic formula in Changes in 2006-2009
(legal term in 2005
English)

Childbirth allowance Lump sum  Family First childd  CAR  Since 2006 : 5000 EEK
Subsequent child: 20 for all

x CAR
Adoption benefit Lump sum  Family 20 x CAR Since 808000 EEK
Child allowance Monthly Per child 2 x CAR SinceuyJ2007:
1% and 2° child 2 x
CAR, 3% and more 6 x
CAR
Childcare allowance  Monthly Per child Under 3 yealds Since 2006 — extra 100
1/2 x CCR EEK effectively
3-8 years old: 1/4 x  abolished as parental
CCR benefit extended

Additional 100 EEK  Since 2009 - none if a
for each child under 1 parent receives parental
year old, if does not  benefit for any child
receive parental

benefit
Allowance for Quarterly Per child 3 children: 1 x CAR 1/1/2006-31/6/2007
families with 3 or 4 or 5 children: 2x 3 children: 2 x CAR
more children/ with CAR 4 or more: 3 x CAR
triplets 6 or more: 2.5 x CAR Abolished since 1 July

2007

Allowance for Quarterly Family 6 x CAR Since 2006: 9 x CAR
families with triplets
Allowance for one Monthly Family 2xCCR 2006: 2.1 x CCR
parent of a family Since 2007: 2.2 x CCR
with 7 and more
children
Single parent child  Monthly Per child 2 x CAR
allowance
Child’s school Annual Per child 3 x CAR Abolished in 2009
allowance
Allowance for a Monthly Per child 6 x CAR Since 2007 - 10 x CAR

child in guardianship

or in foster care

Conscript’s child Monthly Per child 5 x CAR
allowance

Start in independent Lump sum  Perchild 40 x CAR
life allowance

Note: CAR — Child allowance rate, 150 EEK in 20@®2; CCR — Childcare allowance rate, 1,200 EEK
in 2005-2009

Child allowance (apsetoetus 300 EEK (= 2 x CAR) per child per month. Non-tabealSince
1 July 2007 quarterly allowances for families watlor more children (see below) were merged
with monthly child allowances and the former webslegshed. Since 1 July 2007 the third and
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any consequent child receives 6 x CAR (900 EEK) mpenth. (See als@&llowance for
families with 3 or more children below).

Single parent child allowance iiksikvanema lapse toetyts 300 EEK (= 2 x CAR) per child
per month, paid as a supplement to the child alhm@a Non-taxable. Single parents are the
parents of resident dependent children whose tegdtstration certificate does not have an entry
concerning the father or an entry has been madbdeibasis of a statement by the mother or
whose parent has been declared to be a fugitive.

Allowance for families with 3 or more children / triplets (kolme- ja enamalapselise pere
ning kolmikuid kasvatava pere toetlusin 2005 for families with 3 children, 150 EEK (AR)

per child is paid once a quarter as a supplemeothi@r child benefits; for families with 4 or 5
children, 300 EEK (= 2 x CAR) per child, and forfdies with 6 or more children, 375 EEK (=
2.5 x CAR) per child. For families with triples it 900 EEK (6 x CAR). A large family
applicable to these benefits can only receive afiteflom one of these categories. It is non-
taxable. In 2006 the benefits were increased (sdT8) and then abolished since 1 July 2007.
Monthly child benefits were increased for familieth more than three children (see also
Child allowance above).

Childcare allowance {apsehooldustasy 600 EEK (= 1/2 x CCR) per month for every child
up to 3 years old, 300 EEK (= 1/4 x CCR) per mdotheach eligible child from 3 to 8 years of
age. Additionally 100 EEK per month for every child to one year old. Paid to one of the
parents in respect of children under 3 years ofeegkin respect of children from 3 to 8 years of
age if there are 3 or more children or childrenam@ years of age in the family. It is non
taxable and there is full accumulation with labearnings, and other benefits, except maternity
benefit and parental benefit.

Since 2006 the duration of parental benefits has becreased, and therefore the additional
element for children less than 1 year old is effety redundant (about 20 families receive it in
a year).

Since 1.1.2009 if a parent receives parental besngin the parent cannot receive the child care
allowance also for any other children.

School Allowance Koolitoetug: 450 EEK (= 3 x CAR) for each child receiving child
allowance and enrolled in daytime studies, paiceangear at the beginning of the school year.
It is also non-taxable. Note that in 2009, it wheleshed.

Allowance for a parent raising 7 or more children ¥ ja enamalapselise pere vanema
toetug: Since 2005 the state offers a special allowancéh®parent of seven or more children,
2,400 EEK (2 x CCR) per month. Non-taxable. In 2@0&as increased to 2520 EEK (2.1 x
CCR) and in 2007 to 2640 EEK (2.2 x CCR).

Conscript's child benefit (ajateenija lapse toetysis applicable to the child whose parent
serves in the Estonian Defence Forces in casehiliereceives child support. 750 EEK (= 5 x
CAR) per month. Non-taxable.

Foster care allowancgeestkostel vdi perekonnas hooldamisel oleva lapstus is paid for a
child who is deprived of parental care, if guardiaip has been established for him or her or a
foster care contract has been entered into withertsto him or her, and who receives child
allowance payments. Upon termination of guardigmshifoster care when a child attains 18
years of age, the payment of an allowance continaésthe end of the school year when the
child attains 19 years of age. Foster care allowamas 900 EEK (= 6 x CAR) in 2005 and it
was increased to 1500 EEK (=10 x CAR) in 2007. o@ble.
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Childbirth allowance (sunnitoetu3. One of the parents has the right to receive bhilal
allowance, which in 2005 was 3,750 EEK (= 25 x CA®)a first child and 3,000 EEK (= 20
CAR) for each subsequent child. In the case of Hipreibirth, childbirth allowance is also paid
at twenty-five times the child allowance rate facke child. In 2006 it was increased to 5000
EEK for all children. An adoptive parent, guardian caregiver has the right to receive
childbirth allowance, if childbirth allowance hastrbeen paid for the same child earlier. Non-
taxable.

Adoption allowance {apsendamistoetys An adoptive parent residing in Estonia permanently
or on the basis of a temporary residence permit fndno an adopted child does not descend and
who is not a step-parent of the child has the righteceive adoption allowance, if childbirth
allowance has not been paid to the family for thmes child earlier. The amount was 3,000
EEK (= 20 x CAR) in 2005. Non-taxable. In 2006 asMncreased to 5,000 EEK.

Start in independent life allowance élluastumistoetuksis a benefit paid to the person without
parental care who has been raised in a social reelfstitution or a school for children with
special needs in case the person starts livingpentently in a new residence. The amount is
6,000 EEK (=40 x CAR) in 2005. If the person hpsrd in the aforementioned institution less
than 3 years, the support is reduced by 2.5% fdn egonth less than three years. Non-taxable.

Benefits compensating the periods out of the labounarket

Maternity benefit (stnnitushiivitig is one of the benefits for temporary incapacity mrk,
regulated by thélealth Insurance Act (Ravikindlustuse seaditsis paid to insured person in
the event of pregnancy and maternity leave. A magrwoman has the right to receive
maternity benefit for 140 calendar days or, in tase of a multiple birth or delivery with
complications, for 154 calendar days if the pregyaand maternity leave of the woman
commences at least 30 calendar days before theatstl date of delivery as determined by a
doctor. The size of the benefit is her averagegnesome taxed with social tax (i.e. earnings)
per calendar day in the previous calendar ye& téxable with income tax.

Parental benefit (vanemahiviti3: From 1 January 2004, théarental Benefit Act
(Vanemahivitise seadusitered into force, with the aim to compensaterfoome not received
by stay-at-home parents in the first year of thidhlife. The right to the parental benefit is
granted to the parent, adoptive or foster paremardjan or caregiver, who is a permanent
resident in Estonia or a foreigner living in Estooin terms of a temporary residence permit. In
2004 and 2005, parental benefit was paid untilethe of a 365-day period from the beginning
of the pregnancy and maternity leave, i.e. it idelithe period of receiving maternity benefit.
The duration was increased to 455 days in 2006@bd5 days in 2008 (see Table 9).
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Table 9.0verview of parental benefit, in 2005-2010

2004 2005 2006 2007 2008 2009 2010

Maximum days
(together with pregnancy and 365 365 455 455 575 575 575
maternity leave benefits)

... for parent who did not

receive maternity benefits 11 11 14 14 18 18 18
(months)
... for parent who received 295 295 315 315 435 435 435

maternity benefits (days)

Parental benefit rate (minimum
rate) (EEK)

Parental benefit at the rate of
minimum wage (EEK)

Maximum parental benefit 15,741 17,472 19,191 24,6225,209 30,730 35,316

2,200 2,200 2,480 2,690 3,600 4,350 4,350

2,480 2,690 3,000 3,600 4,350 4,350 4,350

Source: Ministry of Social Affairs; Estonian NatarSocial Insurance Board

The size of the benefit is calculated accordinthbapplicant’s average monthly gross income
taxed with social tax (i.e. earnings) in the pregic@alendar year (generally 100%). Persons who
did not receive any earnings (e.g. non-working shis) are paid the parental benefit at the
parental benefit rate (2,200 EEK in 2005; 3,600 BEER008 and 4350 EEK in 2009 and 2010).
Persons whose average monthly income in the prewear was less than or equal to the
minimum wages are paid the parental benefit inatmount of the minimum monthly wages
(2,690 EEK in 2005; 4,350 EEK in 2008-2010). Theximmaum amount of the monthly benefit
is three times the average monthly income taxeti wiicial tax in the calendar year before
(17,472 EEK in 2005; 25,209 in 2008). The parehtalefit is subject to income tax. (Ministry
of Social Affairs “Social sector in figures 200 86-87).

Additional childcare leave and breaks:Under the Holidays Act and the Working and Rest
Time Act the following are financed from the stétedget: the additional childcare leave of a
parent raising a disabled child, the additionallddare leave of one parent (3 or 6 days,
depending on the number of children) and the aalthti childcare leave for fathers (10
workdays). The father is entitled to additional ldbare leave either during the mother’'s
pregnancy and maternal leave or within 2 monthmftiee child’s birth. The daily rate for the
additional childcare leave was 66 EEK in 2005, d@rid taxable with income tax. In 2008 the
daily rate of additional childcare leave for fathevas made dependent on fathers’ previous
earnings, but in 2009 the compensation was abalialiegether.

A working person raising a child under 1.5 yearsagé is entitled to additional breaks for
feeding the child — the minimum of 30 minutes a#gery three hours. The additional breaks
may be added up and used to shorten the workday efiiiployees are paid average wages for
the additional breaks from the state budget.

Other family benefits

Families are also paid a lump si@nefit for holding funerals (matusetoetyson the territory
of Estonia under th8tate Funeral Benefit Act (Riikliku matusetoetiessadss) Non-taxable.

Compensation of study loangdppelaenu kustutamine Pursuant to th&tudy Allowances and
Study Loans Act (Oppetoetuste ja Gppelaenu seathesktate started partially writing off the
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parents’ study loans since 2004, writing off 50%tlu# study loan balance of a parent of one
child, 75% of the study loan balance of a parentris and 100% of the study loan balance of
a parent of triplets. 50% of the loan balance igten off upon the birth of every new child.
(Ministry of Social Affairs “Social sector in figes 2006”, pp 86-87). The compensation
scheme was abolished since 1 July 2009 as a refuitscal constraints of the central
government.

1.3.3 Unemployment benefits and social assistance bensfit

In 1991-2002 the unemployment compensation systersisted only of flat rate unemployment
assistance benefits. In 2002 unemployment insursystem was introduced and the payment of
unemployment insurance benefits started in 2008. drfemployment compensation in Estonia
includes two tiers:

a) unemployment insurance (Ul) benefits, which dependprevious earnings and are
financed from statutory unemployment insurance ridomions. Unemployment
insurance system is administered by the Estonisampioyment Insurance FunBésti
Tootukassy

b) unemployment assistance (UA) benefits, which aerfite and are financed from the
state budget. National Labour Market BoarBodturuamet was responsible for
administering the unemployment assistance systéii2009, when it was merged with
the Unemployment Insurance Fund.

In addition to that there are severance payments.

Unemployment insurance benefit {o6tuskindlustushivitiy. The unemployment insurance
operates as a compulsory insurance and is finabgethe contributions of employees and
employers. In order to receive an unemploymentrarste benefit, three main requirements
have to be met. One must meet the eligibility rezpaents, be involuntarily unemployed, and
be registered as unemployed. Unemployment insuraacers all employees (aged 16 to the
legal pension age), except self-employed, membermamagement and controlling bodies of
legal persons and some categories of civil servaitbe eligible for Ul benefit a person should
register as unemployed in the public employmentiserand needs to have worked and made
contributions for at least 12 months during thevimes 24 months. (Note: in 2007 the period
was extended to 36 months.) Unemployment insurbeoefits are not paid to those who leave
their job or service voluntarily (to be change®013) or who lose their job because they do not
perform as agreed, lost confidence of their emplayebehaved in an indecent manner. These
persons still receive unemployment assistance kieng&he Ul benefit may be stopped if the
person refuses an offer of suitable work or dogshow up at the public employment at a fixed
date.

As persons receiving old-age pension or are olun tegal pension age are not allowed to be
registered as unemployed in PES, they are alsoeligible for unemployment insurance
benefits or unemployment assistance benefits.

The level of the Ul benefit depends on the previawerage gross earnings. During the first 100
calendar days of unemployment the replacementigd&6% of the previous gross earnings and
afterwards it falls to 40%. The gross earningsrrédethe average daily gross earnings of the
previous calendar year but no more than 3-timesagectaxable wages in the previous calendar
year. Since 2007 last 9 months of earnings.

There was no lower limit for the benefit in 2006r¢th 1 January 2007 to 31 June 2009 it was
1,000 EEK, since 1 July 2009 it is 50% of the mimimwage of the previous year). Ul benefits
are subject to income tax and this is withheld wienbenefits are paid out by the Ul fund.
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To discourage entry into unemployment, Ul systewolves a waiting period of 7 days before
the benefit payment starts. The duration of thempieyment insurance benefit ranges from
180 days up to 360 days depending on the lengtiomifribution payments. During the first 5
years of the system (including 2005), the insurdmaeefits are paid up to 180 days since the
contribution period cannot exceed necessary 5 @it is counted only from January 2002.
Since 2007 it can be 270 days and since 2011 ibee&860 days.

After expiry of the insurance benefit, the unempldycan apply for unemployment assistance
benefits for the remaining days and for socialstaace thereafter.

Table 10.0verview of unemployment benefits, in 2005-2010

2005 2006 2007 2008 2009 2010
Unemployment insurance benefits
Maximum duration (days) 180 180 270 270 270 270
Minimum contribution period 12 months during 12 months during last 36 months
for eligibility last 24 months
Required contribution period
for benefits
180 days 5 years - 55 months
270 days (since 2007) 5-10 years 56-110 month
360 days (since 2011) 10 or more years 110 or more months
Base income for benefit Last 12 months’ Average wage of the last 9 months earlier than 3
average wage months before the unemployment
Amount of the benefit 50% of the base amount dufiirst) 100 days, 40% during the

remaining period

Maximum daily benefit basis (3
times the average of the 562 630 748 885

previous year), EEK 1,015 894
Maximum monthly  benefit
(replacement rate (here using
50%) times maximum daily
basis during 31 days), EEK 8,704 9,764 11,598 13,718 15,725 13,857
Minimum benefit 0

None None UA UA UA SO/Brl\él\\//i\f)SL

benefit benefit  benefit year

Unemployment assistance benefits (unemployment all@ance since 2007)
Maximum duration (days) 270 270 270 270 270 270
Amount (EEK) 400 400 1,000 1,000 1,000 1,000
Required contribution period 180 180 180 180 180 180
(days)
Eligible period for contribution 12 12 12 12 12 12
(months)

Source: Unemployment Insurance Fund
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Unemployment assistance benefit(tootu riiklik abiraha), since 2006 unemployment
allowance {06tutoetuy Eligible for the unemployment assistance beraett persons, aged 16
to the legal pension age, who do not fulfil thegigliity criteria (e.g students, persons who
terminated their previous employment voluntarilgy Ul or who have exhausted their Ul
benefits. The person must have been employed cagedgin activity equal to work (e.g.
studying) for at least 180 days during the 12 menthor to filing an application with an
employment office. Benefit is suspended for 10 dayke person refuses an offer of suitable
work or does not show up at the PES at a fixed fdmtéhe first time. Benefit is stopped if the
person refuses an offer of suitable work or dodgsshow up at the PES at a fixed date for the
second time.

The level of UA benefit is fixed by the Governmemd was 400 EEK in 1999-2006. It was
increased to 1,000 EEK in 2007. (Formally, thera daily rate of 32.90 EEK per day.) The UA
benefits are not subject to income tax. UA bendditformally income tested: only the
unemployed whose income is below the unemploymesistance are entitled to the benefits. It
is not known in practice if and how this incomet isdollowed.

Duration is generally 270 days. If the reason &mination of the previous employment was

violation of the duties of employment, loss of ddehce or indecent act, the UA is paid up to

210 days. If a person has less than 180 daysthatietirement age after the receipt of 270 days
of UA, the payment of UA will be extended until tperson reaches the retirement age. The
unemployed people who have received Ul benefitsafghorter period than 270 days receive
UA benefits until the end of the period of 270 days

Severance paymentgkoondamishivitised) According to the Employment Contract Act
(Toolepingu seadus)he employees are entitled to severance payméntisei reason for
dismissal was liquidation of enterprise, bankrupmi€yhe employer, lay-off or age. The amount
of the severance payments depends on previous madkd and ranges from 2-4 months’
salary. If the contract was terminated becausethgioyee was not suitable due to professional
skills or health, the severance payment is 1 merghlary. In public sector the amounts of the
severance payments can be much higher as compmatkd private sector. The amount of the
severance payment in public sector depends alstheoitength of previous employment and
ranges from 2 month’s salary up to 12 month’s galar 2009 changes took place reducing
severance payments.

Table 11.Severance benefits

Job tenure Extent of benefit Financier of the benefit
(months of previous
average salary)

Before 1 July 2009 Up to 5 years 2 months Employer
5-10 years 3 months Employer
10 and more years 4 months Employer

Since 1 July 2009 Up to 5 years 1 month Employer

Employer (1 month) +
UIF (1 month)

Employer (1 month) +
UIF (2 months)

5-10 years 2 months

10 and more years* 3 months
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* Note: In case of people who have employment tenmore than 20 years, a five-year transition time i
implemented, during which they will retain the eixig level of redundancy benefits — that is, four
months’ earnings. After that, their benefit will lmvered to 3 months salary. Before 1 July 2008, th
redundancy benefits were complemented by additiddwlefits by the UIF in case of collective
redundancies.

SourceEmployment Contracts Act, Unemployment Insurante Ac

There are alstraining allowanceg(stipendiunm and transport and accommodation allowances
(sbidu- ja majutustoetiisfor the unemployedvhich are meant to cover actual costs of
participation in active labour market measuresir(ing, work practice). Until 2006 the
maximum amount was 1,200 EEK per month. The duratifothe allowances depends on the
duration of the respective active labour marketsuea The amount of training allowance was
1.5 times the unemployment assistance benefit 2605. Since 2006 the training allowance
and transport allowance are fixed every year with state budget. For example, in 2010 the
training allowance was 60 EEK per day and the amofitransport allowance is 1.50 EEK per
km. The allowances are non-taxable.

Subsistence benefit tbimetulekutoetu® is a means-tested benefit guaranteeing a minimum
income to all residents. Households whose inconter gfayment for housing expenses,
calculated according to certain general criterid sypecific rules set by municipalities, is below
the subsistence level are entitled to these bendtite details are given in section 2.3.9.

In 2005, subsistence level was 750 EEK for the fmiember and 80% (500 EEK in 2005) for
the each subsequent member of the household. Véleidechanged in an ad hoc manner as cost
of living increases. In 2007 the level was 900 EfeK the first member and in 2008 it was
increased to 1,000 EEK. Duration is unlimited, guanted and renewed on monthly basis.
Municipalities have the right to refuse the paymehbenefits to people in working age and
capable for work, but who do not study or work, amitb have repeatedly refused to accept
suitable work. Means-test is based on current deslple income (i.e. net of withholding income
tax). Certain types of income are not counted ah@ursehold income, for example, family
allowance for families with 3 or more children, Eddenefits for disabled persons, one-off
benefits (e.g. birth grant, funeral grant), tragistipends. The benefit is non-taxable. Local
authorities may pay additional social assistancefis.

1.3.4 Social benefits for the disabled

Social benefits for the disabled(puuetega inimeste sotsiaaltoetugedre regulated by the
Social Benefits for Disabled Persons Act (Puuetegaeste sotsiaaltoetuste seadusjsabled
people are paid special benefits to support thegaddent coping and social integration and
equal opportunities of disabled people. Social benr disabled persons are granted and paid
to permanent residents in Estonia or persons liwimdstonia on the basis of a temporary
residence permit in case of moderate, severe ofoymd disabilities for compensating
additional expenses arising out of the disabilitg &or activities established in the rehabilitation
plan.

The types of social benefits to disabled persoadts disabled child allowance, disabled adult
allowance, care-giver's allowance, disabled pasendllowance, education allowance,
rehabilitation allowance and in-service trainintpalnce. The benefits are calculated on the
basis of the rate of social benefits for disabledspns, which is established by the Parliament
for every year in the state budget.
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Disability is determined regardless of a persomje and the main criteria in determining the
degree of severity are the extent of outside asgist and the amount of additional expenses
arising out of the disability.

The benefits are monthly benefits and the sizé@bienefit depends on the degree of disability.

Table 12 Amounts of social benefits for disabled persons

Type of benefit Severity of Amount (EEK  Changes in
disability per month) 2006-2009
2005
Disabled child allowance Moderate 860 Since 2006: 1,080
Severe and profound 1,020 Since 2006: 1,260
Disabled adult allowance Moderate 200
Severe 420
Profound 640
Caregiver’s allowance
to a non-working parent of a 300
disabled child aged 3-16
to a non-working parent of a Severe disability 240
disabled child aged 16-18
Profound disability 400
to a non-working caregiver or Severe disability 240 since 01.04.2005
guardian of a disabled person aged obligation given
18 and older Profound disability 400 to local munici-
palities
Disabled parent’s allowanceper 300

child)

Benefits are non-taxable. Benefit is granted fromage of 16 years for the period of disability
(which for persons under 65 years of age couldrbm 6 months to 3 years). The period is
renewable. It often accumulates with pension feapacity to work toovoimetuspensigrand
old-age pensiorv@naduspensign

There are also allowances for education, rehatidita in-service training. The state also
compensates 50-90% of the cost of the device abllid people, the elderly and children, who
need prostheses, orthopaedic and other aids.

1.3.5 Health insurance benefits

Health insurance benefit{ravikindlustushivitiy are regulated by thelealth Insurance Act
(Ravikindlustuse seadus

In Estonia, health care is financed from fundsgiestied for health insurance in the state budget
via the Health Insurance FunBgsti Haigekas9a as well as with direct allocations from the
state budget, municipal and city budgets, by pttiend from other sources (e.g. foreign aid,
enterprises). The health insurance system is dedifpr compensating the insured persons for
the cost of disease prevention and treatment,deeaf medicines and medical appliances and
for paying benefits for temporary incapacity fornwand other benefits.

The compulsory health insurance applies in Est@mge 1 January 1992. Employers are
obligated to pay social tax for employees, whichludes 13% of gross wages for health
insurance. People in business for themselves (Bolarietors) are obligated to pay the social
tax on their business income themselves.
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Insured persons are permanent residents of Estumipersons living in Estonia under a
temporary residence permit, the social tax for whermaid by the employer or the state or by
themselves (this is discussed in detail in secti@gh), as well as equivalent persons under the
Health Insurance Act for whom social tax is notpdi) pregnant women starting from the 12th
week of pregnancy; 2) children up to 19 years @; &) recipients of state pension in Estonia,
4) an insured person’s dependent spouse with hems five years until retirement age; 5)
students of up to 21 years of age acquiring basicaion, students of up to 24 years of age
acquiring general secondary education or vocatiseabndary education after basic education,
students acquiring vocational secondary educatftear aecondary education and permanent
residents of Estonia acquiring university education Estonian educational institutions
established and operating under legal acts or wivakpnt educational institutions abroad.
(Ministry of Social Affairs “Social sector in figes 2006”, pp 67-68).

Health insurance benefit is either in kind (head#irvice, necessary medicinal products or
medical device), or in cash (a sum of money whightealth insurance fund is required to pay
to an insured person under for the health careresgseincurred by the person or upon his or her
temporary incapacity for work). The Health Insurarfeund finances outpatient and inpatient
services provided to insured persons, and in cedases also rehabilitation and nursing care
and dental care services. Uninsured persons hawggtht to emergency care.

Health insurance benefits in cash are the following

1) benefit for temporary incapacity for work;
2) adult dental care benefit;
3) supplementary benefit for medicinal products.

1. Benefits for temporary incapacity for work (ajutise t66vdimetuse hivifisprovide an
earnings-related benefit for periods of absencefwork for illness or for caring for another
person. The types of benefit for temporary incaydor work are:

1) sickness benefit;

2) maternity benefit;

3) adoption benefit;

4) care benefit.

The benefits for incapacity for work are calculatedthe basis of the insured person’s income
calculated on the basis of the social tax paidmdutine previous year. There is no upper ceiling.
The percentage of the benefit paid of the avenagene per calendar day is:

* 80% in the event of receiving in-patient health/esss or nursing a child under 12
years of age in a hospital;

* 80% in the event of caring for a child under 3 geaafrage or for a disabled child under
16 years of age when the person caring for thel ¢hihimself or herself ill or is
receiving obstetrical care;

* 80% in the event of receiving out-patient healtivises, nursing a family member who
is ill at home, temporary release from the perfarogaof his or her duties, or
quarantine;

e 100% in the event of nursing a child under 12 yeaege at home;

« 100% in the event of pregnancy and maternity leav@ the event of adoptive parents
leave;

* 100% in the event of an illness or injury caused assult of an occupational disease or
an accident at work;

« 100% in the event of preventing a criminal offerfm®tecting national or public
interests or saving a human life.
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Benefits are paid for various periods — for up teuécessive days in case of caring for a sick
family member and quarantine, for up to 14 daysaise of caring for a sick child, and generally
for up to 182 days in case of illness and occupati@ccident (in case of tuberculosis 240
days). In case of certificates for sick leave, liignare paid starting from the second day of the
leave and in case of certificates for maternityéeand care leave, starting from the first day. In
total the sick may be 250 calendar days per cafteywhx. Insured persons receiving a pension
for incapacity for work or insured persons who atdeast 65 years of age have the right to
receive sickness benefit up to 60 consecutive dalediays for one illness but not for more than
a total of 90 calendar days per calendar year.

Note that since July 2009 there are considerabngds concerning the employee’s and
employer’s responsibility. In case of sickness lfignemployee’s responsibility is first three

days, employers have to pay benefits from the lfountil eighth day of the leave, and Estonian
Health Insurance Fund starts paying from the natdly. Also since July 2009 some of the
replacement rates changed. The 80 percent caseseaudrced to 70%.

2. Adult dental care benefit (aiskasvanute hambaraviteenuse hivjtis

The adults pay for their dental treatment and destthemselves and the Health Insurance Fund
compensates for these payments up to the rate fixagte Minister of Social Affairs. In 2005
and 2006 it was 150 EEK per year (in 2007 and ZBBEEK per year). Since 1 January 2009
it was abolished for those aged 19-62. Higher corsgion rates are established for pregnant
women (in 2005 450 EEK per year), mothers of ckitddup to 1 year of age and those having
greater need for dental treatment because of sekfie 2005 both 300 EEK per one year, in
2007 450 EEK per year). In case of dentures thel B@mpensates once every three years for
the amount paid for dentures by insured persong, avk at least 63 years old. In 2006 the
amount is 2,000 EEK per 3 years. (Source: http:iivhaigekassa.ee/kindlustatule/hambaravi)

3. Supplementary benefit for medicinal products t@iendav ravimihtvitiy

The Health Insurance Fund additionally compensétesamounts paid by the insured for
medicinal products during the calendar year, wkaah amounts fall between 6,000 and 20,000
EEK. If the insured person has made an own contobubetween 6,000 and 10,000 EEK
during a calendar year, the Health Insurance Famdpensates 50% of the amount exceeding
6,000 EEK. If this own contribution is between M0and 20,000 EEK, the Health Insurance
Fund additionally compensates 75% of the amoun¢ekag 10,000 EEK. The fund does not
compensate amounts beyond 20,000 EEK. Total beraafitot exceed 9,500 EEK annually.

1.3.6 Local benefits

According to theLocal Government Organisation Act (Kohaliku omaigaise korralduse
seadus)he Council of any city or rural municipality is eowered to provide local benefits to
people who are living and are registered in theuRdipn Registry for the respective region.
The variation of local benefits given in municipi@s is large. Benefits differ on type, amounts,
application conditions etc.

A study conducted by Ainsaat al (2004) showed that the majority of the municipeditgive
family and child support related local benefitseTiost common is benefit for birth support,
however also such benefits as benefit for crisiggd family benefits etc are present in many
regions. For more details of this study see Table 1

As to the importance of such benefits, from théat@ixan be also seen that the family and child
related local benefits in 2003 accounted approxeiga?7 million EEK in 2003, which is
approximately 0.5% of the total social expendituaesording to ESSPROS statistics (Table
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13). During the economic boom years 2006-2008 nipalities increased the benefits (see
Ainsaar, Soo 2009)

Table 13.Local benefits for families in 2003

Benefit Share of Average Total expenditures Number of

municipalitie amount of in all recipients

s giving the benefit per municipalities,

benefit, % recipient per EEK
year, EEK

Birth benefit 94 1,710 33,201,279 13,350
School food 84 181 7,693,081 36,347
Support for buying spectacles 78 517 883,526 3,81
Crisis support 72 685 6,642,147 11,957
Christmas support 60 172 3,249,816 42,406
Medicine support 59 491 655,877 1,975
Schooling equipment benefit 56 378 2,707,234 B, 72
Primary school graduate benefit 51 412 1,085,199 2,562
Disabled child benefit 49 3,790 1,679,651 799
Transport cost reimbursement 47 1,169 1,453,238 ,8073
Secondary school graduate 46 543 951,751 1,782
benefit
Large family support 42 936 3,228,356 4,869
Start school support 42 456 1,985,022 3,783
Reimbursement of social service 37 947 1,183,619 1,985
Reimbursement of clothing/ 37 518 273,436 2,654
footwear
Support for excellent pupils 32 677 808,998 1,980
Beginning of school benefit 23 482 1,458,378 8,56
Baby-package 21 429 2,900,968 4,404
Student housing benefit 18 4,155 1,971,204 1,278
Additional school food support 7 1,049 1,789,423 2,427
Baby support 4 962 1,104,601 1,038

Source: Aidarov, A. Kohalikud laste- ja peretoetlfgestis 2003. aastal. Sotsiaalt6d nr 5/2005, pp439
quoted from Ainsaar, M. Soo, K. Aidarov, A. Omatsliste toetus lastega peredele 2003-2004, TU
sotsioloogia ja sotsiaalpoliitika osakond

1.3.7 Scope and scale of social benefits

The following tables provide an indication of theative scale and coverage of each benefit by
showing the number of recipients and the experelitur each benefit. Table 14 presents the
share of recipients as percentage of populatione Nwat for some benefits only total annual
number of new cases is available and not the nuoftdifferent recipients (see notes below the
table). This means we may overestimate the actumlesof recipients as some people may
receive benefits several times a year. Still iegian overview which benefits are most frequent.

The largest share of people receive health inserlenefits (about 1/3) and pensions (about
20%). About one fifth of the population receivesvensal child allowances. About 8-9% of the
population receives allowances for disabled persohise share of people receiving
unemployment benefits is relatively low due to lomemployment benefits and relatively strict
eligibility criteria. Subsistence benefits are iiged by 4% of the households.
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Table 14.Social benefits: recipients (as % of population)

2005 2006 2007 2008 2009

Health insurance benefits(paid sick leave, 38.7% 425% 46.2% 43.9% 30.9%
except maternity benefit)
Pensioners
Old age pension (vanaduspension) 22.1982.0% 21.9% 21.9% 21.9%
Survivor's pension (toitjakaotuspension) 1.0% 1.0% 1.0% 09% 0.9%
National pension (rahvapension) 0.8% 0.7% 0.6% 0.6% 0.5%
Disability pension (t66vdimetuspension) 4.4% 4.6% 49% 5.0% 52%
Allowance for disabled peoplddisabled child 8.2% 8.6% 8.8% 8.9% 9.3%

allowance, disabled adult allowance, caregiver’s
allowance, disabled parent’s allowance)
Family and children

Maternity benefit (sinnitushivitis) 0.8% 0.9% 1.0% 1.0% 0.9%

Parental benefit (vanemahuvitis) 0.7% 1.0% 1.0% 1.4% 1.5%

Childcare allowance (lapsehooldustasu) 3.7%3.6% 3.7% 35% 3.1%

Child allowance (lapsetoetus) 21.3%20.4% 20.1% 19.8% 19.5%

Single parent child allowance (Uksikvanema 1.8% 2.0% 20% 1.9% 1.8%

lapsetoetus)

Large family allowance (3+/triplets) (3 ja 5.2% 5.2% 4.6%

enamalapselise pere toetus)

Childbirth allowance (stinnitoetus) 1.1% 1.1% 1.2% 1.2% 1.2%

School allowance (lapse koolitoetus) 14.1%13.4% 12.9% 12.3% 0.0%

Conscript’s child benefit (ajateenija lapse 0.0% 0.0% 0.0% 0.0% 0.0%

toetus)

Foster care allowance (ajateenija lapse toetus) %0.2 0.2% 0.2% 0.2% 0.2%

Adoption allowance (lapsendamistoetus) 0.0%0.0% 0.0% 0.0% 0.0%
Unemployment

Unemployment insurance benefit 0.9% 0.7% 0.6% 1.1% 4.3%

Unemployment assistance benefit 2.3% 1.5% 1.3% 18% 3.5%
Housing

Subsistence benefit (toimetulekutoetus), 5.2% 3.5% 24% 2.1% 3.6%

households

Notes: Population figures — beginning of the y@ansioners — beginning of the year; family benefit
recipients — end of the year; health care benefitdal number of cases within the year; subsigtenc
benefits — total number of households receivingatbreefit within the year; unemployment insurance
benefits - total persons receiving the benefihimithe year; old-age pensions include anticipatdcage
pensions.

Source: Statistics Estonia, on-line databasealastssed 3 September 2010; own calculations

According to ESSPROS statistics, which includeshbotkind and cash social expenditures,
majority of expenditures goes to categories of theahre (about 32%) and old-age (43%).
Expenditures on families and children 12%, disgbtthkes 9.4%. The share of unemployment,
housing and social exclusion is 2.5% in total. Benén kind are relatively important in health
care (health services) and unemployment (activeualnarket policy measures). In all other
categories their share within the category is small
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Table 15.Social benefit: annual expenditures according t8 EHS0S

%7

Expenditures (min EEK)

Structure (%)

2005 2006 2007 2005 2006 2007
Health/sickness 6,913.82 7,831.3 10,045.7 31.9% 31.2% 33.4%
Cash benefits 1,083.44 1,259.8 1,694.2 5.0% 5.0% 6%b5.
Paid sick leave 876.57 1,020.1 1,297.1 4.0% 4.1% 3%A4.
Benefits in kind 5,830.38 6,571.6 8,351.5 26.9% 296. 27.8%
Disability 2,031.46 2,378.2 2,805.9 9.4%  9.5% 9.3%
Cash benefits 1,773.97 2,075.3 2,412.0 8.2% 8.3% 8.0%
Disability pension 1,127.02 1,400.6 1,720.5 5.2% 696. 5.7%
Care allowance 527.22 566.5 585.5 2.4% 2.3% 1.9%
Other cash benefits 119.73 108.3 106.0 0.6% 0.4% 4%0.
Benefits in kind 257.49 302.9 394.0 1.2% 1.2% 1.3%
Old age 9,337.45 11,1185 12,925.0 43.1% 44.4% 43.0%
Cash benefits 9,142.23 10,908.5 12,704.6 42.2% %3.5 42.2%
Old age pension 7,232.75 8,629.4 9,960.9 33.4% %84.4 33.1%
Anticipated old age pension 1,799.27 2,175.1 2,633.9 8.3% 8.7% 8.8%
(ennetdhtaegne vanaduspension,
valjateenitud aastate pension,
soodustingimustel vanaduspengion
National pension 110.21 104.1 109.8 0.5% 0.4% 0.4%
Benefits in kind 195.22 210.0 220.4 0.9% 0.8% 0.7%
Survivors 185.24 214.3 240.1 0.9% 0.9% 0.8%
Survivors' pension 147.56 173.3 195.7 0.7% 0.7% 0.7%
Death grant 37.68 41.0 445 0.2% 0.2% 0.1%
Family and children 2,630.10 3,044.4 3,479.3 12.2% 12.1% 11.6%
Cash benefits 2,507.19 2,914.2 3,318.7 11.6% 11.6%11.0%
Maternity benefit §tinnitushivitis 297.41 358.8 459.5 1.4% 1.4% 1.5%
Parental benefitanemahuvitis 552.56 898.0 1,113.1 2.6% 3.6% 3.7%
Childcare allowance 286.67 268.9 278.4 1.3% 1.1% 0.9%
(lapsehooldustasu
Child allowance @psetoetus 1,034.88 1,006.7 1,059.8 4.8% 4.0% 3.5%
Single parent child allowance 102.59 100.2 96.6 0.5% 0.4% 0.3%
(Uksikvanema lapsetoejus
Large family allowance (3+/triplets) 54.66 86.9 56. 0.3% 0.3% 0.2%
Childbirth allowance 48.30 72.6 78.1 0.2% 0.3% 0.3%
School allowanceldpse koolitoetus 85.82 81.3 77.7 0.4% 0.3% 0.3%
Other cash lump sum benefits 14.14 15.0 18.5 0.1% 0.1% 0.1%
(elluastumistoetus lastekodu
kasvandikule, alaealiste, vaegurite ja
tdiendava lapsepuhkuspédevade tasu,
lapsendamistoetiis
Other cash periodic benefits 30.17 26.6 39.9 0.1% 0.1% 0.1%
(eestkostetava v8i perekonnas
hooldamisel oleva lapse toetus,
tasuline lapsetoitmise vaheaeg,
lastetoetus kutsekoolis dppivale
lastekodulapse)e
Benefits in kind 122.91 130.2 160.6 0.6% 0.5% 0.5%
Unemployment 286.10 226.1 347.6 13% 0.9% 1.2%
Cash benefits 200.22 1445 237.6 0.9% 0.6% 0.8%
Unemployment insurance benefit 99.69 81.6 122.9 %0.5 0.3% 0.4%
Unemployment assistance benefit 42.52 24.4 52.3 %0.2 0.1% 0.2%
Vocational training allowance 10.24 9.3 7.4 0.0% 0%. 0.0%
20.83 14.2 31.0 0.1% 0.1% 0.1%
Continued...
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Redundancy compensation
(koondamishivitised)

Other 26.94 15.1 24.0 0.1% 0.1% 0.1%
Benefits in kind 85.88 81.6 110.0 0.4% 0.3% 0.4%

Housing 50.33 83.0 53.3 0.2% 0.3% 0.2%
Social housing 13.80 18.1 35.9 0.1% 0.1% 0.1%
Part of subsistence benefit, to cover 36.53 64.9 17.4 0.2% 0.3% 0.1%
housing costs (imputed)

Social exclusion 211.15 166.2 183.2 1.0% 0.7% 0.6%
Subsistence benefit 171.30 121.9 119.6 0.8% 0.5% 0.4%
(toimetulekutoetus)

Accommodation (in kind) 27.90 29.6 43.1 0.1% 0.1% .1%
Other 11.95 14.7 20.5 0.1% 0.1% 0.1%
Total 21,645.65 25,062.0 30,080.1 100% 100% 100%

Notes: Annual expenditures exclude administratiost
Source: Statistics Estonia, Social protection egjiare and receipts, for ESSPROS.

1.4 Social contributions

Social insurance contributions finance pensionglthecare, and unemployment insurance
benefits. Conditions regarding contributions madéhe past determine eligibility and amount
of contributory benefits (unemployment insurancadfgs, maternity benefits, incapacity to
work benefits, pensions).

Contributions are either in the form of social tamxuunemployment insurance (Ul) contributions,
all specified as percentage of the gross wageRgree 1 below for a schematic definition of
the gross wage and other direct taxes on wages)cdleulation of social contributions for self-
employed are discussed in detail in the Sectior82.4

Figure 1. Schematic composition of labour cos2005

Health insurance (13%)—»

Pension insurance (20%)>—» Social tax
Employer’s Ul contributions (0.5%)}—» Contributions to unemployme
Employee’s Ul contribution (1.0%)y % - insurance fund
Contribution to Il pillar (2%)—»
I t )
ncome ta
(marginal tax rate 249
basic allowance 1,700 EEK) > Gross wag
(Tax Ibase fo > Tax base for
social tax an i i
After-tax wage —» ul ! xan ywthholdlng
income tax
contributions
J J

Social tax (sotsiaalmaKpis a financial obligation imposed on employers aatf-employed to
obtain revenue required for supplying state pensimurance and health insurance in the
country. Tax rate is 33% and the tax base is “gmage”. The 13% of social tax base is
transferred into the Estonian Health Insurance Fand 20% is transferred into pension
insurance schemes. In case the person participates funded pension insurance scheme (the
so-called ¥ pillar of the pension scheme), 4% of the socialisashifted from the state pension
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insurance scheme to the private pension schemaduditional 2% contribution of gross wage
will be paid by the employee into the pension sohe® pillar (see Figure 2 below).
Additionally employee may always contribute to thaluntary pension schemes™(®illar)
which are up to certain limit deducted from theome tax base. Note that both the individual
contribution of 2% and the 4% share transferrethfgmcial tax were temporarily suspended
from 1 June 2009 until 31 December 2010 due toettanomic crisis. Persons with ten years
from retirement (born 1954 or later) could, uporrsiiting a relevant application, resume
individual contributions (2%) from 1 January 2010 which case also state contributions on
account of social tax (4%) are transferred. Otlger groups may also continue to pay individual
contributions (2%) from 1 January 2010, but no gbations from social tax are transferred
(i.e. the scheme applied is 2+0%). For any othetigyggant of the funded scheme (i.e. persons
not opting for voluntary continuation of individuabntributions), contributions to the funded
scheme are gradually resumed from 2011, when a 1s&f#éme is applied, and from 2012 in
full amount of 2+4%.

Figure 2. Social tax and contributions to pensicreses

Social tax
33 %
Health insurance Pension insurance
13 % 20 %
X b
I pillar Il pillar I pillar
16 % 4%
+2% + voluntary

individual
contribution from
gross wage

The minimum monthly base for social tax calculatien by theState Budget Act (Riigieelarve
seadus)vas 700 EEK in 2005, which made the minimum sdeiglobligation 231 EEK (= 700
x 33%) per month. The minimum base was increasadugily, it was 1,400 EEK in 2006,
2,000 EEK in 2007 and 2,700 EEK in 2008. Since 20@9minimum base cannot be smaller
than the minimum wage.

There is no upper ceiling, except for self-employédter certain deductions relating to

enterprise, self-employed are not obliged to payasdax annually on an amount not more than
fifteen times the sum of the legal minimum monthigges for the taxable period, i.e. 446,400
EEK in 2005 (= 15 x 12 x 2,480), therefore limitittgeir maximum contributions to 147,312

EEK (= 446,400 x 33%) per year in 2005. In the daelihg years the ceiling increased

accordingly.

For certain inactive groups of people (e.g. par@msnaternity leave, unemployed, military
service, etc.) the state pays the social tax, basdtie minimum social tax base in most cases
(see Table 16), i.e. credited contributions. Initald, the state pays additional contributions to
the funded pension scheme (second pillar) on pardsgnefits. Some of the categories
(recipients of unemployment benefits and familydfég) are also included in EUROMOD.
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Table 16.Social tax paid by the state (credited contribig)on

Group Basis Rate Who pays

Recipients of unemployment insurance benefit Gtilss 13% Unemployment
benefit (health) Insurance Fund

Recipients of unemployment assistance benefit Mgnth 13% State budget
minimum (health)

Recipient of parental benefitgnemahivitis Monthly  33% State budget
minimum

Recipients of childcare allowandgapsehooldustagu Monthly  33% State budget
minimum

Recipients of benefit for parents of families wigbven and Monthly  33% State budget

more children geitsme- ja enamalapselise pere vanenmmainimum

toetuy

Dependent spouses of persons in certain publicpatins Monthly  13% State budget
minimum (health)

Persons who are paid caregiver's allowance pursimatite Monthly  33% State budget

Social Benefits for Disabled Persons Asttil the persons minimum
attain pensionable age

Conscripts in compulsory military service in the f@ece Monthly 33% State budget
Forces minimum
Estonian citizens or persons of Estonian nationaltio have Monthly  13% State budget

settled in Estonia from a foreign country and reeesocial minimum (health)
benefits under the&Social Welfare Act (Sotsiaalhoolekande
seadus)and their spouses, children and parents

Employees with loss of capacity for work of 40%moore in Monthly  33% State budget
certain cases minimum
Non-working accompanying spouses of diplomats andip Monthly  33% State budget

servants serving in foreign missions of Estonidil attaining minimum
pensionable age

Non-working persons who have participated in thdonthly 33% State budget
elimination of the effects of a nuclear disasterglear test, or minimum

an accident at a nuclear power station, until itigi

pensionable age;

To funded pension scheme (Il pillar): Gross 1% for State budget
) ) benefit each
Parental Benefitdanemahdtivitis related
child

Voluntary private pension contributions (3" pillar) may be in two different forms: a) pension
insurance policies offered by licensed private iagoge companies; b) units of voluntary
pension funds, which are managed by private fundagers. The third pillar pension market is
dominated by insurance companies, partly due teermpoeferential tax treatment compared to
voluntary pension funds.

Unemployment insurancecontributions (to60tuskindlustusmaksé3 a compulsory insurance
that covers an employee in case of becoming unemg]aollective closing or insolvency of
the employer, and an employer in case of colleatdgindancies. An unemployment insurance
contribution is paid by employees and employerse Tihemployment contribution payment
base matches the social tax base. Generally théogesis share is withheld from the gross
wage and the employer pays the contribution intamdito social tax. Self-employed and the
members of the management or controlling bodiesegél persons are not applicable for
insurance. Also persons who receive compensatioenwhaving their position (ministers,
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parliament members etc) do not hold the unemployniesurance contribution payment
obligation. The rate of the unemployment insuracmetribution for employees is set annually
between 0.5 and 2 per cent, and for employers leetWe25 and 1 per cent. The rates in 2005
were 1% for employees and 0.5% for employers ag tlawe been since the introduction in
2002. In 2006 they were lowered to 0.6% and 0.24pectively. In 1 June 2009 they increased
to 2% and 1% and in 1 August 2009 to 2.8% and 1.4%.

As persons receiving old-age pension or older tlegal pension age are not allowed to be
registered as unemployed in Public Employment $ervihey are also not eligible for
unemployment insurance benefits or unemploymenstasse benefits. Therefore they do not
have to pay employee’s part of the unemploymentrarsce contribution.

e Scope and scale

The following tables show the number of contribataand the composition of social
contributions, as a percentage of overall revenue.

Table 17.Social contributions: contributors (as % of popiola)

2003 2004 2005 2006 2007 2008 2009

Unemployment Insurance 43.7% 446% 459% 47.8% 49.4% 48.7% 44.1%
(employees*)

Social tax (employees*, self- 543% 55.4% 56.7% 57.9% 59.4% 58.9% 56.9%
employed, or covered by state)

Participants in the funded 26.0% 31.6% 357% 38.7% 41.3% 43.3% 44.3%
pension scheme (Il pillar), end of

the year

Active contributors to the funded n/a n/a n/a n/a n/a 27.3% 26.1%

pension scheme (Il pillar), end of

year

Contributors to the voluntary 4.30% n/a 5.60% 7.4% 10.4% n/a 10.1%
pension scheme (lll pillar)**

Notes Unemployment Insurance contributors, voluntarggien scheme contributors — whole
cumulative; Social tax and contributors to the ferhdystem —whole year cumulative; population —
beginning of the year; Social tax figures incluadydhose contributing pension part of the soc@al i.e.
excluding the social tax paid on unemployment bigé&ir health insurance.

* - paid by them or for them (e.g. employers)

** _ as people may have joined several voluntarggien funds, double counting is possible. Includes
also life insurance plans.

SourcesUnemployment insurance contributors — Unemploynhesurance Fund, annual report 2009;
Social tax — Estonian National Social InsurancerBpdata on pension insurance, various press edeas
Voluntary pension schemewww.pensionikeskus.e&arious press releases

The share of contributors to unemployment insurafucels as a percentage of population
reflects the overall share of workers in the potioiia which was about 46% in 2005. The share
of contributors of social tax is larger, becauseialdax is also paid for some inactive persons
by the state. The share of participants to the cisopy funded scheme (Il pillar) was about
36% of the population, but almost 78% of the empiegt in 2005. The share of active
contributors is smaller, because of temporary imdgtor unemployment of participants. The
share of participants continues to increase apdniEipation becomes compulsory for a larger
share of the population. The share of contributorghe voluntary funded scheme (11l pillar)
was about 5.6% of the population in 2005, but atmi&a3% of the employment. It has
increased steadily to 10% by 2009. About two thiofighe contributors participate via life
insurance funds and the rest invest directly imtointary pension funds.
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The largest contributions come from social tax (98%2005), of which most goes to pension
(56% of total social contributions). The share némployment insurance contributions is 3.7%
of total social contributions. Additional contriliais to the compulsory funded pension scheme

were 3.1% of total contributions.

Table 18.Social contributions: revenue

2005 2006 2007 2008 2005 2006 2007 _ 2008
EE‘Q‘;’" contributions (min 19,572 23,281 29,184 33,416 100% 100% 100%  100%
Social Tax (employers +
state; includes state 18252 21,973 27,500 31425 93.20 94.4% 94.2% 94.0%
contributions to the funded
pension scheme)
Of which health care 7,278 8,809 11,000 12,502 36.8% 37.8% 37.7% 37.4%
Of which pension 10,975 13,165 16,500 18,923 56.4% 56.5% 56.5% 56.6%
Of which part of the
social tax transferred to 4 167 1550 2036 2481  6.0% 67% 7.0%  7.4%
the funded pension
scheme
Employees additional
contribution to the funded 584 775 1,018 1,241 3.1% 3.3% 3.5% 3.7%
scheme

Funded pillar pension
contributions total (state
transfers+employees’
contributions)
Unemployment insurance
contributions (employees and 736 533 666 750 3.7% 2.3% 2.3% 2.2%
employers part)

1,751 2,325 3,054 3,722 9.1% 10.0% 10.5% 11.1%

Source: Social Tax — Statistics Estonia, onlinexdase; Contributions to the pension scheme — Estoni
National Social Insurance Board, annual revenue, deitd Estonian Tax and Customs Board, annual tax
revenue data; Unemployment Insurance Contributidtisemployment Insurance Fund

1.5 Taxes

1.5.1 Personal Income Tax (tulumaks)

Estonia applies a flat rate system to the persocame tax. Different income sources are taxed
uniformly. The single tax rate is applied on abbdar and personal capital income (capital gains,
royalties etc).

The personal income tax (PIT) system is an indiaidsystem, but a married couple may also
file a joint tax report if they wish (beneficial ifne has unused tax allowances which the other
one could claim for).

In 2005, the tax rate was 24% and the annual tadisierance 20,400 EEK or 1,700 EEK per
month. See Table 19 for rates and amounts in yais.

In addition to basic allowance, there are additiatlawances:

1) Increased basic allowance in case of childrers applicable in case of three or more
children in family in 2005. One resident parentdaardian of a child or other person) who
maintains three or more underage children may deahiditional basic allowance from his
or her income in the period of taxation for eachidclof up to 17 years of age. The
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allowance is applicable for the third and each sgbent child in the amount exceeding the
taxable income of the child. The allowance can sedurom the year in which the child is
born, a guardian is appointed for him/her or théntemance obligation arises until the year
in which the child attains 17 years of age (inatayi This means that in the tax period,
where the child gets 18, the additional allowarscedt applicable. The eligibility condition
does not set that the parent has to be marriedevewonly one parent can make use of
such allowance. Note that the allowance has betméed to the second child in 2006, to
the first child in 2008 and back to the seconddcinil2009.

2) Pension allowancelf a resident person receives a pension paichbyHstonian state or a
mandatory funded pension, an additional allowareebe deducted from the income of the
person in the amount of those pensions but not niae 36,000 EEK during a year or
3,000 EEK per month. This is usually applied monthl

3) Sickness allowancelIn cases where a resident person receives a c@apen for an
accident at work or an occupational disease, artiawlal allowance can be deducted from
the income of the person in the amount of that @apation but not more than 12,000 EEK
during a period of taxation. However, if compersatifor an accident at work or an
occupational disease is paid as insurance indemnityeased basic allowance does not

apply.

In order to make use of the additional child alloaes and deductions these have to be declared
in the following year when filing the tax reporth@refore, there is difference between taxes
withheld and taxes paid after filing tax reportefé are some income sources on which income
tax is immediately withheld when they are paid dwiages and salaries, unemployment
insurance benefits, parental benefits, etc). Rimalliability is based on the tax report after the
tax year has ended (taking into account tax alragithheld). Usually, most people get refund
due to additional tax deductions and allowances.

Liability of income tax is based on annual inconmel allowances are referred to in annual
terms, although 1/12 of the annual basic allowaiscasually applied monthly to calculate
withholding income tax. Also usually additionalailance for pensions is applied monthly.

The tax rate and the amount of basic allowance bhsaeged during recent years (see the table
below).

Table 19.Income tax parameters 2003-10

2003 2004 2005 2006 2007 2008 2009 2010

Income tax rate 26% 26% 24% 23% 22% 21% 21% 21%
(E‘Ea;g)a"owance permonth 4 h00 1,400 1,700 2,000 2,000 2250 2,250 2,250
Additional allowances per

month per child starting 3rd 3rd 3rd 2nd 2nd 1st 2nd 2nd

from ... child

Pension allowance per

month (EEK) 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000

In addition to allowances, a person’s taxable ineooan be reduced with several tax
deductions:

¢ Compulsory unemployment insurance contribution payis
e Contributions to compulsory funded pension scheme

e Contributions to voluntary pension system to certitent
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* Housing loan interest payments
e Training expenses (from 1.1.2010 interest paymefssudy loans are excluded)
e Alimony or maintenance support

» Certain donations and trade union entrance and mesmip fees (abolished since
1.1.2010)

The concise overview of exemptions for the persor@me tax is presented in 34Table 20.

Table 20 Allowances and deductions from personal income tax

Allowance/deduction %, sum or limit in a year Desciption

Basic allowance 20,400 EEK in 2005 (see Table
above for changes)

Allowance in case of In amount by which taxable incomef 3 or more children, for 8 and each

children of the child is lower than the basicsubsequent child under the age of 17.
allowance Applicable for one parent (see Table above
for changes)
Pension allowance Pension amount, but max 36,000EEBK&nsions (state or mandatory funded) not
taxable up to this level.
Sickness allowance Compensation amount, but nf@gmpensation for an accident at work or an
12,000 EEK occupational disease (not insurance)
deducted from the taxable income
Alimony or 100% Only if income tax paid by the recipient.
maintenance  support
paid
Housing loan or lease 100% Only interest payments for the main house
interest payments* or apartment
Training expenses * 100% One under 26 years old sopés

schooling/training expenses in registered
educational establishment

Gifts, donations and 100%; entrance & membership feePayments etc to certain private and all
trade union entrancemax 2% of taxable income lesgublic institutions. Entrance and
and membership fees* economic activity related costs inmembership fees.

case of self-employed, maintenance,

housing loan interest and training

expenditure deductions and basic

allowances; general limit for gifts,

donations and fees is 5% of the

aforementioned sum

Insurance  premiums 100%, max 15% of taxable sum, lesBayments to voluntary pension scheme
and acquisition of economic activity related costs in

pension fund units case of self-employed

Unemployment 100% All payments to unemployment insurance
insurance contribution fund

Contributions to 100% The compulsory payments to pension fund
mandatory funded

pension

Additional child birth Max 5/12 of the basic allowance rat8irth allowance is paid voluntarily by
allowance by employer (e.g. 8,500 EEK in 2005) employer

*Note: from 2005 the maximum annual limit for thedeductions summed up is 50,000EEK per taxpayer
and not more than 50% of taxable income (less enanactivity related costs in case of self-empldyed
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Other deductions:

1)

2)

3)

4)

5)

6)

Compulsory unemployment insurance contribution paynents (1% of the gross wage in
2005, 0.6% in 2006-2008) amontributions to compulsory funded pension schemg%
of the gross wage) are fully deductable (see aigoré 1 in section 1.4).

Insurance contributions and acquisition of pensiorfund units. The part of the insurance
contributions paid during the period of taxationden an insurance contract for a
supplementary funded pensidtéiendav kogumispensignjhe purpose of which is to
ensure the payment of the insured sum as a per@ahe deducted from taxable income
to a certain extent. This also applies to amouatd @ acquire units of a voluntary pension
fund except when fund units are changed or recalred for the acquiring costs of these
units. A negative change which occurs in a techipaavision established on the basis of an
insurance contract with a view to securing a supplgary funded pension and which is
due to deduction of the amounts charged for a iceitsurance cover are added to the
taxable income of a private person.

The deductions related to insurance contributiomnd supplementary pension fund unit
payments during one period of taxation are limied 5% of the taxpayer’s income of the
same period of taxation, after all certified expEngcurred by a taxpayer in relation to
business are deducted. If spouses present ongatemiathe allowance cannot exceed 15%
of the sum of spouse’s income.

Housing loan (or lease) interest paymentfor the period of taxation if they are paid to the
financial institution in order to acquire a houseapartment or a plot of land for building a

house for personal use or for his/her spouse, saogrchildren. The same conditions apply
in case of reconstruction, expansion and buildiogka. The deduction is available for only

one loan object per person. A parent who is raigigbild alone and who has taken parental
leave during a period of taxation can deduct thermgtion during more than one taxation

period.

Training expensesare deductible for the person him/herself or asqerof less than 26
years of age or if no such training expenses acariad, the training expenses of one
permanent resident of Estonia of less than 26 yehesye. Parents can also deduct the
interest expenses of the student loan. In casedbeational expenditures are made using
scholarship that is exempt from income tax, theudédn could not be used. The legal
condition for applying the deduction requires tta training expense have to be certified
expenses incurred for studying at a state or Igoskernment educational establishment, a
university in public law, a private school whichld® a training licence or has been
positively accredited with regard to the given stymlogramme, or a foreign educational
establishment of equal status with the aforemeadpror for studying on fee-charging
courses organised by such educational establiskment

Alimony or maintenance support a person has paid from his/her income to another
person. This kind of payment is set by the coudeoror agreement with respect to the
Family Act (Perekonnaseadus)

Gifts, donations and trade union entrance and membship feeswhich have been given
or paid to persons included in the special listcgme in the Income Tax Act
(Tulumaksuseadus} non-governmental organisations (NGOs) and fotioils, church
institutions or to a state or local government siifie, cultural, sports, educational or social
welfare institution, a manager of a protected aseaniversity in public law or a political
party. Gifts and donations may be given in monetaryon-monetary form, however, the
cost of a non-monetary gift or donation is the reanirice of the property, and in the case
of sale of the property at a preferential price, ¢bst of the gift or donation is the difference
between the market price and selling price of tloperty.
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The amount of the trade union entrance and memipeiests deductions cannot exceed 2%
of the taxpayer’'s income after deductions of atlrafmentioned exemptions. The maximum
deduction of gifts and donations and the trade rumistrance and membership fees can be
5% of the taxpayer's income after deductions of iall previous points mentioned
exemptions.

7) Income tax is not charged amildbirth benefit (stnnitustoetuspaid voluntarily by the
employer to the employee or public servant, in Bo@nt not exceeding 5/12 of the basic
exemption.

The income tax deductions provided for housing lg#erests, gifts-donations and training
costs are altogether limited to 50,000 EEK per agep during a period of taxation, and not
more than 50% of the taxpayer's income of the saenied of taxation, less economic activity
related costs in case of self-employed.

If a resident taxpayer has received income fronoadbrduring a period of taxation, all income
derived from abroad is included in the taxable meoof the person and income tax paid or
withheld on such income abroad is deducted fromirtkeme tax to be paid. Income tax is
calculated separately for income derived in Estarid for income derived in each foreign
country. Income tax paid in a foreign country ooame which is not subject to tax in Estonia is
not taken into account.

Taxation of self-employed

Taxable income from self-employment is equal toome from self-employment less related
costs minus special allowances for the agriculturmiome, and minus social insurance
contributions, except contributions to the fundexhgion scheme. The latter can be deducted
from other source of incomes.

Taxable business income is derived on individualda

1.5.2 Land tax (maamaks)

Land taxes (maamaks)there is a number of personal property taxes appliewever, these
are in most cases local taxes, providing relativatyall revenue and not affecting private
budgets considerably. The highest share of totgbgnty tax revenue is collected by land tax,
which is essentially a state tax based on the sasdeslue of land and paid by the land owner.
The rate of land tax is established by the locakegoment council annually in the range of 0.1-
2.5% of the assessed value of land. The colleceddvenue is directed into the respective
local government budget.

1.5.3 Value added tax (kdibemaks) and excise taxes (aksimaksud)

Value Added Tax (kdibemaks):The standard rate of VAT was stable between 19H-2at
18%. There are a few goods and services that haedured rate 0% (for exports mainly) or
5% or are exempt from VAT.

In 2005 a 5 % reduced rate applies, for exampldyoks (excluding books for education);
medicines and medical equipment; funeral requisitesservices; organisation of performances
and concerts by a state, municipal or private patiing arts; heat, peat, fuel briquettes, coal or
firewood sold to private persons for personal use.

From the % of July 2007 the reduced VAT rate for the followiitgms was abolished and
replaced with the basic rate of 18%: heat, pea&l, briquettes, coal or firewood sold to private
persons for personal use.
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Since 1 January 2009 reduced rate was increas@®otand reduced rate for organisation of
performances and concerts by a state, municipatieate performing arts was abolished. Since
1 June 2010 the normal VAT rate was increased %0.20

The VAT is not imposed on, for example: postal E&y, health services; pre-school, basic,
secondary and higher education; certain financidlinsurance services

Excise taxeqaktsiisimaksud)excise duties are set for alcohol, tobacco, fudl@ackages. The
excises on cigarettes and unleaded petrol andl dieséeing increased step by step to reach the
EU level in 2010. According to the government plagarly all excise duties, as well as other
environmental taxes, should be increased in thérgpyears as a part of the package to finance
reductions in personal income tax rates.

For more information on indirect taxes and excimees see the Estonian Feasibility Study
(Lupsik, S., Paulus, A., Vork, A. (2006) I-CUE Famnlgy Study. Estonia. 2005 tax-benefit
system. EUROMOD Feasibility Study.)

1.5.4 Scope and scale of taxes

Table 21 shows the share of tax-payers in the ptipul Table 22 shows the structure of the
tax revenues. We have included also social takertdbles as it is usually considered together
with other direct taxes in government statistics.

In 2006 about 52.1% of the population earned wagewhich income tax was withheld. About
45.4% of the population submitted income declamatio 2006. And about 57.9% of the
population paid social tax (or employers or statil ppy them).

The revenue from social tax is the largest, abaettbird. This is followed by VAT, about 28%
of the revenue. Personal income tax was 18.4% @% 2id corporate income tax was 4.7% of
the tax revenues. The share of other taxes isgielgli The share of income taxes has declined,
compared to 2003, because marginal tax rate hdiaeit:c

Table 21 Taxes: taxpayers (as % of population)
2003 2004 2005 2006 2007 2008 2009

Social tax (employees, self-
employed, or covered by state)

Income tax total n/a n/a n/a n/a n/a n/a n/a
Income tax on wages n/a n/a nfa 52.1% 53.4% 52.4% 47.4%

Income tax (people who submitted37 70
declarations) 70

Land Tax n/a n/a n/a n/a n/a n/a n/a

54.3% 55.4% 56.7% 57.9% 59.4% 58.9% 56.9%

40.5% 43.0% 45.4% 47.6% 50.0% 48.4%

Notes Submitting tax declarations is not always obliggt

na— not available

Source Estonian Tax and Customs Board, various presasek; Estonian National Social Insurance
Board, various press releases.
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Table 22 Taxes: revenue

2005 2006 2007 2008 2009

Annual revenue (min EEK) 52,885 63,691 78,295 82(r9 74,602
Direct taxes
Personal Income tax (budget revenue) 9,736 11,68@,640 15,816 12,336
PIT (withheld) 10,454 11972 15,457 16,834 10,40
PIT (final for this year) 10,162 11,155 14,439 4,771 12,899
Corporate Income tax 2,496 3,123 4,084 4,166 4,010
Land tax 506 517 552 755 755
Social tax* 18,133 21,746 27,268 31,299 28,084
Indirect taxes
Value added tax 14,677 18,645 22,304 20,548 18,809
Excises 6,524 7,030 8,195 8,971 9,818
Other central government taxes (gambling tax, 694 818 1,082 1,056 641
heavy vehicle tax, customs duty,
Other local taxes (sales tax, advertising tax, etc) 118 132 170 185 148
Structure (%) 100% 100% 100%  100%  100%
Direct taxes
Personal Income tax (budget revenue) 18.4% 18.3% .7948 19.1%  16.5%
PIT (withheld) 19.8% 18.8% 19.7% 20.3%  19.3%
PIT (final for this year) 19.2% 17.5% 18.4%17.8%  17.3%
Corporate Income tax 4.7% 4.9% 5.2% 5.0% 5.4%
Land tax 1.0% 0.8% 0.7% 0.9% 1.0%
Social tax 34.3% 34.1%  34.8% 37.8% 37.6%
Indirect taxes
Value added tax 27.8% 29.3%  28.5%24.8% 25.2%
Excises 12.3% 11.0% 10.5% 10.8% 13.2%
Other central government taxes (gambling tax, 1.3% 1.3% 1.4% 1.3% 0.9%
heavy vehicle tax, customs duty,
Other local taxes (sales tax, advertising tax, etc) 0.2% 0.2% 0.2% 0.2% 0.2%

Notes:Tax revenues both for central government and Igoaérnment. Final income tax includes net
payments after declaration is submitted. Withhaltbme tax is calculated based on current revemaks a
adjusted with additional net payments. Social $aal$o included in this table as it is usually ¢oesed

as a tax in Estonia.
Source: Statistics Estonia, online-database; withimeome tax — reports of the Estonian Tax and
Customs Board, own calculations.

1.6  Minimum wage

The national minimum wage was first agreed in 1902 tripartite agreement. Since 2002, the
minimum wage has been set in annual bipartite aggaes between the Estonian Trade Union
Confederation (Eesti Ametithingute Keskliit) ande tiEstonian Employers’ Confederation
(Eesti To6andjate Keskliit), and then brought ietfiect by a government decree. Its value is set
on an hourly and a monthly basis, assuming aifak job.
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In 2001, the Estonian Trade Union Confederation thiedEstonian Employers’ Confederation
concluded an agreement on the long-term princiegtablishing the increase in the minimum
wage rate up to 2008. According to this agreenmtbaetminimum wage should represent 41% of
the national full-time average wage by 2008. Initgd has remained around 30-33%. Only
when the average wage declined due to the curcemoenic crisis, the share of minimum wage
has increased reaching 36% of average wage in (32@9-igure below).

Minimum wage applies nationwide to all employeeast, ®everal sectors may have additional
negotiations between representatives of employm@@ployers to agree on a more favourable
wage policy affecting particular occupations.

For example, in the transport sector the Estoniamdport and Road Workers’ Trade Union
negotiates minimum wages. The Estonian Employeesion$’ Confederation and the

government negotiate the minimum wages of highlycated workers in third-level education,
science and culture. A minimum wage for police,deorguard and rescue service officials is
negotiated between the Confederation of Trade WnioinState and the Local Government
Employees and the Estonian Ministry of the Interlorhealth care, minimum wages for nurses
and doctors are negotiated between their trade nanitospital organizations and the
government.

Figure 3. Minimum wage in Estonia 2002-2009

>000 7 4350 4350 [ 100%
4500 - - 90%
4000 - - 80%
3500 - r70%
3000 - - 60%
2500 - r 0%
2000 - - 40%
1500 - r30%
1000 4 30% 32% 3% 33% 329 329% 34% 38% | o
500 - - 10%
0 , , : : : : : 0%

2002 2003 2004 2005 2006 2007 2008 2009

=== Minimum wage, EEK per month (left axis)

Ratio to average wage (right axis)

Source: Estonian Trade Union Confederation, EstoRiaployers’ Confederation, Statistics Estonia,
own calculations.

Estimations on how many workers receive an incotriaelevel of the minimum wage vary
significantly. For 2007 the Estonian Trade Unionnf&aleration has proposed about 70,000
workers, the Estonian Employers’ Confederationnessttes 15,000 workers, Statistics Estonia
calculates about 40,000 workérs.

Karu, M. Nurmela, K. (2008) “Social partners reagieement on minimum wage for 2008.”
European Industrial Relations Observatory on-line
http://www.eurofound.europa.eu/eiro/2007/12/arife0712019i.htm
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The level on minimum wage influences also varioesdfits and social security contributions.
For example minimum level on parental benefits gogviously employed parents cannot be
smaller than the minimum wage. The minimum soecialdase for self-employed or for the state
contributions on behalf of various social groupe(3able 16 above) cannot be smaller than the
minimum wage since 2009. Minimum wage influence® alpper ceiling of the social tax of the
self-employed.

If needed, to predict the long-run level of the mam wage, we propose to keep its value 33%
of predicted average wage.

2. SIMULATION OF TAXES AND BENEFITS IN EUROMOD

2.1 Scope of simulation

Not all the taxes and benefits mentioned in theiptes section are simulated by EUROMOD.
Some are beyond its scope entirely and are nditbhierded in the EUROMOD database nor in
its output income variables. Others are not posdiblsimulate accurately with the available
data. They are included in the database and mahé®en as components of output variables,
but the rules governing them may not be changetthdynodel. Tables 20 and 21 classify each
of the main tax-benefit instruments (and some momes introduced above) into one of these
three groups and provides a brief explanation aghy the instrument is not fully simulated if
this is the case. In the following tables we préggiormation on EUROMOD for all three data
sets: household budget survey (HBS), EU SILC datbreational version of SILC (EESILC). In
most cases the information is identical, but déferes result where differences in available
variables cause different approach to calculatenpute key variables.

Most of the benefits that are simulated in EUROMa&r® universal family benefits that depend
on the number of children and their age. Also, sisce benefit, as a support of a last resort,
iIs simulated, although using several simplificasioWith the exception of unemployment
benefits, other benefits that depend on contrilbuticstory, like various pensions and health
insurance benefits, are not simulated, becausedhtibution history is not available in the
dataset. Although the same is true for unemployrbenefits these are simulated using several
assumptions, for example the information on ellgibfor particular benefit is drawn from the
fact that they receive the benefit.

All labour taxes and social insurance contributiares simulated. As social contributions (social
tax, unemployment insurance contributions) are @mignal to gross labour earnings, except in
few cases, they are easily simulated. Income taalisulated as both withholding income tax
and final income tax. The final income tax takds imccount possible additional deductions that
are used on annual basis and can be applied afimitting the income declaration.

Other taxes, such as capital income tax, land devindirect taxes, are not simulated in the
current version of the model as there is littlenordata for that purpose or outside EUROMOD
scope.

40



Table 23.Simulation of benefits in EUROMOD

Benefit HBS EUSILC EESILC Comments
Unemployment insurance benefitPS PS PS Contribution history is assumed
(té6tuskindlustushivitis
Unemployment assistance benefeS PS PS Eligibility (partly) taken from data, size
(t66tu abirahg of the unemployment benefit
Unemployment retraining I E E
allowance
Redundancy compensation 1A IS I
(koondamishivitised
Paid sick leave I I I No data on contribution higtand
health
Disability pension I I I No data on contribution history, no
(t6dvdimetuspension exact data on health status
Disability care allowance 1A IA 1A No exact data bealth status,
Income is part of the “other benefits” or
disability pension.
Old age pension I I I No data on contribution history
(vanaduspensign
National pension (minimum old | 1A 1A No data on contribution history, or not
age pensiormrahvapensioh included
No data, part of other pensions
Old age pension from abroad I 1A 1A No data on ciwottion history, or not
included
Survivors' pension I I I No data on contribution history
Maternity benefit I IS I No data on contribution history
(stinnitushivitiy
Parental benefivanemahivitls | IS I No data on contribution history
Childcare allowance S S S
(lapsehooldustagu
Child allowance la@psetoetus) S S S
Single parent child allowance | 1A 1A No data on father in the birth certificate
(Uksikvanema lapsetoejus of the child, or not included separately
Large family allowance S S S Abolished since 1 July 2007
(3+/triplets)(3 ja enama
lapse/kolmikute toetus)
Childbirth allowance S S S
(stinnitoetus
School allowancekpolitoetu$ S S S Abolished since 2009
Large family parent allowance S S S
(seitsme- ja enamalapselise pere
vanema toetys
Child allowance from abroad I 1A IA No separateadit SILC
Subsistence benefit S S S

(toimetulekutoetys

Scholarships and grants I
(6ppetoetused ja stipendiunid
Other benefits (not explicitly I
stated in the data set)

No data on grades

Various small benefits are not directly
simulated, as there is no information in
the data; they are aggregated under
“other social assistance”

Notes: “-": policy did not exist in that year; “E&xcludedrom the model as it is neither included in the
micro-data nor simulated; “I'includedin the micro-data but not simulated; “IAfhcludedin the micro-
data (in araggregateincome variable) but not simulated; “ISficludedin the micro-datagplit from an
aggregate income variable) but not simulated; “P&tially simulatedas some of its relevant rules are
not simulated; “S’simulatedalthough some minor or very specific rules mayb®wsimulated.



Table 24 Simulation of taxes and social contributions in EDN?OD

HBS EUSILC EESILC Comments

Taxes and social
contributions
Employer's total social S S S
insurance contributions

Unemployment insurance S S S

contributions

I pillar I I I

Pension insurance S S S

contributions (1st pillar), part

of the social tax

Pension insurance S S S
contributions (2nd pillar) -

transferred from the 1st pillar

Health insurance S S S
contributions
Employee total social S S S
insurance contributions
Unemployment insurance S S S
contributions
Funded pension insurance S S S Participation information also simulated
contributions (2nd pillar) for HBS and EUSILC
Self-employed social S S S
insurance contributions
Health insurance S S S
contributions
Pension insurance S S S
contributions (1st pillar)
Funded pension insurance S S S

contributions (2nd pillar) -
transferred from the 1st pillar
Funded pension insurance S S S
contributions (2nd pillar)
Contributions paid on social
benefits by the central
government
Health insurance S S S
contributions for those
receiving unemployed
benefits
Health and pension insurance S S S
contributions (the 1st pillar)
for those receiving parental
benefit, childcare allowance
or large family parental
allowance
Pension insurance S S S
contributions (the 2nd pillar)
for those receiving parental

benefit
Income Tax (final) S S S Differences between data sets which
deductibles and allowances can be applied
Withholding income tax S S S
Land tax E I I Available in the data but very umable
Other local taxes E E E No information available

Notes: “-": policy did not exist in that year; “E&xcludedrom the model as it is neither included in the
micro-data nor simulated; “I'includedin the micro-data but not simulated; “P@drtially simulatedas
some of its relevant rules are not simulated; si&iulatedalthough some minor or very specific rules
may not be simulated.
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2.2 Simulated policies and order of simulation

2.2.1 Simulated policies

The model allows simulating changes in the taxsrated contribution rates, changes in tax
deductions and allowances, family benefits, andonajles for subsistence benefit. 2005 is the
first simulated year of the Estonian policies it tBUROMOD, see the order of simulation
below.

2.2.2 Order of simulation and interdependencies

The following table shows the order in which theirmalements of the Estonian system are
simulated.

Table 25 EUROMOD Spine: order of simulation, 2005-2008

Description
1. Definition of uprating factors
2. Definition of constants
3. Minimum wage élampalk*
4. Child allowance lapsetoetus
5. Large family allowancekplme- ja enamalapselise pere togttis
6. School allowancekpolitoetu$
7. Childbirth allowanceglnnitoetus
8. Childcare allowancddpsehooldustagu
9. Large family parent allowancaditsme- ja enamalapselise pere vanema tpetus
10. Unemployment insurance benefid§tuskindlustushiivitjs
11. Unemployment assistance benetititu abirahg
12. Employer social insurance contributions
13. Employee social insurance contributions
14. Self-employed social insurance contributions
15. Income tax allowance for self-employment incomerfragriculture
16. Withholding income taxj¢oksvalt kinnipeetud tulumaks
17. Final personal income tatu{umak$
18. Subsistence benefitojmetulekutoetys

19. Output policies

* Simulated but switched off in the baseline.
** Simulated for 2005-2007 in the model (was abodid since 1 July 2007).

There are the following dependencies between tteuiments:

« Minimum wage (if switched on) affects employmentrnéags which is basis for
employer and employee SIC, income tax and subsistieanefit.

¢ Unemployment insurance benefit is subject to incaaxe(unlike all other simulated
benefits).
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2.2.3

The duration of unemployment assistance benefidlependent on the duration of
unemployment insurance benefit.

On behalf of the recipients of unemployment insoeaand assistance benefits and
family benefits (child care benefits, parental W#ske social insurance contributions
paid by the government (either for health careamsmpns or both).

An income tax allowance for self-employment incofmen agriculture also applies to
the tax base for self-employed social insurancéerittions.

Employee and self-employed social insurance cauttdhs are deductible from the
income tax base. Employee SIC are both from thebtese for withholding and final
income tax, self-employed SIC only from the latter.

Subsistence benefit is means-tested and depentis'eancome net of employee SIC
and withholding income tax. Most of benefits agoahcluded in the means-test.

Policy constants

Policy parameters used in more than one policydafimed as constants. They are tax rates, tax
allowances, social insurance contribution ratepeu@nd lower ceilings for social insurance
contributions, minimum tax base, and pension apeirivalues may vary over the period 2005-
2008. Some of them are given as monthly, some garand some yearly basis, exactly as
defined in legislation.
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Table 26.Policy constants

Name Period Abbreviation Policies where used

Official pension age (males) - $PensionAgeMale yrleyment benefits and employee
unemployment insurance contributions

Official pension age - $PensionAgeFemale  unemployment benefits and er@plo

(females) unemployment insurance contributions

Child Allowance Rate m $CB_Base child allowances

(CAR) — base amount for
child benefits

Childcare Allowance Rate m $CC_Base childcare benefits
(CCR) - base amount for
childcare benefits

SIC minimum base m $SIC_MinBase social insurancdritmutions by
employer, self-employed and state

SIC rate for the pension $SIC_RatePensionl social insurance contributigns

contributions (the 1st pillar) employer, self-employed and state
SIC rate for the pension - $SIC_RatePension2 social insurance contributogns
contributions (the 2nd employer, self-employed and state

pillar)
SIC rate for the pension $SIC_RatePensionltosocial insurance contributions by

contributions (transferable 2 employer, self-employed and state
from the 1st to the" pillar)

SIC rate for the health - $SIC_RateHealth social insurance contributions by

contributions employer, self-employed and state

Amount of basic allowance y $IT_BasicAlw withholding income tax and final

for income tax income tax

Amount of pension y $IT_PensionAlw withholding income tax and final

allowance for income tax income tax

Income tax rate - $IT_Rate withholding income taxl éinal
income tax

Reduced income tax rate for- $IT_LowRate withholding income tax and final

private pensions income tax

Amount of unemployment m $UAB_amount unemployment benefits

assistance benefit

Notes: “m”: monthly; “y”: yearly; “-":non applicald
2.3 Social benefits

2.3.1 Unemployment insurance benefits (td0tuskindlustushiitis)
e Brief description

Unemployment insurance (Ul) benefits depend on iptsvearnings and are financed from
statutory unemployment insurance contributions (seetion 1.3.3 for details). In 2005, Ul

benefit could be received for 180 days, since 2007270 days and since 2011 for 360 days
(given that duration depends on accrued years pfa@ment years since 2002).
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» Definitions and eligibility conditions

The unit of analysis is an individual person. Hllgi are persons aged from 16 to old-age
pension age and not receiving old age pension.€Teligible for Ul benefit a person should
register as unemployed in the public employmentiserand needs to have worked and made
contributions for at least 12 months during thevignes 24 months (36 months since 1 January
2007).

* Benefit amount

During the first 100 calendar days of unemploynbatreplacement rate is 50% of the previous
gross earnings and afterwards it falls to 40%. gtess earnings refer to the average daily gross
earnings of the previous calendar year, subjeantaipper limit of 3-times average taxable
wages in the previous calendar year. In 2005,ntgant that the benefit could not exceed 8,704
EEK per month in the case of 50% replacement fte. limit has been higher in subsequent
years - see Table 10 in section 1.3.3. There wadswer limit for the benefit in 2005, but it was
introduced in later years.

« EUROMOD notes

Effectively, this benefit is only partly simulateding the information about actual receipt. But
rather than simply using the observed receipt asgbahe eligibility criteria, all eligibility rués

in full detail are covered. However, as not all uieed information (e.g. work history) is
available several assumptions are made, amongcelssidering some rules automatically
fulfilled for those in receipt. This approach isskn so that the benefit can be also modelled for
those currently employed if needed (e.g. to sinulttteir entitlement if they become
unemployed, for replacement rates calculations).

Unemployment duration (lunmy_s) is set equal to neximum of observed unemployment
duration (lunmy) and observed benefit receipt (ogd. If modelling unemployment benefit
for those currently employed, unemployment durai®mset equal to the reported number of
months in employment in the current year (liwmyjce contribution history (see the next step)
is modelled. Simulated unemployment duration i alsed for unemployment assistance
benefit calculations.

Modelled contribution history is based on the répdrnumber of months in employment
(liwmy), controlling for the total number of monthswork (liwwh).

e For those currently employed (ils_earns != 0 & lyns= 0 & bunct = 0), this is used.

e For those currently unemployed (lunmy_s > 0) andeceipt (bunct > 0), this is set at
least equal to the minimum qualifying period.

e For those currently unemployed (lunmy_s > 0) andimoeceipt (bunct = 0), this is set
to zero.

At this point, working age people who are unemptbydunmy s > 0), have sufficient
contribution history, do not receive old age pensand are not self-employed (i.e. have
employment earnings or no self-employment status)cansidered eligible. It is assumed that
all of them are involuntary unemployed and capainlé available for work (there is a variable
in the SILC data identifying the latter but onlited in for those currently unemployed).

Benefit duration (bunctmy_s) is calculated accaydio the rules above, using modelled
contribution history, while also controlling fordlunemployment duration (lunmy_s).
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Benefit entitlement is calculated based on preveEarsiings and benefit duration, subject to the
lower and upper thresholds. For those currentlyleyegl, current earnings are used. For those
currently unemployed and in receipt, previous emmiare used which have been imputed by
reversing unemployment insurance benefit rules. tRose currently unemployed and not in

receipt, imputed wage is used. Finally, benefit antas adjusted with the number of months in

receipt (bunctmy_s). (When applying upper dailyetiivold to previous gross earnings, we
assume that there is 30.38 days per month, i.4.wegks per month).

2.3.2 Unemployment assistance benefits (t00tu abiraha, d&tutoetus)
e Brief description

Unemployment assistance benefit is paid to thoselpevho do not qualify for unemployment
insurance benefit or the period of Ul benefit hadesl. In 2005, Ul benefit could be received
for 180 days, since 2007 for 270 days. UA benefts be received until the end of the period of
270 days.

» Definitions and eligibility conditions

The unit of analysis is an individual person. Hllgi are persons aged from 16 to old-age
pension age and not receiving old age pension. pdrson must have been employed or
engaged in activity equal to work for at least H2§s during the 12 months prior to filing an
application with an employment office. Benefit isspended for 10 days if the person refuses an
offer of suitable work or does not show up at tlublle Employment Service (PES) at a fixed
date for the first time. Benefit is stopped if {person refuses an offer of suitable work or does
not show up at the PES at a fixed date for thergktime.

* Benefit amount

Flat rate of 400 EEK per month in 2005-2006, 1,BEK since 2007 (32.90 EEK per dalj)is
non-taxable.

« EUROMOD notes

Similar to unemployment insurance benefit, unemplent assistance benefit is effectively only
partly simulated using the information about actueteipt but this is done indirectly by
assuming those in receipt fulfil certain eligilyiltriteria.

Work history for simulating the eligibility of ungstoyment assistance benefit is modelled in
complete analogy to unemployment insurance beng&fie eligibility rule differs as self-
employed are not excluded from this benefit, whiledents are, and additionally there is also an
income condition — income from other sources (maikeome, maternity benefit, parental
allowance for families with 7+ children) must bddwe the benefit amount.

Benefit amount is simply flat rate (we do not usd@ydrates and assume uniformly 1,000 EEK
per month). However, the number of months in receigalculated as the difference between
maximum duration (i.e. 9 months) less simulatedmyieyment insurance benefit duration,
also subject to unemployment duration.
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2.3.3 Child allowance
e Brief description

Child allowance is a monthly universal hon-mearssete¢ non-taxable benefit paid to families
with children below an age limit.

« Definitions, eligibility conditions and income test

The unit of analysis for all child and childcarenbéts is the family consisting of the head,
spouse or cohabitant partner and children undegredés or under 19 years if studying at basic,
upper secondary or vocational school. There isngorne test. Eligible children living in the
household, but without parents (i.e. so-called $eehildren”), are also counted as dependent
children.

* Benefit amount

The benefit is paid monthly to one of the parebésed on the number of eligible children. The
amount per child is two times the Child Allowancat® (CAR, equal to 150 EEK since 2005),
resulting in 300 EEK per month. Since 1 July 200@rterly allowances for families with 3 or
more children were merged with monthly child allowas and the former were abolished.
Since 1 July 2007 the third and any consequend cedeives 6 x CAR (900 EEK) per month.

« EUROMOD notes

Note that we have monthly and quarterly family bgsebut the age variable is recorded as of
at the end of income year in all three datasetsYdBta, the EUSILC and EESILC datasets),
therefore, we do not know how many months exadiildoen are eligible for. We have chosen
to oversimulate the benefit by assuming eligibility the whole year when reaching the age
limit, i.e. also including the age limits like 1&ch 19 in case of child allowance, instead of
undersimulating (assuming no eligibility for theayevhen reaching the age limit) as this seems
to better match corresponding age profiles andcagggegate results are more similar to register
data.

2.3.4 Allowance for families with 3 or more children (kolme- ja enamalapselise pere
toetus)
e Brief description

Allowance for families with 3 or more children wasjuarterly universal non-means-tested non-
taxable benefit paid to families where there aredtor more children below an age limit, valid
until 1 July 2007.

e Definitions
The unit of analysis is the same as for child alloee (see above 2.3.3).
e Eligibility conditions

At least three children must be below an age limit.
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* Benefit amount

The benefit is paid quarterly to one of the parebésed on the number of eligible children in
the household. The amount per child is a multiplEAR, depending on the number of children
in the family and year.

Table 27 Benefit amount

Period 2005 1/1/2006-31/6/2007  Since 1/7/2007

Formula 3 children: 1 x CAR (150 EEK) 3 children: 2 x CAR  Abolished
4 or 5 children: 2 x CAR (300 EEK) 4 or more: 3 x CAR
6 or more: 2.5 x CAR (375 EEK)

2.3.5 School allowance (koolitoetus)
e Brief description

School allowance is an annual universal non-meested non-taxable benefit paid to families
where there are school-age children to help theth thie start of the school year. It was paid
out in August, in general. It was abolished frodahuary 2009.

» Definitions and eligibility conditions

The unit of analysis is the same as for child adloee (see above 2.3.3), except that the child
must be enrolled at school.

* Benefit amount
The benefit is paid once in a year to one of threqia, based on the number of eligible children
in the household. The amount is three times chiddvance rate.
2.3.6  Childbirth allowance (stnnitoetus)

e Brief description

One of the parents has the right to receive childfaillowance. An adoptive parent, guardian or
caregiver has the right to receive childbirth abbmwe, if childbirth allowance has not been paid
for the same child earlier, but we do not have itf@rmation.

+ Benefit amount

The benefit is paid in case of childbirth. The amownas 25 times CAR for the first birth and 20
times CAR in case of the second and later birth&0i@5. In case of a multiple birth, childbirth
allowance is also paid at 25 times CAR for eacmohiild (this is modelled, although there are
no multiple births in 2005 dataset). Since 2006k&eefit is 5000 EEK for all children.

« EUROMOD notes

Also, an adoptive parent, guardian or caregiverthagight to receive childbirth allowance, if
childbirth allowance has not been paid for the saimiél earlier, but this information is not
available from the underlying datasets.
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2.3.7 Childcare allowance (lapsehooldustasu)
e Brief description

Childcare allowance is an additional benefit tagdefor young children. It is a monthly
universal non-means-tested non-taxable benefittpdi@milies where there are young children.

« Definitions and eligibility conditions

The unit of analysis is the same as for child adloee (see above 2.3.3). The benefit is paid to
one of the parents based on the number of childipeio 3 years old and aged 3-8 years. It is not
paid for a child due to whom a parent receives mitebenefit or parental benefit (we assume
that these payments are related to children upyeat old). There is an additional element for
every child up to one year of age.

Since 2009 the childcare allowance is not paicttierparent who receives parental benefit for
any of the eligible children.

* Benefit amount

The benefit is paid monthly to one of the parefte amount is 1/2 of the Childcare Allowance
Rate (CCR, equal to 1,200 EEK since 2005) for ewhiid up to 3 years old, 1/4 of the CCR
for each eligible child from 3 to 8 years of agelditionally, 100 EEK for every child up to one
year of age if the parent is not eligible for paatibenefits. Since 2006 the additional benefit is
effectively non-existent as parental benefit waserded to 14 month and only about 20
families receive a year.

« EUROMOD notes

The benefit is allocated to the same person irhthesehold who is receiving maternity benefit
to avoid that social tax paid by the state on Hadfahe person in the maternity leave is counted
twice. If there is no one receiving maternity bénefs assigned to the head of unit.

2.3.8 Parental allowance for families with 7 or more chitiren (7 ja enamalapselise pere
vanema toetus)
e Brief description

This allowance is targeted to families with veryge number of children. It is a monthly
universal non-means-tested non-taxable benefit.

» Definitions and eligibility conditions

The unit of analysis is the same as for child alioee (see above 2.3.3). There must be at least
seven eligible children in the family.

* Benefit amount

In 2005 the benefit is the two times CCR, in 200btines CCR, since 2007 2.2 times CCR.
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2.3.9 Subsistence benefit (toimetulekutoetus)
e Brief description

Subsistence benefit is a means-tested social @ssisbenefit that should guarantee a minimum
income to all residents after paying for minimunusiog costs.

+ Definitions

The unit of analysis is household. Households whoseme after payment for housing
expenses, calculated according to certain genetatia and specific rules set by municipalities,
is below the subsistence level are entitled toeeEnefits.

Duration is unlimited, but granted and renewed amtinly basis. Municipalities have the right
to refuse the payment of benefits to people in wagylkage and capable for work, but who do not
study or work, and who have repeatedly refusedteat suitable work. Means-test is based on
current disposable income (i.e. net of withholdimgpome tax). Certain types of income are not
counted as an household income, for example, faalibwvance for families with 3 or more
children, social benefits for disabled persons,-affidenefits (e.g. birth grant, funeral grant),
training stipends.

Household subsistence leves calculated as follows. It is summed over the hoakkh
members, with 100% of the subsistence rate foh#ad of household and 80% for any other
household member. The subsistence rate was 750iEEK05-2006, 900 EEK in 2007 and
1000 EEK since 2008.

The “norm-space” of the household is derived alvdhg. First, the norm-space is 18mer
person in the household plus additionally f5mer household (15 + 18 x number of persons in
unit). In case the number of rooms used equalstimeber of persons living in this dwelling
permanently, and the actual living space exceeglsitim area then this actual living space is
taken as a norm-space. If the area of the apartimesthaller than the norm-space, then the
actual area is taken as a basis for calculatiomsaFsingle pensioner applying for subsistence
benefit, the norm-space can be up to $1m

Income list

Income for the subsistence benefit is calculatedguall current income except a few irregular
benefits, such as childbirth allowanagiinitoetuy school allowancekfolitoetu$, other social
assistance, large family allowanckolne- ja enamalapselise pere togtamd subsistence
benefit itself. It is based on income net of witlthileg income tax. Only positive income from
self-employment is included.

e Benefit amount
The general rule for subsistence benefit is theviohg:
B = max(L — (Y — C); 0)

B = subsistence benefit;

L = subsistence level, which is 100% of the subsist rate, which is set annually by the
government, for the head of household and 80%eo§titsistence rate for each subsequent
person in the household;

C = actual costs related to the dwelling (excludimyytgage interests) that do not exceed
maximum limits set by the local government and Wlace calculated for “norm-space”;

Y = household income according to the income didimifor the subsistence benefit purpose.
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There is an additional supplement 200 EEK if thedatold is entitled to subsistence benefit
and there is only one adult in the household ahdthér household members are younger than
18.

» EUROMOD notes
Imputation of housing costs

In reality all housings costs for “norm-space” deg®n the detailed rules by municipalities. In
our case we approximate the actual costs relatetvesling with actual costs proportional to

housing size, applying an upper limit to avoid @s@nably large housing costs. We currently
use three times the average actual housing cost fegistry data, which was 725 EEK per
month in 2005 and has increased thereafter (8200%, 910 in 2007, 1,053 in 2008, 1,147 in
2009).

Total housing cost variable includes also mortgagerest payments which hence must be
deducted here. Note that while housing costs in IEOSand EESILC data refer to 2006
average monthly costs then mortgage interest pagmefer to annual figures of 2005. Either
because of this or recalling errors total monthbuding costs are sometimes smaller than
monthly mortgage interest payments and in thesescas have scaled up the housing costs to
the level of mortgage interest payments.

Non take-up

Finally we model benefit non take-up by assumirgg tlery small sums are not claimed. Based
on actual receipt data, we have set the threshalé@EEK for 2005 (200 EEK for 2006-08)
and 10% of the current income. By current incomecaasider all income components (except
the benefit itself) net of the withholding incomaxt It also excludes self-employed social
insurance contributions.

2.4  Social contributions

Social contributions are paid by employees, empkywad self-employed. Social insurance is
highly centralised, contributions are formally eititaxes focial tay or otherwise rates set by
laws.

2.4.1 Employee social contributions

Employees pay from their gross wage their parthef unemployment insurance contributions
(unless they are at the pensionable age or regedlthage pension) and a contribution to the
funded pension scheme, which is optional for cerégie groups.

Unemployment insurance contributions

Only employees who have not reached the legal peragije (different for males and females)
and not receiving old age pension are obliged yoys@mployment insurance contributions.

Unemployment insurance contributions are calculadsda fixed percentage of the gross
employment income. The contribution rates have gednover the years (see the following
table).
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Table 28.Unemployment insurance contribution rates

2005 2006 2007 2008 1 June 2009 1 August 2009

Employers 0.5% 0.3% 0.3% 0.3% 1% 1.4%

Employees 1% 0.6% 0.6% 0.6% 2% 2.8%

Pension contributions to the funded scheme

Contributions are calculated as 2% of the grosd@mpent income for those who participate in
the scheme. Note that in 1 July 2009 - 31 Decen®0d40 the contributions to the funded
scheme are suspended.

« EUROMOD notes

In the EESILC data the information on the contiitm$ to the funded pension scheme is
directly available and hence we know who parti@pain the scheme. In the HBS data and
EUSILC data we do not have information on the pgadtion in the funded pension scheme.

Therefore the participation is simulated in the ralataset using gender-age specific
participation rates. For HBS data they were derifveth pension register and population data.
For EUSILC data they were drawn from EESILC dataJdte participation rate is then
randomly simulated in the gender-age group for HRA& and in the gender-age-income group
for EUSILC data.

We do not simulate voluntary contributions to thivgite pension funds (i.e. payments into the
3 pillar), but take them from the data. They areilabte in all three datasets. The HBS data
give about 40% coverage both in terms of contridngiand contributors in 2005. The EUSILC
and EESILC data give about 90% coverage.

Alternative approach would be to predict particiggaand amounts based on demographic and
labour market variables and income.
2.4.2 Employer social contributions

Employers pay social tax, which is divided into llieansurance part and pension insurance
part. The latter is further divided into state pensscheme and compulsory funded pension
scheme for those employees who have joined thesflipgnsion scheme. Employers also pay
their part of the unemployment insurance contringi Central government pays social tax,
either total or health insurance part, on certaniad benefits (see section 2.4.4 for more
details).

Pension contributions

Pension contributions to the first pillar (the PA€heme) are 20% of the employment income,
minus transfers to the funded pension scheme. &itex Is 4 percentage points (out of 20%) for
those patrticipating in the funded scheme.

Health insurance contributions

The total health insurance contributions are cateal as 13% of gross employment earnings,.
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Unemployment insurance contributions

Unemployment insurance contributions amount toxadipercentage (0.5% in 2005, see the
table in section 2.4.1 above) of employment income.

Total contributions

Total employer contributions equal:
contributions to the pension insurancg gillar) +
transfers to the funded schem&'(llar) +
contributions to the health insurance +
contributions to the unemployment insurance

Note that the first three are included in 'so@al in the national statistics.

2.4.3 Self-employed social contributions

Self-employed pay social tax (pension and heaklrence contributions) and contributions to
the funded pension scheme. They do not pay unemmgol/insurance contributions.

Until 2006, advance payments of self-employed doutions were deductible from the
contribution base. Since 2007, instead the corttdbibase is calculated as gross income from
self-employment divided by 1.33 (contributions e pension insurance and health insurance).
Effectively, the liability remains the same, bué teystem is somewhat simpler without having
to pay all contributions in advance. Gross incomamf self-employment is income after
deducting related expenses less the tax allowamégcome from agriculture.

Self-employed are subject to minimum contributioasd, unless they are receiving state
pensions or the central government is already gayimimum contributions due to certain

benefits. Also, social insurance contributions phid employers for self-employed receive

earnings can be offset against the minimum obbgatFinally, there is also an upper annual
limit to social contributions base, which is 15 éisnthe annual legal minimum wage (484,200
EEK in 2005, larger in later years, see the folluyviable).

Table 29.Upper and lower limit of social tax base for setfifgoyed

2005 2006 2007 2008 2009 2010

Minimum monthly social

700 1400 2000 2700 2700 4350
tax base

?"EiEiS”m monthly wage 5590 3000 3,600 4,350 4,350 4,350

Upper annual limit of
social tax base (EEK) (15 484,200 540,000 648,000 783,000 783,000 783,000

times minimum wage)
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Pension insurance contributions

Participation in the funded pension scheme andutalon of the contributions to the state
pension scheme and funded pension scheme arenleeasafor employees.

Contributions to the funded pension scheme havepavts: one is 4% of the contribution base
transferred from the social tax and additional 2ded pension insurance contributions if the
person participates in the funded pension schertegdéther, a self-employed person therefore
directly contributes 6% to himself.

Therefore contribution to the state pension schameunt to 20% of the contribution base less
transfer to the funded pension scheme:

Health insurance contributionsamount to 13% of the contribution base.
Total self-employed social insurance contributions

contributions to the pension insurancg gillar) +

contributions to the health insurance +

“transfers” to the funded schemé&{gillar) +

contributions to the funded schem&(@illar)

Note again that the first three are included icigdax' in the national statistics, and two latte
are included in funded pension contributions innth#onal statistics.

« EUROMOD notes

Depending on the dataset the definition of selfdeygxd is slightly different. In HBS data the
self-employed are those who had stated in the gudeata that their status in employment
belongs to the category “Self-employed, farmer withhired workers, freelancer”. In the
EUSILC data the self-employed are those either eitiployees, without employees or family
worker.

Also, only HBS database has enough informationiraulaite tax allowance on income from
agriculture. Additionally, in the EUSILC and EESILdataset the non-registered activity was
considered as part of general income tax base ttupart of self-employed income. Gross
values are directly taken from the data, relyingstatistics Estonia calculations to be correct.

2.4.4 Government social contributions

Government pays social contributions on certainimmiim base (700 EEK per month in 2005,
larger in later years, see table in previous seytitetermined each year with the government
budget for those receiving either childcare allogeafapsehooldustagu large family parent
allowance geitsme- ja enamalapselise pere vanema thgpasental benefitvanemahuvitisor
unemployment assistance benefit. There are sonee wiimor categories which are not included
in the model (see section 1.4. above).

Government pays both health care insurance andgmemsurance part on the minimum base
for those receiving childcare allowance, large farparent allowance, or parental benefit and
only health care insurance part for those receivimemployment assistance benefits.
Unemployment insurance fund pays health care inseraontributions for those receiving
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unemployment insurance benefits and the base @l égthe benefits (hence can be smaller or
larger than the minimum base).

There are extra pension insurance contributionsl pw the central government, to the 2nd
pillar for those receiving parental benefit. Theg aalculated as 1% of the maternity benefit for
each related child.

2.5 Personal income tax

Here we distinguish between withholding incomedar income tax liability based on the final
tax report. Withholding income tax is required f&mulating subsistence benefit which is
means-tested based on current net income. Taxtraaghholding tax is narrower than for the
final tax liability, e.g. it does not include incenfrom self-employment, rent, royalties, etc.

2.5.1 Taxunit

Withholding income tax is applied at the individuevel, however, for the final tax liability
married couples are allowed to submit a joint datian. Large family additional tax allowance
is for families with children aged up to 17.

2.5.2 Exemptions

The following income sources are non taxable: athify benefits (except parental benefit),
unemployment assistance benefit, unemployment iméttp benefit, subsistence benefit,
scholarships and grants, voluntary maintenance eatgnand investment income. The latter
includes interests, which are non-taxed if receiyem an EU financial institution, and

dividends, on which firms pay only corporate incoiae in Estonia.

2.5.3 Tax allowances

Firstly, basic allowancewhich equals 20,400 EEK per year (1,700 EEK pentm) in 2005
was increased in later years (2,000 EEK in 2008®EEK in 2008).

Secondly,_pension allowancehich equals 36,000 EEK per year (3,000 EEK penttm) in
2005 and later years. Pension allowance is appdicahly to state pensions (i.e. old-age,
disability and survivors’ pensions) and can benstad jointly only if both spouses receive state
pensions..

Thirdly, an additional allowance for families dedarg on the number of children aged up to
17, equal to the basic allowance (i.e. 20,400 EEKyear in 2005, see Table 19 in section 1.5.1
for other years) less the taxable income of thé&dmm. In 2005 it was applicable for the third
and each subsequent child less the taxable incdnftochild. In 2006 it was extended to the
second child and in 2008 to the first child. In 2G0was reversed and applied again only from
the second child.

There is also a sickness allowance for compensétioan accident at work or an occupational
disease and allowance for tax-free childbirth biengfid by employer (see section 1.5.1 for
details), but they are of little importance.

Finally, there is tax allowance for self-employmémtome from agriculture (reduces liability
both for income tax and self-employed SIC).
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All allowances are non-refundable, i.e. their vata@not be larger than income tax base.

2.5.4 Tax deductions

First, contributions to the unemployment insuraho®l and to the funded pension scheme as
well as alimony or maintenance payments are fudiguittible from taxable income.

Second, the following expenses can be deducted tagable income, but no more than 50% of
taxable income or 50,000 EEK per year: housing lodgrest payments, education expenses,
donations and trade unions membership fees. Ther kato are also subject to separate upper
limits (as a percentage of taxable income).

Note that deductions of interest payments of sti@hns, which are part of the training
expenses, and donations and trade union membdesspvere abolished since 1 January 2010,
affecting 2010 final income tax.

Third, pension contributions to the 3rd pillar (ivwluntary funded scheme) can be deducted
from taxable income but no more than 15% of taxatdeme.
2.5.5 Tax base

Income tax base is calculated as taxable incomes ¢ection 2.5.2 for exemptions) less
allowances and deductions.

Withholding income tax

Incomes subject to withholding income tax are gembimto two

1) incomes for which the basic allowance is notetalinto account: sickness benefit and
maternity benefit paid (by the Estonian Health hasge Fund) and royalties.

2) incomes for which the basic allowance is usuken into account: disability pension, old-

age pension, survivors' pension, parental benefémployment insurance benefit, employment
income, severance payments, taxable maintenancemepay received (i.e. alimony), less

alimony payments made and simulated social seatwityributions by employees.

In case of pensions, also pension allowance isitake account.

There is a single income tax rate (24% in 2005, 282006, 22% 2007, 21% since 2008), with
the exception of 10% tax rate on private pensions.

Withholding income tax is a sum of three components

a) income tax on the items that take into accountduaidwance and pension allowance,
b) income tax on the items that do not take into asttax allowances,
c) income tax on the private pensions.

Final income tax

Compared to withhold income tax, final income takes into account several additional
aspects:

1) tax base includes income from self-employment,
2) married couples may submit a joint declaration,
3) there is an additional allowance for families wdtiildren,
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4) there are deductible expenditures (education egsensiortgage interest payments,
contributions to the voluntary pension funds).

Income from self-employment

Taxable income from self-employment is equal toome from self-employment less related
expenses (derived in HBS data, directly availableEUSILC and EESILC) minus special
allowances for the agricultural income where aldiigHBS data), calculated above, and minus
social insurance contributions, except contribigiom the funded pension scheme. The latter
can be deducted only from other source of incorf@egable business income is derived on
individual basis.

« EUROMOD notes

Due to data limitations we cannot simulate sicknalblswance, child birth allowance and
deductions related to donations and trade union beeship fees. Tax allowance for self-
employment income from agriculture is applied oimlycase of HBS data for self-employed
with positive income from agriculture. In EUSILC darEESILC data we cannot separate
agricultural income and hence cannot simulatetéxsallowance.

We also consider benefits received from abroadxedt@where available), assuming they have
been taxed in the foreign country already.

Simulation of large family tax allowance is partigtimised by assigning it to the spouse with
highest taxable income (before applying the alloweaitself).

2.6  Minimum wage

e Brief description

Monthly and hourly minimum wage is set in annugldstite agreements between the Estonian
Trade Union Confederation and the Estonian Empiy@onfederation, and then brought into

effect by a government decree. Minimum wage appi&sonwide to all employees. Several

sectors may have additional negotiations betwepresentatives of employees and employers
to agree on a more favourable wage policy affegbadicular occupations, but the latter is not
simulated.

» Definitions and eligibility conditions

The unit of analysis is individual. If the actuahge is less than minimum wage then wage is
replaced with minimum hourly wage times actual virogkhours.

¢ Amount

Amount is a flat-rate sum per month. 2,690 EEK @92 3,000 EEK in 2006, 3,600 EEK in
2007, 4,350 EEK in 2008-2010.

« EUROMOD notes

Monthly income from employment (taking into accotmé¢ number of months in work) is set
equal to minimum wage (proportional to hours wojkiédhe income from employment is less
than minimum wage, but positive, and if working t®are less than or equal to 40 hours per
week. We do not apply the minimum wage correctitremva person earns more than a monthly
minimum wage, but its hourly wage is still lessrtfEaminimum wage.
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Minimum wage condition affects 2,7% of people wibsitive labour earnings in 2005. On
average it increases the monthly wage of thosetaficdoy 344 EEK.

By default the simulation of minimum wage is sdt bé. not part of the baseline.

3. DATA

3.1 General descriptior?

There are currently three different Estonian ddsaaeailable as input data for EUROMOD:
1) Household Budget Survey 200Bgsti leibkonna eelarve uuringHBS);

2) Estonia Social Survey 200&ésti Sotsiaaluuring 2006 EESILC), which is a national
version of EU SILC data and which was used by tiaistics Estonia to construct the
EUSILC database;

3) European Union Survey of Living Conditions (EU-SNL.Q006 data for Estonia,
released on 1 March 2008.

The Household Budget Survey was discussed in detdlile previous country report (LUpsik,
Paulus, Vork 2008). Therefore we concentrate mainlyhe latter two and differences between
them and from the HBS.

The Estonia Social Survey (EESILC) in Estonia sthin 2004 by Statistics Estonia with the
goal of measuring the income and living conditiarfs Estonians, and through them the
problematic areas of the society — poverty, ineijuand social exclusiohBefore EESILC
was launched in 2004, incomes, and poverty anduadiy indicators on the basis thereof, had
been calculated by using the data from the HouseBotiget Survey.

The EESILC survey offers a possibility to measurehscomplex social processes as persistent
poverty and the various levels of deprivation. tdhia, the survey is the official source of
income statistics and social exclusion indicatditse survey is the Estonian branch of a pan-
European survey of income and living conditiondechthe EU-SILC (European Union (EU)
Statistics on Income and Living Conditions) cooeded by the Statistical Office of the
European Communities Eurostat. Statistics Estooileats data within the framework of EU-
SILC, domestically called the Estonian Social Syrve addition to the input for Eurostat's
variables, many questions from Estonian domestiesamers are included in the survey.
Estonian domestic databases are also compiled loaste: results of this survey and are every
year delivered to domestic contractual users. TBSIEC data are used by Estonian educational
institutions (universities, institutes) and miniss (mainly the Ministry of Social Affairs).
(Statistics Estonia 2010)

Only private Estonian households are included inSEE, similar to the HBS survey.
Householdis the group of persons living in the common maivelling (at the same address)
and share joint financial and/or food resourceswhdse members consider themselves to be

% This section includes word to word extracts fréwa following publications by Statistics Estonia:
"EU-SILC 2006 in Estonia: Final Quality Report".

Statistics Estonia, Tallinn 2008. “Eesti Sotsiaaig. Estonian Social Survey. Metoodikakogumik.
Methodological Report”. Tallinn 2010.

* In the following text we use abbreviation EESIL&lthough the more common abbreviation of the
survey is “ESS” in Estonia.
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members of one household. Household can also tarfssie member only. Members of the
household are not necessarily related by bloodasriage. A household consists of one or more
benefit units (or "families"), e.g. a couple togatkvith any dependent children.

People living permanently (over six months) in edlive households and in institutions,
amounting to about 1% of the population of Estoare, excluded from the survey. Institutions
are for instance orphanages, nursing homes, regmetromes, prisons, convents, barracks and
SO on.

The survey is cross-sectional with rotating paniets,at the same time four panels have been
included in the survey. In EESILC each year, arobyi0 households and 13,500 persons are
interviewed, and they are divided between four [sarkhree panels are in the survey from the
previous years and one is a first-timer. The rotaprinciple could not be fully implemented at
the beginning of the survey and panels had to bdifred. Therefore in 2006 the sample
consists of six rotational groups (four startecd2004, one started in 2005 and one started in
2006). In the Euromod we use the cross-sectiofiatriration of the survey. The sample size is
identical for the national version and EU versiéthe survey.

Table 30 EUROMOD database descriptions

National EU-SILC  Eurostat EU-SILC Household budgetsurvey

Abbreviation EESILC EUSILC HBS

Original name Eesti European Union Leibkonna eelarve uuring
Sotsiaaluuring Survey of Income and 2005 (Household budget
(Estonian Social Living Conditions survey 2005)
Survey)

Provider Eesti StatistikaametEurostat Eesti Statistikaamet
(Statistics Estonia) (Statistics Estonia)

Year of collection 2006 2005

Period of collection March - June 2006 Decemb@042—- Jan 2006

Income reference period Jan 2005 - Dec 2005, annc@amne, Jan 2005- Dec 2005,

housing expenditures on 2006, monthly monthly income and
expenditures

Sampling Stratified systematic sampling Stratifigdtematic
sampling

Unit of assessment Spending unit Spending unit

Coverage Households living permanently in EstoniaHouseholds living

Persons living in collective households are permanently in Estonia.
excluded Persons living in

institutional households are
excluded

Sample size 6,993 households 7,161 households

Response rate for (80.5%) 5,631 households 69.2% (4,953 households)

household questionnaire

Response rate for 50.1% (3,593 households)

household income and
expenditures

No of households with 8
non-response inflation
factor missing.

Final sample used in 5,623 households 3,432 households
EUROMOD
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Both in the HBS and in the SILC stratified unegpadbability sampling of households was
used. See Lupsik, Paulus, Vérk (2008) for the HB&hwmdology for details and Statistics
Estonia (2010) for the EESILC /EUSILC methodology.

Technically the original data sets include sevélaed (see the tables below). HBS data consist
more than 10 files, national version of the SIL@sists of three files, EU-SILC consists of four
files (see Annex 1). For EUROMOD purposes the agjbss transformation of income
variables is carried out, if necessary, and thea files are merged into single file keeping only
variables necessary in EUROMOD. We end up with 3%,8®useholds when using
EESILC/EUSILC data and 3,432 households with HB&.da

The SILC survey is comprised of the household amdanal interviews, conducted by using

two different questionnaires: the household quasaae and the personal questionnaire. The
household interview is carried out with a grown-bpusehold member who knows the

household the best. Personal questionnaires &ré €Lt for all household members aged 15 or
more.

3.2 Sample quality and weights

3.2.1 Sample size and non-response

The minimum effective sample size to be intervied@dcross-section analysis was set 3,500
households and 7,750 persons aged 16 or over itlLEE$he actual planned sample size was
greater in order to take into account the impactasfous factors that may reduce the precision
of evaluation.

In 2006 6,993 households were drawn into the san@828 households were contacted and
5,631 valid household responses were received. fEsponse rate of the EESILC is
considerably higher than the response rate of B88.Hhe high non-response rate of the latter
was caused by the diary-type questionnaire of irecand expenditure.

Table 31.Sample size, frame error and non-response

EESILC HBS

Initial sample 6,993 7,803
Frame error -82 - 616
Split-offs 165

Household was contacted 6,328 7,161
Response rate 82.7%*  50.2%**
Households responding 5,631 3,593**

* - average of all waves answering in 2006, lataves had higher response rates than earlier waves

** Those answering to the HBS Diary Book for Incarm@xes and Expenditures

With-in household response rate of the EESILC wa$% for 2006 (see Statistics Estonia
2010, tables 8 and 9).
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3.2.2 Weights and item non-response

All data sets include weights to take into accaarhpling probabilities and also to compensate
frame errors and the non-response. For EESILC weights are calculated both for cross-
sectional and longitudinal data. The sub-samplepamels are weighted independently and
combined thereafter. The weighting scheme for EESR_governed by the procedures worked
out for EU-SILC. (For weights of HBS data see thevpus report Lipsik, Paulus, Vork 2008).

The weights for EESILC data are calculated on thsisof design weights derived from
inclusion probabilities. The weights, which aresfiadjusted to compensate for the bias caused
by non-response, and then calibrated to the pdpnolatata, are used in calculating the final
data. In the first years of the survey, post-dicatiion was used to compensate for nonresponse.
Since 2006, a logistic regression model, which dless non-response, has been used.

The final estimations are calculated by using tleggimMs calibrated on the basis of demographic
data in order to diminish the bias caused by neparse and frame errors. In the calibration
process, the weights are corrected to make thelgtigu distributions calculated with the help
of weights as close as possible to the demogragdti known from other sources. Inasmuch
the activeness in answering the questionnaires ndisp@n the gender- and age-specific
distributions and place of residence, the integrgtnder and age groups as well as distribution
of households by county and degree of urbanisatienused in calibration for the purpose of
correcting the bias. Technically, the calibratisrdone with the program Bascula. For details of
the weighting procedure see also Statistics Es{@Q&0).

Table 32.Descriptive Statistics of the Grossing-up weight

EESILC HBS
/[EUSILC
Weight variable in the Ik_kaal/db090 Tulukaal
original dataset
Number of households with 5,623 3,432
positive values
Mean 100.58 162.34
Median 78.97 130.51
Maximum 969.45 748.66
Minimum 1.43 11.40
Max/Min 677.93 65.67
Decile 1 (10% cut point) 26.26 45.41
Decile 9 (90% cut point) 197.58 335.11
Dec 9/ Decl 7.52 7.38

3.3 Imputations, data adjustments and assumptions

3.3.1 Time period

The largest difference between HBS and EESILC/EQSéata is in the time period that the

income and expenditure refer to. In the HBS datardference period of socio-demographic,
labour, economic characteristics is the month efghrvey and the information on earnings and
expenditure refers to the following month. All méergy amounts in the HBS are expressed in
monthly terms. It is collected using the diary noeth

In the EESILC/EUSILC income and expenditure retethe previous calendar year, with the
exception of housing costs which refer to a curreonthly average.
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When using the HBS data it is implicitly assumedttincome is received at the same rate
throughout the year. However it should be remenmbdéhat this may not be the case and in
particular that simulated income tax (based on ahimeome) does not take account of changes
that may happen during the year. On the other hiamsl,generally the case that personal and
household characteristics are consistent with theent incomes that are observed, since they
apply to the same or very similar reference periddere is no information about how many

times (e.g., number of months) a particular incevas paid over the year.

On the contrary, when using EESILC data the animgaime and expenditure are available, and
also information on how many months it was recei(gspecially when using national version
of the EESILC), but some of the other socio-ecomovairiables (e.g. education, marital status)
refer to the survey week. As EUROMOD uses montlaliachs an input the annual income and
expenditure are divided simply by twelve.

3.3.2 Data adjustment

In the HBS survey data only on households who hadiged information on incomes and
expenditures were included in EUROMOD's databadleother households were dropped and
no imputation of missing variables was implemented.

In the EESILC data, however, all households renthinethe sample and missing values have
been imputed, if necessary. Most of the imputatioes been done by Statistics Estonia; a few
remaining imputations were done by us and theydeseribed in the DRD in detail. We had to
drop 8 households that had missing values forrifiation factor reflecting non-response with-
in household

In HBS all income components were collected agmtte questionnaire and we used backward
imputations to get gross values. Technically, thlREBMOD input data file is derived from the
original HBS data using the Estonian tax-benefitrogimulation model ALAN (authors Alari
Paulus and Andres Vork) with some minor modificatioSee earlier report Lupsik, Paulus,
Vork (2008) for details.

In the EESILC questionnaire all income componemntsaamain collected as net by default, but
with questions concerning wages and salaries, iedoom rental, income earned by children or
income from self-employment, the respondent mayshaf he/she wants to report net or gross
amounts. All reported incomes are converted intth bmet and gross incomes by using
algorithms deduced from tax laws by Statistics EstoBy default the EU version of the SILC

(EUSILC) has all values in gross (but less detajladhile the national version has (additional)

detailed benefit information but with net valuesotB net and gross incomes of household
members are aggregated to household level by usimgulas provided by Eurostat. The

national version of the SILC survey includes muatrendetailed information than EU version

as many income variables are merged already.

During the process we had access to both nationbE&® version of SILC data and comparing
net and gross values, discovered a few mistakegandsistencies in the gross-net conversions
of the Statistics Estonia. Their possible effedigsussed in the next section.

3.3.3 Calculation of income and under-reporting

One main topic of both EESILC and HBS surveys & iticome of the residents of Estonia.
Before EESILC was launched in 2004, incomes, anckihp and inequality indicators on the
basis thereof, had been calculated by using the flain the Household Budget Survey. In
HBS, respondents were asked about the income gogyved in the previous month, which was
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then multiplied by twelve to obtain yearly inconi€ESILC use the previous year’s income for
calculating indicators of living standards and \asdf

In SILC Estonia follows the income definition ofetlCanberra working group for calculating

household members’ incomes. Disposable (net) indsnaefined as the sum of incomes from

wage labour, self-employment, property income, aloitansfers, regular inter-household cash
transfers received, production for own consumptasg receipts for tax adjustment from which

regular inter-household cash transfers paid, taxewealth and repayments for tax adjustment
have been subtracted.

The EESILC household questionnaire provides inféionaon the following components of
household’s total disposable income: the subsistéeoefit and child benefits, incomes earned
by younger than 15 year-olds, monetary and non-taoyesupport received from other
households, alimony, monetary and non-monetary@tififom non-state organisations, income
from rental of property or land, income from salereal estate or stocks, income from
production for own consumption. The personal qoestiire provides information on the
following: monetary and non-monetary income frongevdabour, income from registered and
unregistered entrepreneurship, property income foomds, shares and savings, social benefits
received and payments from insurance schemes. 20@i¥ income from production for own
consumption and savings from imputed rent (i.e.ndomey a household saves on rent by living
in a dwelling that they own) were not included hettotal income definition. From 2007
onwards, these types of income have been addedetdotal household income. Also from
2007, interests on mortgage are subtracted fromhthusehold total income. These were not
considered in the rules for household income catmiis in previous years.

For our purposes we have split some of the EUSIhA@ables into components to allow their
simulation or apply different tax-benefit rulestbem.

3.3.4 Imputations and net-to-gross conversions by Statigts Estonia

While HBS data did not use any imputations ancedifit diaries were allowed to have different
response rates, then for SILC data Statistics kstoas imputed missing values for several
variables. We focus here on income variables aadSthC data. The following uses word-to-
work extracts from the quality report of 2006 Sld@ta by Statistics Estonia (Statistics Estonia
2006a).

According to the quality report of 2006 SILC datayeral options were used to impute missing
values. For some households and persons the vafupgevious year were used to impute
missing values. Data of 2005 was used only if hbokkor person received particular kind of
income in 2005 and analysis showed that these nammes are sufficiently closely related. If
analysis indicated no correlation between the irepwf 2005 and 2006, values were not used
in imputation. For some variables, values of prasigear were corrected to take into account
trends present in the data. If missing value couldbe imputed with data from previous year,
the following methods were used:

* Logical deduction of value, based on other daguestionnaire;
< Imputation with median or average, when only singllies were missing;

e Hot-deck imputation (random donor), when proportminmissing values was very
small;
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* When exact value was missing but respondent prdvate interval, the values was
imputed with hot-deck method within this interval;

* Random regression with IVEware.

For some income variables having highly skewedibligion, imputation was conducted on the

log-scale. In general, empirical bounds of valuesent in the dataset were used in [VEware to
bound imputed values. For some income componemsyiat per month was imputed and then

converted into amount per year.

Net to gross conversions

If an income component was collected only net (SWa@ables PY020, PY080, PY090, PY100,
PY110, PY120, HY050, HY140, HY145), then missing nalues were imputed and then
converted to gross using net/gross conversion ighgor where necessary. Respectively, if an
income component was collected only gross (SiLGabées PY035, PY130, PY140, HY060,
HYO070, HY080, HY090, HY120, HY130), then a missigmgpss value was imputed and then
converted to net. For income components, which veeleected both net and gross (SILC
variables PY010, PY050, HY040, HY110), the procedwas as follows. If only gross value
was obtained, it was first converted to net usirggg/net conversion algorithm. If both net and
gross value were obtained, the net value was wseck it is believed that people know this
value better. Missing net values were imputed udififware. Gross components of EU-SILC
variables were obtained with net/gross conversigordghm. In this way, when only gross value
was obtained, a value recorded in gross componasitegual to the collected gross value, since
net/gross and gross/net algorithm are in accordatbeeach other. Also, it allows basing both
net and gross recorded values on the same collgatad. Net/gross and gross/net conversion
algorithms were based on local tax system. Sesdtton 3.3.5 for additional details.

Imputed rent

Imputed rent must be computed for those househbhtsare either the owners of their living
space or use it without a rental fee. The calauhatif imputed rent was done in three steps by
Statistics Estonia.

1) Finding the best model of square-meter priceéhef accommodations. Square-meter price
model was found separately for detached housekidimg semidetached and terraced houses)
and apartments. Model was fitted on the databaseabfestate sell-transactions in Estonia in
2006, containing 4682 transaction records. Squatemprice of a detached house was
modelled, using the following explanatory variablespunty group (4 groups), level of
urbanisation (capital city, big towns, small towmsaral areas), quality of accommodations
(poor, satisfactory, good), area, interaction afrtg group and urbanisation level, interaction of
quality and urbanisation level. Square-meter potein apartment was modelled, using the
following explanatory variables: county group, Ilevef urbanisation, quality of
accommodations, number of rooms (1,2,3,4+), arederdaction of county group and
urbanisation level.

2) Applying the model to SILC data. The square-mgtece models were applied to all
households.

3) Computation of imputed rent, based on the totale of accommodations. The calculation
formula for imputed rent is the following:

(annual rent)=(price of the accommodations) x (e Euribor)
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Price of the accommodations is multiplied by theamealue of Euribor from 1 January 1999 —
31 December 2006, which is equal to 3.239%.

Company cars

In the personal questionnaire, each employee wagested to report whether he or she had an
option to use a company car for private ends duttiregprevious calendar year or not. Those
reporting the use were further asked to indicagentiimber of months the car was used, as well
as the make, model and year of issue of the caceShere is no reliable information on used
care prices in Estonia, the construction of depteam model was not possible and the
conversion using tax rules was used instead. Fon @arson reporting a benefit from the
company car, the special benefit tax paid by thpleyer on the use of the car is recorded.

Within-household non-response inflation factor

Ca 1.4% of households, whose data was acceptethéodatabase, are affected by within
household non-response. Ignoring this fact may eaubstantial bias in main indicators. To
correct the effect of non-responding individualsthivi a household, the inflation factor

(variable HYO025) is calculated by which it is nezay to multiply total household gross

income, total household disposable income anddte household disposable income before
social transfers. Calculation procedure was asvidl

e Missing total individual gross income was imputeidhwthe unweighted median of
imputation class. Imputation classes were crossesecof 9 age groups (16-17, 18-19,
20-24, 25-34, 35-44, 45-54, 55-64, 65-74, 75+), ,semployment status
(employed/other), and quintile of equivalised tota@lusehold gross income. Where
possible, total individual income of previous wavas used for imputation (if it was
greater than zero).

e Quintile of equivalized total household gross ineowmas recalculated using imputed
values of previous step.

e Steps 1 and 2 were repeated until there were ne stufts in the income quintile (5
repetitions were sufficient in 2006).

* Within-household non-response inflation factor wadculated as the ratio of total
household gross income including imputed individnabme to initial household gross
income. For households with negative or zero hauldetpross income, inflation factor
was set to 1 (i.e. no inflation was done). If réagl value was greater than 5, inflation
factor was set to missing. In 2006 it happenedo@seholds.

3.3.5 Additional imputations and net-to-gross conversiondy country team

Additional imputations were required in order tgopsimilar tax benefits rules to all three

datasets. First, the amount of non-responded incoateulated using the non-response inflation
factors, was split among non-respondent individaatording to the main source of income by
age. The default approach by the EUROMOD core t@amused. After that additional net-to-

gross imputations were implemented if necessary.
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Participation in the funded pension scheme

Participation in compulsory funded pension schethe §econd pillar) is compulsory for new
entrants to the labour market (born 1983 or latan),voluntary for employees who were in the
labour market in 2002 when the scheme was intratlu€ehorts born in 1941 or before (i.e.
those beyond pension age at the time of the refamng not allowed to join the scheme.

We do not have information on the participatioriia funded pension scheme in the HBS data
or the EU version of the SILC, but we have the imfation in the national version of the SILC
and we know the age-gender distribution of theigggnts from the register data.

Based on the register and population data the agdey participation rate was calculated for
the HBS data.

_ Participansat thebeginningof 2005

agegender

Prob(Partipates)

gegender —

Populatiorat thebeginningof 2005,

gegender

Number of participants who have joined the fundedsion scheme by the beginning of 2005
are derived from data received from the Estoniamti@eSecurities Depository. Population data
are from Eurostat on-line database.

For the EUSILC data we calculated similar partitigrarates from the SILCEE data by adding
the decile of the gross earnings (PY010G) whergénson belongs to:
_ Participatsat thebeginningof 2005

PI‘Ob(Parﬁi pateS) - - . gegendedecile
’ Populatiorat thebeginningf 2005,

egenderdecile -
gegendedecile

We simulated participation status based on thesapgspecific participation rates by drawing a
uniformly distributed random number from the O-emval (this is done Stata and can be
reproduced as the seed number is fixed). If thaltieg number is lower than the corresponding
participation rate the person is assigned a valagherwise value O.

As the participation decision depends on the emmat status and level of earnings we would
expect that adding of income decile into the gramjormation yields better coverage of
contributions to the funded scheme.

Family benefits

A detailed classification of benefits was availaiblehe HBS data, and taxable and non-taxable
benefits were separately available in the EESILta.da

For family benefits the major task was the sepamatif parental benefit and maternity benefit,
which both are taxable, and universal family besgihich are non-taxable, in the EUSILC.

We simulated major universal family benefits in EldSILC and subtracted them from the total
sum of family benefits. The rest was divided int@ot 27% went to maternity benefits
(temporary sickness benefit in case of pregnanoyg) Z8% went to parental benefits. If there
were no children younger than two then all famignéfits were assigned to universal family
benefits. We also used information on children bor006 as that indicated possible maternity
benefits in 2005. Note that those benefits whialmoa be simulated (for example, single parent
benefits) are implicitly included in maternity apdrental benefits.

The family benefits were assigned to the mothefdtbrer if mother missing) of the child or the
child herself if no parent was in the household.
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Table 33.Comparison of assumptions for family benefits

Variable EESILC EUSILC HBS
General remark Four different family  One merged family benefit Detailed family
benefit categories available benefits available
available
Other family benefits ~ Total sum available. ~ Simulated the sum of the major Separately

(universal family universal benefits (child available: child
benefits and local allowance, child care allowance, allowance, child
benefits), non-taxable school allowance, large family  care allowance,
allowances) child allowance

from abroad, single
parent allowance

~ Gross amount Imputed: 73% of gap between  Gross amount
imputed by backward  the total family benefits and imputed by
calculation simulated universal family backward
benefits was assigned to calculation

parental benefits if there was a
child younger than 2

Maternity benefit, Available in net. Not separately available. Available in net.
taxable ~ Gross amount Imputed: 27% of gap between  Gross amount
imputed by backward  the total family benefits and imputed by
calculation simulated universal family backward
benefits was assigned to calculation

parental benefits if there was a
child younger than 2

Adoption benefit, Available in net.
taxable Gross amount
imputed by backward
calculation. None in
2005

Unemployment benefits

The national SILC version distinguishes betweemimedncy benefits, unemployment insurance
benefits and other unemployment benefits (includingmployment assistance benefits). In the
EUSILC data (and HBS data) they are all merged ttegeas unemployment benefits. We

decided to exclude redundancy benefits from themph@yment benefit and consider them

similarly with labour market earnings. Note alsattin the original data only that part of the

redundancy benefits is included in disposable iredmat was spent in 2005, while we include
the whole income received.

We also needed to separate unemployment assisbamadit and unemployment insurance
benefit, because they are treated differently lier purpose of income tax. The unemployment
assistance benefit is a flat-rate benefit equdD® EEK in 2005.
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We assigned all values less than 400 EEK to ungmpat assistance benefits in the HBS data
and less than 9,000 EEK annually (or 750 EEK péenckar months) in EUSILC data. The
latter is larger because the EESILC data also @eduraining allowances in the variable.

In the EUSILC data we set all observations withraplyment benefits larger than 2,632 EEK
per month as redundancy benefits. The cut-off pisinaken from the national version of the
SILC were all such larger benefits were redunddrenefits.

Table 34.Comparison of assumptions for unemployment benefits

Variable EESILC EUSILC HBS
Redundancy Available in net. Gross Nt separately available. All Not available
benefit, taxable amount imputed by observations with

backward calculation.  ynemployment benefits larger
than 2,632 EEK per month were
set as redundancy benefits

Unemployment Available in net. Not separately available. All  Unemployment benefit
assistance benefit/ Include retraining or observations with (in case the amount is
unemployment transport allowance  ynemployment benefits smaller <= 400 EEK per
allowance, non- than 9,000 EEK per annum month)
taxable were set as unemployment

assistance benefits

Unemployment  Not available (included Not available (included in Available
retraining in previous) previous)
allowance, non-
taxable
Unemployment  Available in net. Gross Not separately available. In case the
insurance benefit, amount imputed by Calculated as total unemployment benefit
taxable backward calculation unemployment benefits less ~@mount is > 400 EEK
redundancy benefits and _per month (net of
unemployment assistance  Withholding income tax
benefits with basic allowance,
gross amount imputed)
Start-up benefit, Available, butnot Not available. Not considered as ~ Not available
non-taxable considered as a part of g part of unemployment benefits

unemployment benefits

Pension benefits
Pensions are well covered and with sufficient détaall three data sets.

Statistics Estonia includes under old-age pensiso disability pensions when the person is
older than the formal retirement age, because dowprto the Estonian pension legislation
disability pensions are converted to old-age perssadter statutory pension age.

Statistics Estonia also adds one-time benefit fpgidemployer when retired under old-age
pensions, but this is very uncommon in Estonia. HESILC database includes only 6
observations with non-missing values.
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Table 35.Comparison of assumptions for pension benefits

Variable EESILC EUSILC HBS
Old-age Available in gross. Available in gross. Includes ~Available in net. Gross
pensions Includes one-time benefit  yne-time benefit paid by amount imputed by
paid by employer when employer when retired backward calculation.
retired
Disability Available in gross Available in gross Available in net. Gross
pensions amount imputed by
backward calculation.
Survivor's Available in net. Gross Available in gross Available in net. Gross
pensions amount imputed by amount imputed by
backward calculation. backward calculation.
Old-age Available in net
pensions from
abroad

Social assistance benefits

Social assistance benefits consist of two categomdeibsistence benefits and other social
assistance benefits. Although subsistence benafésconsidered as housing benefits in the
EUSILC data, because they include a componentegklad housing costs, we regroup them
back under social assistance benefits. They arenati-taxable, therefore no net-gross
imputations is needed. Subsistence benefits majudacadditional subsistence benefits
(taiendav toimetulekutoetuthat are not related to formal rules.

Table 36.Comparison of assumptions for social assitanceftiene

Variable EESILC EUSILC HBS
Subsistence Available in net. Gross  ayailable in gross. Gross Available in net. Gross
benefits, non- equals net. equals net. equals net.
taxable
Other social Available in net, Available in gross, Available in net, at
benefits, assume  available at personal available at household personal level
non-taxable level level

Temporary sickness benefits

Temporary health insurance benefits are similatorded in all three datasets, except that they
are net in EESILC and HBS and gross in EUSILC. Nb#& in administrative data maternity
benefits are also part of temporary sickness besnéfit in our data they are kept separately.
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Table 37.Comparison of assumptions for sickness benefits

Variable EESILC EUSILC HBS
Sickness benefits, Available in net. Gross  ayailable in gross. Includes Available in net. Gross
taxable amount imputed by one-time benefit paid by amount imputed by
backward calculation. employer when retired backward calculation.

Education benefits

Education benefits are recorded in different detadifferent datasets, but as they are all non-
taxable and they cannot be simulated, they amaeifjed into one variable.

Table 38.Comparison of assumptions for education benefits

Variable EESILC EUSILC HBS
Study grant, non- Available in net.
taxable Available in net Distinguishes between: 1)
Separate variableé are Available in net as one stipend paid by the state; 2)
b variable stipend or grant of a

summed into one

. foundation or organisation
variable

based in Estonia; 3) stipend
or grant of a foreign country;
4) other grant for self-
education, development of
production activity

State study stipend

In the HBS data we have also imputed values fddiblith allowance and interest payments on
mortgage and study loans. See the earlier repqsikiPaulus, Vork 2008 for details.

The derivation of other variables needed for theREMOD is described in the DRDs.
Generally the standard approach provided by thexBeam was applied.

3.3.6 Imputations of gross incomes

In all datasets gross incomes are imputed usingntrersion of rules. Estonia has a constant
marginal tax rate, which makes inversion straigiiéyd. The gross values of EUSILC are
imputed by Statistics Estonia. The gross valueHB$ data are imputed by the national team
(see earlier report LUpsik, Paulus, Vork 2008)details. The gross values for EESILC data are
imputed by the national team using similar rulest tBtatistics Estonia had used for EUSILC
data. Statistics Estonia had a few minor mistaketheé imputations rules and in some cases
Statistics Estonia and the national team had @iffieassumptions, therefore gross values do not
always match in EUSILC and EESILC data.
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All income sources can be grouped according to theome tax treatment:

1) Pensions on which income tax is withheld subjedh®pension and basic income tax
allowance.

2) Incomes on which income tax is withheld subjecth® basic allowance: employment
income, unemployment insurance benefit, parentalorme ganemahuvitis and
alimonies received.

3) Incomes on which income tax is withheld without atlpwance applied: royalties, sick
pay and maternity benefisiinnitushivitiy

4) Income on which income tax is paid by the employrekind benefits.

Regarding self-employment income, tax allowancesotbe taken into account within a year,
and therefore only final tax obligations can becakdted.

Based on the information above, income before irctax can be calculated. If only income
tax has been withheld, with no allowances, incoefere income tax is simply scaled up. Basic
allowance and pension allowance are taken intoadcomilarly, only before scaling up the tax
allowance must be subtracted.

The order of the income variables matters whenyamppkax allowances. For HBS data we have
assumed that pension and basic allowance are pptie@ to pension income at first. Then the
remaining part of the basic allowance is appliedvees and then unemployment insurance
benefits and so on. For SILC data Statistics Eattiais not been always consistent to similar
items, they sometimes apply the allowances, sorestimot.

After income tax has been calculated, gross easnarg calculated by adding employee’s
contributions to unemployment insurance fund antéd pension scheme, if eligible, on the
income from employment by simply scaling up theialsles. This is possible because neither
minimum nor upper ceiling is present for these gbuations.

The number of months how long any particular incayme is received is available in the
national data, but not in the EUSILC. Thereforehvitie latter all gross-net calculations cannot
be replicated.
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Table 39.0rder of income types in net-to-gross conversioncgss and application of

allowances.

EUSILC
No strict ordering

EESILC
No strict ordering

HBS
(own calculations)

Strict ordering

Disability Statistics Estonia calculations:  Use Statistics Estonia  Pension allowance,
pension gross = net * calculations Basic allowance
Old age pension Statistics Estonia calculations: Use Statistics Estonia

Pension allowance
Basic allowance

Allows simultaneous working.
Minor mistake in one formula**

calculations

Pension allowance,
Basic allowance

Survivors pension  Statistics Estonia calculations:
Pension allowance, Basic
allowance

Do not take into account
simultaneous working (about
quarter works), but with no bias,
as pensions smaller than
pension allowance

Use Statistics Estonia
calculations

Pension allowance,
Basic allowance

Wages and Statistics Estonia calculations:
salaries Basic allowance ***

Use Statistics Estonia
calculations

Basic allowance

Unemployment Own imputations of the values
insurance benefit No allowance

Statistics Estonia had a mistakeallowance, but with correct

in income tax formula****

Use Statistics Estonia
approach with no basic

tax rates

Basic allowance

Parental benefit Own imputations of the values
No allowance
Own calculations

Use Statistics Estonia
approach with no basic
allowance

Basic allowance

Alimony for NA
spouse/child

NA

Basic allowance

Fringe benefits Statistics Estonia calculations:
No allowance

Use Statistics Estonia
calculations
No allowance

Not included

Sickness benefits Statistics Estonia calculations:
Basic allowance*****

Use Statistics Estonia
calculations
No allowance

No allowance

Maternity Own imputations of the values
benefits No allowance
Own calculations

Use Statistics Estonia
calculations
No allowance

No allowance

Self-employment Use Statistics Estonia
income calculations
Basic allowance*****
Possible mistakes in formulae

Use Statistics Estonia
calculations

No allowance
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* Formally one should compare with pension and ddgwances. There were nine observations with
disability pension larger than pension allowance.

* In a few instances Statistics Estonia instead nadiltiplying by a correct factor 0.24/0.76 they
multiplied by 1.24. It influences only pensionsgar than pension allowance.

*** Statistics Estonia had minor mistakes when gppd basic allowance: they did not take into acd¢oun
unemployment insurance and Il pillar pension cbntions when comparing whether gross income was
smaller than basic tax allowance. Also there wasreor mistake in Ul contribution rates (0.003 irzste

of 0.005) in one place and formula to calculatdaddax had a mistake. (The latter does not affoss
values.)

*rx% Statistics Estonia had a mistake when calcinigtthe amount of income tax. Also, basic allowance
is usually taken into account in practice.

*xk% Basic allowance is not taken into account itase of sickness benefits and self-employment
income, but Statistics Estonia does.

We have discovered a few mistakes in the net-gropstation formulae of Statistics Estonia.
We have corrected the formulae only in few casémnmwve needed to split some benefit groups
into individual benefits. We did not correct therfwlae in all cases, because Statistics Estonia
has used similar procedures also for gross to mputations, when responders preferred to
answer gross amounts.

3.3.7 Updating factors

To use the model for years later than 2005 incoes we have provided updating factors. In
most cases the update factors are from regulastatat(such as growth of the average wage) or
registry data (for example, growth of the averalgeage pension).

For pensions we use actual increase of averagéopsn$or benefits that depend on earnings,
we use growth rate of the average wage in previesr, for many other benefits and
expenditures we used CPI.
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Variable Variable label Update factor 2006 2007 20
default Growth of CPI 1.044 1.1129 1.22865
bch Benefit/pension: Aggregate
child:
bch00 Benefit/pension: Simulated, simulated simulated simulated
child: basic otherwise default
bchab Benefit/pension: No change in 1 1 1
child: abroad benefits
bchba Benefit/pension: In 2006 the birth 1.48148 1.48148 1.48148
child: allowance
birth/adoption increased to 5000
EEK from earlier
3750 or 3000
bchlp Benefit/pension: No change in 1 1 1
child: lone parent benefits
bed Benefit/pension : Growth of CPI 1.044 1.1129 1.22865
education
bfa Benefit/pension : Aggregate
family
bhl Benefit/pension : Growth of 1.108 1.29109 1.55584
health average wage
last year
bmaab Benefit/pension: No change in 1 1 1
maternity: abroad benefits
bmact Benefit/pension : Growth of 1.108 1.29109 1.55584
maternity: average wage
contributory last year
bmapr Benefit/pension : Growth of 1.108 1.29109 1.55584
maternity: average wage
preghancy last year
bsa Benefit/pension : Aggregate
social assistance
bsa00 Benefit/pension : Simulated,
social assistance: otherwise default
basic
bsals Benefit/pension : Growth of CPI 1.044 1.1129 1.22865
social assistance
bun Benefit/pension : Aggregate
unemployment
bunct Benefit/pension : Growth of 1.108 1.29109 1.55584
unemployment: average wage
contributory last year
bunnc Benefit: Unemployment 1 2.5 2.5
unemployment : assistance
non-contributory benefits
increased from
1000 to 2500 in
2007
buntr Benefit: No change in 1 1 1
unemployment : benefits

training
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Variable Variable label Update factor 2006 2007 20
pdi Benefit/pension : Growth of 1.17674 1.37911 1.70499
disability average
disability
pension, at the
beginning of next
year
poa00 Benefit/pension : Growth of 1.18335 1.38428 1.70289
old age: basic average pension
poaab Pension: old-age:  No change 1 1 1
abroad
psu Benefit/pension : Growth of 1.17286 1.36995 1.69305
survivors average pension
tpr Tax : property tax Growth of land 1.02289 1.09215 1.49295
tax revenues
xhc Expenditure : aggregate aggregate aggregate
housing cost
xhcmomi Expenditure : Household 1.16216 1.43243 1.43243
housing cost : mortgage loan,
mortgage issued in EEK,
payment : interest rate as of
mortgage interest 30 June - growth
rate of the loan
rate
xhcot Expenditure : Growth of 1.10359 1.26461 1.46436
housing cost : housing costs in
other CPI (excl.
mortgage
interests)
xhcert Expenditure : Growth of 1.14151 1.26415 1.08491
housing cost : rent  average rent in
Tallinn in a two-
living-room
apartment
Xxmp Expenditure : Growth of 1.16524 1.40419 1.59941
maintenance average wage
payment
yem Income : Growth of 1.16524 1.40419 1.59941
employment average wage
yfb Income : fringe Growth of 1.16524 1.40419 1.59941
benefits average wage
yiy Income : Aggregate
investment
yiydv Income : SILC 2007 and 0.9355 1.58332 1.58332
investment: 2008 data,
dividends average per
recipient; 2008
set equal to 2007
yiyit Income : SILC 2007 and 0.85715 0.65668 0.65668
investment: 2008 data,
interests average per

recipient; 2008
set equal to 2007
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Variable Variable label Update factor 2006 2007 20
yiyot Income : SILC 2007 and 3.72652 1.73968 1.73968
investment: other 2008 data,
average per
recipient; 2008
set equal to 2007
yot Income : other Growth of 1.16524 1.40419 1.59941
average wage
ypp Income : private Growth of CPI 1.044 1.1129 1.22865
pension
ypr Income : property Aggregate
yprro Income : Growth of CPI 1.044 1.1129 1.22865
property: royalties
yprrt Income : Growth of 1.14151 1.26415 1.08491
property: rent average rent in
Tallinn in a two-
living-room
apartment
ypt Income : private Growth of 1.16524 1.40419 1.59941
transfers average wage
ypt Income : private Growth of 1.16524 1.40419 1.59941
transfers average wage
yptmpnt Income : private Growth of 1.16524 1.40419 1.59941
transfers : average wage
maintenance
payment : non-
taxable
yptmptx Income : private Growth of 1.16524 1.40419 1.59941
transfers : average wage
maintenance
payment : taxable
yse Income : self Growth of 1.16524 1.40419 1.59941
employment average wage
yseag Income : self Growth of 1.16524 1.40419 1.59941
employment : average wage
agriculture
ysena Income : self Growth of 1.16524 1.40419 1.59941
employment : average wage
non-registered
activity
ysera Income : self Growth of 1.16524 1.40419 1.59941
employment : average wage

registered activity
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4. VALIDATION

4.1 Aggregate Validation

In this section we present the validation resutisnfour model. First we compare how well the
three surveys represent actual aggregate dataisTubowed by an analysis how 2005 income
data can be updated to match 2006-2008 actual Altiai.that we present simulation validation

results both for the income aggregates and the aumbreceivers or payers. In our default
approach simulation of minimum wage is switchedaoftl non-take up of subsistence benefits
is switched on. We present also the results usthgroassumptions. Section 4.2 includes
distributional statistics, such as income deciled poverty measures within socio-economic
groups.

4.1.1 Non-simulated incomes

To check how well the Household Budget Survey (HB8Y the Estonian Social Survey
(EESILC), which is the basis also for EUSILC, regmet actual aggregate data, we compare
income components (wages and various benefits) destwthe HBS and EESILC and
administrative sources (see the table below). TRSIEC has considerably better coverage of
wages and salaries compared to the HBS survey (@9%te EESILC and 78% in the HBS
when compared to National Accounts Statistics)sHuiggests that also labour taxes are better
simulated using EESILC data.

When comparing all cash benefits from ESSPROS aladiaall aggregated cash benefits from
EESILC and HBS data (the latter partly convertedytoss values by ourselves), the overall
ratio is 89% both for EESILC and HBS. This may seather high but is due to good coverage
of pensions and child benefits, which constituteul85% of the expenditures in the HBS data.
Pensions and benefits for children are rather wegtresented, but income of low-income
households are underrepresented (unemploymentitsed@po and 51%, subsistence benefit
37% and 65%, sickness benefits 34% and 42%). Exjpeesl on parental benefits are well
covered in the EESILC data (99%) and overrepredantthe HBS data (134%).

A study by Statistics Estorian Household Budget Survey 2004 indicated thas@balds with
higher income have higher non-response rate faredialn 2004 in the lowest quintile (based
on self-reported average monthly income) 25% ohiheseholds refused to fill in diaries, while
in the highest quintile 31% refused. The study alsowed that data from the Estonian Social
Survey (Estonian EU-SILC) are more representativéerms of total wage cost, but there is
little difference regarding social benefits, whiish confirmed by our comparisons for 2005
income data.

® Mari Toomse, Marin Randoja “Eesti sotsiaaluuringu leibkonna eelarve-uuringu sissetuleku
Uhilduvusanalutus”@omparability analysis of income in Estonian So8atvey and Household Budget
Survey. Statistics Estonia 2007. Mimeo.
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Table 41 Comparison of expenditures on wages and benefitdhen SILC, HBS and
administrative data 2005

Income type Administrativ  Estonian Social Ratio Household Ratio (HBS/
e statistics Survey (EESILC/ budget Register)
(min EEK) (EESILC) Register) survey
(min EEK) (mln
EEK)
Wages and salaries 58,212** 57,713 0.99 45,593*** 0.78
Pensions (old-age, 10,516 10,676 1.02 10,351* 0.98
survivor, disability)
State family benefits 1,643 1,441 0.88 1,382 0.84
total (peretoetused), incl
Child benefits 1,035 1,094 1.06
Childcare allowance 287 197 0.69
Single parent child 103 87 0.85
allowance
Maternity benefits 297 248 0.84 22 0.07
Parental benefit 553 550 0.99 740+ 1.34
(vanemahuvitis)
Subsistence benefit 208 77 0.37 135 0.65

(toimetulekutoetus
toimetulekupiirini)

Unemployment benefits 150 71 0.47 76*** 0.51
(t66tushivitised)
Sickness benefits 968 333 0.34 344+* 0.36
Other social assistance Not applicable 5 259
All cash benefits 15,076 13,401 0.89 13,438 0.89

(cash benefits  (all benefits in (all

in ESSPROS EESILC data) benefits in

data) HBS data)

Notes: * - pensions from abroad are excluded; p@ssare converted to gross values in order to caampa
with register data; ** from National Accounts; *tonverted to gross values in order to compare with
register data® - here unemployment benefits from administratiaistics do not include redundancy
payments, and payments in case of employer’s batdyu

Sources: HBS data, own calculations; EESILC data, calculations, Ministry of Social Affairs. Social
Sector in Figures 2006; Statistics Estonia on-tiabase, Table “Gross domestic product by income
approach at current prices”.

We may conclude that there appears to be a probfamder-reporting of income in the HBS
data, but this is not so much of a problem in ti=SEC data. Universal family benefits are
well covered in both datasets, but means testedefitenand replacement income
(unemployment income, sickness benefits) are ucalezred.

Next we evaluate how well the 2005 income databmnpdated to match 2008 actual data. As
the period of 2005-2008 was characterised initia§yeconomic boom and then a recession
starting in 2008, the unchanged socio-economictre creates considerable prediction errors.

The next table present the ratios of benefits m shrvey data and registry data. Absolute
numbers are presented in the appendix.

Comparison of three different data sources withstegdata shows that old-age pensions are
well covered in all datasets during the period 20088, this is because number of old-age
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pensioners simply does not change so quickly. @nother hand, as the number of disability
pensioners has increased steadily in 2005-2008 ungerpredict the number of disability
pensioners and, hence, pensions. Survivors pensads pensioners are already initially
underpredicted and this characterises also thewolh years.

Unemployment benefits are all underrepresentetiardata. However, as actual unemployment
declined in 2006-2008 the uprating brings totalemdgture closer to the actual levels.

The gap between parental and maternity benefittheone hand, and registry data on the other
hand increases as in reality birth rates increabadt,population remains unchanged in the

model.

Table 42 EUROMOD validation: ratio of the expenditure on remulated benefits in survey

data and registry data, 2005-2008

EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008

Old-age pensions (excl
pensions from abroad) 1.03 103 103 104 103 103 103 104 095 095 095 0.96
Disability pensions 098 093 089 085 098 093 089 085 122 1.15 1.1 1.05
Survivors pensions 063 063 065 068 063 063 065 068 155 1.55 1.6 1.68
Unemployment
benefits, incl 064 091 119 063 047 068 082 044 050 072970 051

unemployment

insurance benefits 033 073 082 039 047 064 072 034 039 053.6 0 0.29

unemployment

assistance benefits 090 155 1.83 145 048 083 098 0.77 0.8 1.38 63 1. 1.29
Parental benefit 089 060 057 041 099 068 064 046 134 091.860 0.62
Maternity benefits 060 055 050 047 083 077 07 066 007 0.07060. 0.06
Sickness benefits
(without maternity 034 032 029 029 034 032 029 029 036 033 030 0.30
benefits)
Subsistence benefits 037 059 09 105 037 059 09 105 065 104 158 1.86
Total child benefits 1.04 0.95 0.80

Notes: * - in administrative statistics pensionduile also national (minimum) pensiomahvapensiohn
which has been included under old-age pensions
Cells in grey are the same for EUSILC and EESIL@dcences due to imputing single benefits from
aggregated variables in EUSILC).

80



EUROMOD Country Report — ESTONIA

B

Table 43 EUROMOD validation: recipients of non-simulated &&ts in the survey data and
registry data, 2005-2008, %

EUSILC EESILC HBS

2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008
Old-age pensions (exc
Disability pensions

1.08 1.03 097 094 108 1.03 097 094 1.68 1.60 1.52 1.47
Survivors pensions

060 058 060 064 060 058 060 064 099 0.96 1.00 1.06
Unemployment
benefits, incl 034 050 057 037 031 047 053 035 024 036400 0.27
unemployment
insurance benefits 030 041 046 024 044 059 067 035 020 0.27.300 0.16
unemployment
Parental benefit**

2.81 2.07 2.02 1.46 2.19 1.61 1.56 1.13 125 0.92.890 0.65
Maternity benefits

1.96 1.89 1.73 1.70 080 077 070 0.69 0.03 0.02.020 0.02
Sickness benefits
(without maternity 0.15 0.14 0.3 013 0.15 0.14 0.213 0.13 0.03 0.02 0.02 0.02
benefits)***
Subsistence
benefitg*** 050 069 103 117 050 069 1.03 117 039 054 o081 0.92

Notes: Cells in grey are the same for EUSILC an&IEE
* - includes also various occupational pensions rattbnal pension.
** _ Here registry data is only new cases, but syrdata includes all payments. When also all paysnen
are considered in the registry data then the EUSIh€ EESILC cover 94.2% of cases.
***_ annual number of compensations for illnessmury divided by 12

**** _ households

4.1.2 Simulated income tax

Income tax revenues are simulated at about 95-160&b using EUSILC or EESILC data (see

Table 44) and registry data (Table 22 earlier).sTtoverage is considerable improvement
compared to the HBS data. This is in accordande thigé coverage of wage and salaries - about
99% in the EUSILC and EESILC and 80% in the HB&dat

Number of simulated taxpayers is slightly largeartiin the registry, but this is to be expected as
registry numbers include only those who had suleahithe declaration.
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EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008
Tax revenues (min EEK)
Withheld PIT 107 120 145 16.0 107 120 146 16.0 8.3 9.3 411.12.6
Final PIT 10.3 11.2 13.8 14.4 10.3 11.2 13.8 14.5 8.1 88 011.11.4
Comparison of revenues with register data:
simulated values / actual values
Withheld PIT 1.02 1.00 0.94 0.9% 1.02 1.00 0.94 0/95 0.80 0.78.74 0 0.75
Final PIT 1.01 100 095 098 101 101 096 098 080 0.79.76 0 0.77
Taxpayers

Withheld PIT 624 627 644 675 620 622 640 671 539 541 556 579
Final PIT 646 642 672 69( 647 642 672 689 565 557 584 596

Comparison of taxpayers with register data: simulagd values / actual values
Withheld PIT n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Final PIT 1.12 1.05 1.05 1.08 1.12 1.05 1.05 1/03 0.98 0.91.910 0.89

Notes: in the HBS data have monthly averages,rbtltd register data we have cumulative number of

taxpayers
* - total number of persons with withheld incoma ta

** - number of persons submitting declarations

4.1.3 Simulated social contributions

Overall about 106% of social tax revenue, covehiaglth insurance and pension insurance, and
114% of unemployment insurance contributions amaukited with EUSILC or EESILC data.
HBS data are with lower coverage. EUSILC and EESHata also cover contributions to the
funded pension scheme closely in 2005 (102%). Tiewing years the coverage is lower,
because in reality participation in the funded sohéncreased.

Also, as employment rates increased in 2005-20@8ptedicted share of contributors declines
in all schemes.
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Table 45 EUROMOD validation: social contributions, 2005-20@8nulated values relative
to actual data

EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008

Social Tax (employers,
self-employed, state)

Of which health care 1.05 1.02 0.98 0.99 1.05 1.02.99 0.99 0.83 0.81 0.78 0.79

1.06 1.03 1.00 1.00 1.06 1.03 1.00 1.00 0.84 0.82.790 0.79

Of which pension 1.07 1.04 1.01 1.00 1.07 1.05 1.011.00 0.85 0.83 0.80 0.80

to the funded pension
scheme
Employees additional
contribution to the funded  1.02 0.90 0.82 0.77 1.01 0.89 0.81 0.76 0.72 0.64.580 0.54
scheme
Total contributions to the
funded scheme
Unemployment insurance
contributions

1.02 0.90 0.82 0.77 1.01 0.89 0.81 0.76 0.72 0.64.580 0.54

1.02 0.90 0.82 0.77 1.01 0.89 0.81 0.76 0.72 0.64.580 0.54

1.14 1.10 1.06 1.07 1.14 1.10 1.06 1.07 0.89 0.86.830 0.84

Employers’ part 1.13 1.08 1.04 1.05 1.13 1.08 1.041.05 0.89 0.85 0.82 0.83
Employees’ part 1.14 1.10 1.06 1.08 1.14 1.10 1.06..08 0.89 0.87 0.83 0.84
Total social contribution 1.06 1.03 0.99 0.99 1.061.03 0.99 0.99 0.84 0.82 0.79 0.7

Notes: Contributions to the funded pension schésth(employer and employee) part are includedén th
funded pension contributions in the national stiags

Table 46 EUROMOD validation: contributors of social contrtlmns, 2005-2008, simulated
values relative to actual data

EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008

Social Tax (employers,
self-employed, state)
Employees additional
contribution to the funded 109 095 086 082 1.05 092 0.83 079 093 0.80.730 0.69
scheme

Unemployment insurance

contributions (employees’ 097 094 091 092 097 094 091 092 083 0.80.770 0.79
part)

0.98 0.96 0.94 0.95 0.98 0.96 0.94 0.95 0.82 0.80.790 0.79

Notes: Contributions to the funded pension schésth(employer and employee part) are includedén th
funded pension contributions in the national stiags

4.1.4 Simulated social benefits

e Family benefits

Family benefits are simulated reasonably well, ado86-97% with SILC data and 106% with
HBS data (see Table 47). Child allowantap$etoetusis simulated almost perfectly. Small
benefit groups, such as childbirth allowance, heaw@e problems with precision, especially in
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the HBS data, but their impact on overall expendgus relatively small. As all the benefits are
universal and depend only on the number of childilem share of simulated recipients follows
the similar pattern (see Table 48).

Simulated expenditures and benefit recipients aesgmted in the annex. Note that the only
minor discrepancies between EUSILC and EESILC condbe simulation of child care
allowance, where EESILC has a slightly higher nunafdoenefit recipients.

Table 47 EUROMOD validation: universal family benefits, 202608, simulated
expenditure relative to actual data
EUSILC EESILC HBS

2005 2006 2007 2008 2005 2006 2007 2008 2005 200007 2 2008
Child allowance 098 100 095 104 098 100 095 104 105 1.08.021 1.17
Large family allowance 0.91 0.98 1.96 - 0.91 0.98 1.96 - 1.34 1.36 2.74 -
School allowance 1.01 1.07 1.11 1.16 1.01 1.07 1.11 1.16 1.18 1.25.311 1.36
Childbirth allowance 0.87 0.86 0.80 0.78 0.87 0.86 0.80 0.78 0.52 0.53.490 0.48
Childcare allowance 0.93 0.98 0.95 1.04 0.96 1.01 0.98 1.07 1.09 1.11.081 1.18
Large family parent 097 097 099 105 097 097 099 105 1.28 1.27.301 1.38
allowance*
All child benefits 0.96 0.99 0.98 1.03 0.97 1.00 98. 1.04 1.06 1.08 1.07 1.15

Table 48 EUROMOD validation: universal family benefits, 202608, simulated recipients
relative to actual data

EUSILC EESILC HBS

2005 2006 2007 2008 2005 2006 2007 2008 2005 200807 2 2008
Child allowance 0.98 1.02 1.04 1.06 0.98 1.02 1.041.06 1.05 1.09 1.11 1.13
Large family allowance 0.86 0.87 0.98 0.86 0.87 0.98 1.11 1.12 1.27
School allowance 1.03 1.09 1.14 1.19 1.01 1.06 1.11.16 1.29 1.36 1.42 1.49
Childbirth allowance 0.88 0.84 0.80 0.78 0.88 0.840.80 0.78 0.54 0.51 0.49 0.48
Childcare allowance 0.92 0.96 0.92 0.98 0.93 0.98.940 1.01 1.58 1.65 1.59 1.70
Large family parent 102 1.01 107 112 1.02 101 107 112 125 124311 137

allowance
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¢ Unemployment benefits

Simulation of unemployment insurance benefits andmployment assistance benefits is the
most complicated task. First, unemployment bemetieivers are underestimated in the survey
data. Only 47% of benefit expenditures and recsivae covered in 2005, the base year.
Therefore a simulation which (partly) relies on ebv®d receipt cannot have much better
coverage. Furthermore, additional assumptions aeded such as on contribution history,
replacement rates, duration of unemployment insiraand assistance benefits (in case of
EUSILC and HBS data).

The current simulations cover only about 40% of emditures and 20% of receivers.
Unemployment insurance benefits are better sindjdtecause they are simulated first and
only after that assistance benefits are simuld&edause unemployment expenditures are better
simulated than recipients, it follows that the nembf recipients of small benefit amounts are
undersimulated.

Also, the means-tested income condition of unempkayt assistance benefits may cause lower
number of recipients, because we need to use averagthly income, which may overestimate
actual income during the months when the persaligible to the unemployment assistance
benefits. For example, in 2005 (using EESILC), waithincome condition, the income from UA
benefits would be 21 min EEK, which is twice thesd&ae result, and number of receivers
would be 8 thousand, 2.5 times higher than basedisgt.

Table 49 EUROMOD validation: unemployment benefits, 2005-208imulated expenditure
and recipients relative to actual data

EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008

Expenditures

Unemployment benefits
total 039 060 066 034 040 0.61 0.67 0.34 0.38 0.53.66 0 0.34
Unemployment insurance

) 0.45 0.65 0.67 0.29 0.46 0.67 0.70 0.30 0.34 0.44.450 0.20
benefits

Unemployment assistance

. 0.24 0.42 0.64 0.48 0.24 0.40 0.61 0.46 0.50 0.86.031 0.82
benefits

Recipients

Unemployment benefits

total 0.15 0.22 0.29 0.19 0.19 0.29 0.36 0.23 0.19 0.29.330 0.22

Unemployment insurance

. 0.26 0.36 0.40 0.21 0.42 0.58 0.65 0.34 0.19 0.26.290 0.15
benefits

Unemployment assistance

) 0.10 0.16 0.24 0.17 0.10 0.15 0.22 0.16 0.19 0.30.350 0.26
benefits
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¢ Subsistence benefit

We oversimulate total income from subsistence benbély 50% in 2005 and even more in
following years as we do not take into account eéida in unemployment. The average amount
per household per application is close (2-3% owauktion in 2005 with EUSILC and EESILC
data).

The average number of households per month whoiveecsubsistence benefits is
undersimulated when compared to total number demiht households who have received
subsistence benefits during a year with our siredlatalues (about 20% undersimulation in
2005 with EUSILC and EESILC data). However, when aeenpare our average number of
households per month who receive subsistence eméth average number of applications per
month according to registry data then it shows Wmaiconsiderable oversimulate it (45 or 48%
in 2005 with EUSILC and EESILC data, respectiveMd this leads to oversimulation of total
expenditures.

There may be several reasons of oversimulatiortlyHars related to simplified rules that we
use for calculating housing costs. Higher ad hatritions to housing costs could improve
that. Also, there may be additional job search iregquents, not taken into account in the model.
Namely, local governments have the right to reftts® payment of benefits to people in
working age and capable for work, but who do natlgtor work, and who have repeatedly
refused to accept suitable work.

We take into account benefit non take-up in ourebas scenario, because in practice, very
small amounts of benefits are not taken up. Inlmseline simulation we assume that if the
simulated benefit is smaller than 100 EEK in 20P800 EEK in later years) or less than 10%
of the household’s disposable income the benefitotsapplied for. Application of the lower
threshold reduces expenditures by 2-3%, and retipley 20% in 2005, indicating that we have
many households with potentially very small amouwftsubsistence benefits. Based on average
amounts of the benefits this lower threshold igifiesl, as resulting mean values are closer to
the actual mean values.
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Table 50. EUROMOD validation: subsistence benefits, 2005-2008

EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 2006007 2 2008

Benefits (min EEK)

Baseline* 318 306 366 399 307 290 349 379 310 288 41 3 289
Non-take up 327 310 371 404 312 296 354 384 321 296 349 299
switched off

Compared with registry data: Simulated value / actal value

Baseline* 153 226 385 447 148 214 367 425 491 213 358  3.24
Non-take up 157 229 390 453 150 218 372 430 155 219 673 335
switched off

Total number of recipients (households)
Baseline* 21,546 19,767 19,766 19,127 21,145 17,668,238 17,733 23,379 19,630 20,401 15,77C
Non-take up 26,895 21,912 22,051 21324 24915 20,409 21,0922730 30,169 25054 24,410 19,882
switched off

Comparison of recipients with register data (totalnumber of recipients): simulated values / actual Maes
Baseline* 0.81 1.03 1.52 1.68 0.79 0.92 1.41 156 .870 1.02 1.57 1.38

Non-take up 101 114 170 187 093 1.06 163 178 113 130 .881 1.75
switched off

Comparison of recipients with register data (averag number of applications per month): simulated vales / actual values
Baseline* 1.48 2.10 3.27 3.85 1.45 1.88 3.02 3.57 611 2.08 3.37 3.18

Non-take up

. 1.85 2.33 3.65 4.29 1.71 2.17 3.49 4.08 2.08 2.66 .044 4.00
switched off

Notes: * - baseline includes simulated non-takeliiie simulated benefit is less than 100 EEK (200
EEK in 2006-2008) or 10% of current income.

Table 51 EUROMOD validation: average actual and simulatdzs®ience benefits, 2005
EUSILC EESILC HBS
Simulated baseline* (EEK) 1,231 1,210 1,105

Simulated with non-take up
switched off (EEK)

Ratio to actual (i.e. 1,192 EEK - average benefitfo
applications, registry data)

1,012 1,042 888

Baseline* 1.03 1.02 0.93

Non-take up switched off 0.85 0.87 0.74

Notes: * - baseline includes simulated non-takeliiie simulated benefit is less than 100 EEK (200
EEK in 2006-2008) or 10% of current income.
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4.1.5 Impact of minimum wage on taxes, social contributins and subsistence benefits

In this section we give a brief overview what is tmpact of minimum wage policy, if switched
on. In our baseline scenario the minimum wage pakcswitched off. We present here the
results using only EESILC data, as EUSILC giveysmilar results.

Minimum wage condition affects 2.7% of people wibsitive labour earnings in 2005. On
average it increases the monthly wage of thosetafieby 344 EEK.

It increases total earnings of employees by 0.1 {ise following table). Income tax and social
contributions are also increased by 0.1%. Incomenfsubsistence benefits are decreased by
1.6% in 2005. Unemployment assistance benefitsl@cesased by about 9% in 2005 and 2006.
The latter is due to means testing used in deténgitmemployment assistance benefits.

Table 52.Impact of minimum wage policy on wages, taxes aadefits, EESILC data, ratio
of values in two scenarious

2005 2006 2007 2008

Total employment income (yem) 0.1% 0.1% 0.1% 0.1%
Income tax (both final and withheld) 0.1% 0.1% 0.1% 0.1%

Employee social contributions (pension, health,

0.1% 0.1% 0.1% 0.1%
unemployment)

Subsistence benefits (bsa00_s) -1.6% -1.6% -1.3% .8%1

Unemployment assistance benefits (bunnc_s) -8.9% .19%9 -1.2% 0.0%

4.2 Income distribution

All income distribution results presented next eoenputed for individuals according to their
household disposable income (HDI) equivalised ley“thodified OECD” equivalence scale, if
not specified otherwise. HDI are calculated assima of all income sources of all household
members net of income tax and social insuranceribotibns. The weights in the OECD
equivalence are: first adult=1; additional peogiech14+ = 0.5; additional people aged under
14 =0.3.

We compare our results with statistics based onEs$tenian version of SILC data. Formal
poverty rates, Gini coefficient and quintile ratishich Statistics Estonia calculates based on
national version of the SILC, are presented infoflewing table.
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Table 53 Relative poverty rates and income inequality, 22088

2005 2006 2007 2008
Relative poverty (60% of median equivalent income)
Total 18.3 194 19.5 19.7
Children (<19) 20.1 18.2 17.1 20.6
Age group: 0-15 19.8 17.3 17.1 204
Age group: 16-24 18.0 18.6 15.7 16.8
Age group: 25-49 14.3 13.8 12.5 14.1
Age group: 50-64 18.6 19.9 19.5 19.0
Age group: 65+ (Elderly) 25.1 33.1 39.0 33.9
Males 16.3 16.7 16.5 17.5
Females 20.0 21.6 22.0 21.6
Relative poverty 40% of median equivalent income 8 5. 6.2 55 5.3
Relative poverty 50% of median equivalent income .810 11 115 10.2
Relative poverty 70% of median equivalent income .326 27.1 27.8 27.5
Gini coefficient 0.331 0.334 0.309 0.314
Income quintile ratio (S80/S20) 5.5 5.5 5.0 5.0

Notes: Based on national SILC data
Sources: Statistics Estonia, on-line databaseatastissed 30 August 2010

The simulation results are presented in the folhgatables. The overall relative poverty rate is
slightly undersimulated with EUSILC and EESILC. TH#ference is largest in 2008, when
formal poverty rate is 19.7%, but simulated valsiel7.6%. Relative poverty of children (see
also Table 56), is undersimulated in 2005 and 2@®8| oversimulated in 2006-2007. Most
drastic changes occur in the poverty of elderlyicwiactually increases to 39% in 2007, but our
simulated data reaches only to 26% in 2007.

The high increase of relative poverty of elderlyceused by majority of them being in the
neighbourhood of the relative poverty line. Andwtio of employment or higher wage growth
of labour market income compared to pensions cay easily shift pensioners from above of
the relative poverty line to below the relative pdy line. As our simulations do not take into
account changes in the structure of population, ane not able to predict the change of
pensioners in the income distribution.
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Table 54 EUROMOD validation: simulated relative poverty matend inequality measures,

2005-2008
EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008
Simulated values
Total (60% of median
equivalent income) 179 182 186 176 180 183 186 176 17.6 17.8831 17.7
Children (<19) 190 196 201 200 190 194 202 199 19.3 19.9052 20.4
Elderly (>64) 255 255 259 210 258 257 265 214 187 18.1891 158
Males 159 163 167 161 160 164 167 160 169 17.1751 17.2
Females 196 199 202 188 196 199 203 189 183 184891 18.1
Gini coefficient 032 033 033 033 032 033 033 033 032 033330 0.33
Income quintile ratio
(S80/S20) 5.1 5.3 5.4 5.3 5.1 5.3 5.4 5.3 5.2 5.4 5.6 55
Compared with external source (SILC)
Simulated value/ actual value

60% of median
equivalent income 098 094 095 089 098 094 096 089 098 0.98.081 1.05
Children (<19) 095 108 1.18 097 095 107 118 096 095 0.99.111 1.10
Elderly (>64) 1.02 077 067 062 1.03 078 068 0.63 098 0.98.081 1.05
Males 097 098 1.01 092 098 098 101 092 095 0.99.111 1.10
Females 098 092 092 087 098 092 092 088 098 0.98.081 1.05
Gini coefficient 098 097 1.07 104 098 098 107 104 095 0.99.111 1.10
Income quintile ratio

094 096 1.08 105 094 096 108 1.06 098 0.98.081 1.05

(S80/S20)

Notes: Computed for individuals according to tH@usehold disposable income (HDI) equivalised by
the “modified OECD” equivalence scale. HDI are c#dted as the sum of all income sources of all
household members net of income tax and sociatanse contributions.

Comparison of simulated relative poverty rates iierent poverty levels, confirms what we
have found earlier regarding subsistence bendid$ we oversimulate income at the very
bottom of income distribution, as the simulatectigk poverty rates at 40% of median income
are considerably lower than in the actual data {{sedollowing table). The poverty rates using
other poverty lines (50%, 60% or 70% of median med are better simulated with minor
discrepancy.
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Table 55 EUROMOD validation: simulated relative poverty st different poverty levels,

2005-2008
> -
% of median EUSILC EESILC HBS
equivalent income
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008
40% 5.1 5.8 6.0 5.8 5.4 6.1 6.1 5.9 5.8 6.5 6.9
50% 10.6 10.8 111 10.7 10.7 10.9 11.0 10.6 10.7 .31111.6 11.7
60% 17.9 18.2 18.6 17.6 18.0 18.3 18.6 17.6 17.6 .8 17 18.3 17.7
70% 26.4 26.4 26.6 25.9 26.5 26.4 26.8 26.1 25.2 .32525.6 25.2
Compared with external source (SILC)
Simulated value/ actual value

40% 0.88 0.93 1.10 1.10 0.93 0.98 1.11 1.12 1.01 1.04.26 1 1.44
50% 0.98 0.98 0.97 1.05 0.99 0.99 0.96 1.04 0.99 1.03.011 1.15
60% 0.98 0.94 0.95 0.89 0.98 0.94 0.96 0.89 0.96 0.92.94 0 0.90
70% 1.00 0.97 0.96 0.94 1.01 0.97 0.96 0.95 0.96 0.93.920 0.92

7.6

Detailed analysis of age groups shows that we gidatate the poverty among young and
oversimulate the poverty among elderly in the basse 2005. But there is no clear pattern over

the years. In some years we overestimate it aonthier years underestimate. The main reason is

that our uprating does not take into account chmanéhbour market status in the population
during that period.
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Table 56 EUROMOD validation: simulated relative poverty matey age groups, 2005-2008,

Age group EUSILC EESILC HBS

2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008

0-15 185 192 1938 19.7 184 189 198 195 17.88.41 19.0 19.0
16-24 177 180 184 181 178 183 185 182 17.182 186 19.0
25-49 138 143 145 144 139 141 143 142 16.164 16.8 16.7
50-64 183 185 188 182 184 187 188 184 19192 194 189
65- 255 255 259 210 258 257 265 214 187 .11818.9 158

Compared with external source (SILC)
Simulated value/ actual value

0-15 093 111 116 096 0.93 1.09 116 095 0.90.061 1.11 0.93
16-24 098 097 1.17 1.08 099 098 118 1.08 09898 1.18 1.13
25-49 09 1.04 116 1.02 0.97 1.03 115 101 11319 134 1.19
50-64 098 093 09 096 099 094 097 097 10896 0.99 0.99
65- 1.02 077 067 062 103 078 068 063 0.75550. 048 0.47

Comparison of income equalised annual income ledettifferent income quintiles and deciles
shows that we oversimulate the average equaligene in the first quintile by 7% using SILC
data and 16% in the first decile. This is the reglibversimulation of subsistence benefits.
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Table 57 EUROMOD validation: actual and simulated equalisetiual income by quintile

(EEK), 2005

Official statistics

Simulated data

Ratio to SILC data

Quintile  (based on SILC data) EUSILC EESILC HBS EUSLC EESILC HBS
1 25,137 26,807 26,856 23,176 1.07 1.07 0.92
2 42,091 42,314 42,474 37,703 1.01 1.01 0.90
3 57,104 57,214 57,460 50,132 1.00 1.01 0.88
4 77,960 77,924 78,144 68,299 1.00 1.00 0.88
5 138,371 137,962 138,054 121,135 1.00 1.00 0.88
Total 68,135 68,418 68,592 60,067 1.00 1.01 0.88

Sources: Statistics Estonia, on-line databaseatasissed 30 August 2010

Table 58 EUROMOD validation: actual and simulated equalisgthual income by decile

(EEK), 2005

Raw SILC data

Simulated data

Ratio to SILC data

Decile EUSILC EESILC HBS EUSILC EESILC HBS
1 18,539 21,484 21,465 18,250 1.16 1.16 0.98
2 31,742 32,146 32,272 28,106 1.01 1.02 0.89
3 38,776 38,986 39,140 34,763 1.01 1.01 0.90
4 45,415 45,641 45,816 40,643 1.00 1.01 0.89
5 52,727 52,718 52,981 46,511 1.00 1.00 0.88
6 61,517 61,697 61,941 53,769 1.00 1.01 0.87
7 71,539 71,566 71,784 62,601 1.00 1.00 0.88
8 84,451 84,265 84,522 74,022 1.00 1.00 0.88
9 104,166 103,727 103,939 91,091 1.00 1.00 0.87
10 172,609 172,107 172,188 151,183 1.00 1.00 0.88

Total 68,135 68,418 68,592 60,067 1.00 1.01 0.88

Note: There is no formal statistics on the anno@bme levels in deciles, therefore we calculate it
ourselves based on national SILC 2006 data.
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4.3 Summary of “health warnings”

This final section summarises the main findinggeirms of particular aspects of the Estonian
part of EUROMOD that should be borne in mind whé&amping appropriate uses of the model
and in interpreting results.

The sample is relatively small. Care should bertakenterpreting results for small sub-
groups.

The weights do not control for differential non{pease according to any dimension except
region, age and gender.

Direct taxes and social contributions are underkited when using HBS data, because
wages and salaries are under-represented in the ##&. Direct taxes and social
contributions are better simulated when using EESdhd EUSILC data.

Family benefits are simulated relatively well ith @htasets and also pensions are recorded
in the datasets reasonably well. The simulatiothefsubsistence benefit is most accurate
when using HBS data.

Overall it means that the model using EESILC or Bl@Sdata is more balanced in terms of
simulation of taxes and benefits than the modelqBiBS data, which may shift the relative
impact of taxes and benefits on disposable persocaine.

Excluding the non take-up of subsistence assistimecefit from simulations results in
higher income at the bottom of the income distitrutompared to original dataset. Hence,
we suggest to simulate subsistence benefit onpmbination with non take-up modelling
to reduce the extent of oversimulation.

Simulations results show that despite of EESILCifgwmore detailed data on benefits and
some additional variables relevant for tax simoladi EESILC and EUSILC dataset yield
very similar results, both in terms of monetary raggtes and income distributions.
Therefore for cross-country comparisons it showt matter which of the two datasets to
use. On the other hand, if simulation or enhance¢rémletailed national policies are of
interest then EESILC data might be preferential doiethe availability of additional
variables.
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ANNEX 1.FILES OF ORIGINAL DATA

Table 59.nitial data files of the Household Budget Survey

Original file name

Description

perepilt

pereisik

peresisl
peresis2
pertoit2
pertoit4
pertarbl

jarelkys

hincome

hexpend

Information about structure amdin demographic and social characteristic
households, including living conditions and thesexmce of durable goods.

Contain information about individuals -eittrelationship to the head of
household, employment, education, gender, age etc

Received monthly net incomes at the iddalilevel — monetary
Received monthly net incomes at the iddalilevel — non-monetary
Food expenditures

Non-monetary food expenditures

Other consumer good and services expeesituind data about paid taxes

Post-interview data — information on chesm@n the household and self-
assessment of economic coping

Aggregated monetary and non-monetary incatrheusehold level

Aggregated monetary and non-monetary expesslat household level

Table 60.nitial data files of the EESILC (national versiohthe SILC)

Original file name

Description

Liikmed.sav

Leibkond.sav

Isik.sav

Include general information of househwiembers (age, gender,
relationships) and a section of child care

Information on households, where at least one menalged 16 or older,
answered to questions about the household

Information on persons, aged 16 or oldéig answered on questions on
household members.

Table 61.nitial data files of the EUSILC

Original file name

Description

UDB_c06P_ver 2006-1 from 01-03-08.csv Personal data

UDB_c06H_ver 2006-1 from 01-03-08.csv Householadat
UDB_cO06R_ver 2006-1 from 01-03-08.csv Personaktegi
UDB_c06D_ver 2006-1 from 01-03-08.csv Householdsteg
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ANNEX 2. COMPARISON OF SURVEY DATA AND REGISTRY DATA

Table 62 EUROMOD validation: actual and simulated family b8ts (min EEK), 2005-2008

Registry data EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 200607 2 2008 2005 2006 2007 2008

Total 1,643 1,644 1,677 1,710 1,454 1,507 1,507 92,51,463 1,515 1,515 1,600 1,594 1,640 1,640 1,766
Child allowance 1,035 1,007 1,060 1,125 1,009 1,009009 1,173 1,009 1,009 1,009 1,173 1,083 1,08983L, 1,319
Large family allowance 49 81 40 0 44 79 79 0 44 79 79 0 66 110 110 0
School allowance 86 81 78 74 87 87 87 87 87 87 87 7 8 101 101 101 101
Childbirth allowance 48 73 78 80 42 62 62 62 42 62 62 62 25 38 38 38
Childcare allowance 287 269 278 254 266 264 264 26275 272 272 272 312 300 300 300

Large family parent
allowance

Other allowances (single

133 127 137 170
parent allowance, ...)
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Table 63 EUROMOD validation: actual and simulated family b&ts (children), 2005-2008

Registry data EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 2006 007 2 2008 2005 2006 2007 2008

Child allowance 287,459 274,985 270,087 265,418 , 28D 280,296 280,296 280,296 280,296 280,296 280,2830,296 300,867 300,867 300,867 300,867

Large family

A 68,481 67,836 60,039 58,8904 58,894 58,894 58,804 58,894 58,894 76,015 76,015 76,015
incgvc\)/glnce 190,479 180,594 172,624 165452 196,432 196,432 4396 196,432 192,328 192,328 192,328 192,328 2857245723 245723 245,723
;lh(;'v‘\jlg'r:g‘e 14,245 14,917 15624 16,070 12,465 12,465 12,465 4652 12,465 12,465 12,465 12,465 7,663 7,663 7,663,663
;mugﬁrcee 50,517 48,355 50,331 46,989 46,486 46,486 46,252 2526 47,230 47,230 47,230 47,230 79,912 79,912 129,9 79,912
Large family

gﬁ\g\;nce 1501 1,513 1,429 1,369 1534 1,534 1,534 1534 3415 1534 1534 1,534 1,878 1878 1878 1,878
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Table 64 EUROMOD validation: non-simulated benefits (min EER005-2008

Registry data EUSILC EESILC HBS
2005 2006 2007 2008 2005 2006 2007 2008 2005 2006 007 2 2008 2005 2006 2007 2008

Old-age pensions (excl.

pensions from abroad)* 9,241 10,904 12,696 15,563 9,477 11,215 13,119 396,1 9,477 11,215 13,119 16,139 8,751 10,355 12,113,901

Disability pensions 1,127 1,401 1,721 2,220 1,105 1,301 1525 1,885 051,1 1,301 1,525 1,885 1,372 1,614 1,892 2,339
Survivors pensions 148 173 196 230 93 109 127 157 93 109 127 157 228 68 2 313 387
Unemployment
benefits, incl 150 112 143 295 96 102 170 185 71 76 116 130 76 80 139 150
unemployment
insurance benefits 108 87 90 228 57 64 74 89 50 56 65 79 42 46 54 65
unemployment
assistance benefits 43 25 52 66 38 38 96 96 20 20 51 51 34 34 85 85
Parental benefit 553 898 1,113 1,867 490 543 632 762 550 609 710 855 740 820 955 1,151
Maternity benefits 297 359 460 586 177 197 229 276 248 275 321 386 21 24 28 33
Sickness benefits
(without maternity 968 1,148 1,467 1,801 333 369 430 518 333 369 430 18 5 345 382 445 536
benefits)
Subsistence benefits 208 135 95 89 77 80 85 94 77 80 85 94 135 141 150 66 1
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Table 65 EUROMOD validation: actual and simulated socialtdbations (min EEK), 2005-2008

Registry data
2005 2006 2007 2008

2005

EUSILC EESILC HBS
2006 2007 2008 2005 2006007 2 2008 2005 2006 2007 2008

Social Tax (employers, self-

employed, state) 18,252 21,973 27,500 31,425

Of which health care 7,278 8,809 11,000 12,502

Of which pension 10,975 13,165 16,500 18,923

to the funded pension
scheme
Employees additional
contribution to the funded 584 775 1,018 1,241
scheme
Total contributions to the
funded scheme

Unemployment insurance
contributions

1,167 1,550 2,036 2,481

1,751 2,325 3,054 3,722
736 533 666 750
Employers part 256 187 233 263
Employees part 480 346 433 488

Total social contributions 19,571 23,281 29,185 33,416

19,344

7,627

11,717

1,193

596

1,789

835

289

547

20,775

22,698 27,440,3731 19,381 22,728 27,470 31,397 15,354 18,025 981,724,925
8,951 10,824 12,376642 8,963 10,836 12,386 6,060 7,117 8,608 9,847
13,747 16,617,9968 11,739 13,765 16,635 19,011 9,294 10,908 13,185,078

1,390 1,675 1,907 771,1 1,372 1,653 1,883 ,845 ,984 1,186 1,351

695 837 954 589 686 827 942422 492 593 676

2,084 2,512 2,861 661,7 2,058 2,480 2,825 1,267 1,477 1,780 2,027
584 704 802 835 584 704 802 657459 553 630
202 243 277 289 202 243 277 228159 192 219
382 460 525 547 382 460 525 429300 361 411

23,976 28,981,1283 20,805 23,998 29,001 33,140 16,433 18,976 422,926,231
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