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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 2006-09 (as of
30" June in corresponding year), it explains which aod different taxes and benefits are
simulated in EUROMOD and how well the model repn¢seactual income distribution and

monetary aggregates.

The Estonian country model uses two alternativa datirces:
a) European Union Survey of Income and Living condisidEU-SILC) 2007

b) Estonian Social Survey (Eesti Sotsiaaluuring) 2@@7ich is a more detailed national
version of the SILC survey and where the EU-SIL@alzes are derived from.

The report is an update of an earlier report LipgR#dulus, Vork (2008), for 2005 policies based
on the Estonian Household Budget Survey 2005, aérk,VPaulus, Lipsik (2010), which
covered policy years 2005-2008 based on threeatatésesides HBS 2005 also EU-SILC 2006
and ESS 2006). Compared to the earlier report miypr changes have been in the descriptive
part of the system, except updates concerningebe 3009.

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
(%) (%) (years) (PPPY? Name  Exch. 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 1%646
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 195646
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 1%646
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;

[l Eyrostat, on-line database, last accessed May®9, 2

Notes: Population figures ofi' January; Unemployment rate for age group 15-74P@Br head in
Purchasing Power Standards (EU-27=100); Excharigebeiween 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 expendituré®
revenué? % 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 36.5 311 34.0 12.4
2007 374 324 34.8 12.7
2008 37.1 32.3 39.9 n/a
2009 43.6 36.4 45.4 n/a

Source® Eurostat, on-line database, last acces8&8éptember 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 amasunt
assessed but unlikely to be collected; Total exjperalon social protection, Current prices (% of D

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

Sickness/ Disability Old Survivors  Family/  Unemployment Housing Social exclusion

health age Children

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 32.4 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 tremdsd EU. 2009 edition, Annex A: Tables
http://ec.europa.eu/taxation_customs/resourcesrfdents/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 systonsisting 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 snfadicial benefits and
pensions are usually assessed and delivered omthignbasis. Amounts are referred to
in monthly terms.

The fiscal year is *lJanuary — 31 December. The tax system generally changes'in 1
January each year. Indirect taxes may change atekonva year. Main benefit changes
happen at the same time, but may also be implemhantépril (indexation of state
pensions takes place ifi' April each year), or other times in year, e.qg. ifarhenefits
have been changed in July and September.

State pension age is 63 for men. The pension agedmen gradually increases also to
63 by 2016. Meanwhile it was 59.5 in 2005 and 2@W6in 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.

0 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.

o In the case of subsistence benefit, dependentrehilare defined as aged under
18.

o For taxation purposes, dependent children are agdd 17. One of the parents
may deduct additional basic allowances from hikerincome 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.

The income tax system is an individual system, umarried 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).

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 entitlacearding 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 eimemif 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.

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

131

Pensions

The Estonian pension system is based on threespilla

state pension insurance (thépillar) — pay-as-you-go scheme;
mandatory funded pension scheme (tHeRlar) — introduced in 2002;
supplementary (voluntary) funded pension schenme3thpillar) — introduced in 1998.

! The following description of social benefits ciasd uses excerpts from the following sources.

Ministry of Social Affairs. Social sector in figus@005. Tallinn 2006.

Ministry of Social Affairs. Social sector in figus€006. Tallinn 2007.

Lapsik, S., Paulus, A., Vork, A. (2006) “I-CUE Fdakty Study. Estonia (2005 tax-benefit
system)” EUROMOD Feasibility Study.

Leetmaa, R., Vork, A. (2006) “Social Insurance &@utial Assistance in Estonia”, report to
World Bank.

Leppik, L. (2004) “The Estonian pension system:lleimges 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 2006-20608009 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 compris@s 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 2006, 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 increasesugildto 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 (th& dillar) is
calculated according to a formula, which consi$tthiee additive elements:

» aflat-rate element;

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

« aninsurance element applying to periods aftefahuary 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, the new weights are 20% for iGcreases and 80% for social tax
revenue increases). However, additional ad hocggwmiare common. A flat-rate guaranteed
minimum pension — national pension — is grantedlltoesidents at the age of 63 provided they
have resided in Estonia at least five years pdarldaiming a 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 2“9 pillar is based on defined-contribution principfeeaning that the benefit depends on
the total contributions paid into individual pensiaccounts 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. Téresfon 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 vanaduspensipnAvailable up to three years
before the legal pension age. The amount of pertsitiulated on the basis of pension formula
is permanently reduced by 0.4% for every monthasfier retirement. Pensions are suspended
when the person returns to work before pension\Ageking while receiving early retirement
pensions is allowed after the person has reaclagtsty pension age. Pension is recalculated
when the person has acquired additional pensionranse periods (but still applying the
reduction factor). Eligibility: 15 years of pensimsurance period.

Old age pension under favourable conditionsspodustingimustel vanaduspensipnThere
aretwo possibilities:

¢ Under theState Pension Insurance Act (Riikliku pensionikistlise seaduspne of the
parents who has raised three or more childrendisabled child has the right to retire
up to five years earlier before the legal pensig@ @and there is no reduction in pension
amount.

e Old-age Pensions Under Favourable Conditions Actoo@istingimustel
vanaduspensionide seadssates that persons who have worked with hazarolobhard
working conditions (defined categories of professjofor a certain period of time have
the right to retire up to ten years before the lipgamsion age. Also the value of a year
of pensionable service is increased, the size dizpgron the profession. There is
accumulation with earnings if the person does mwkvat the same profession that gave
eligibility to the pension before the statutory giem 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, artst.) pension is available before normal
retirement age, given that they have required teraftservice. 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 (@ovoimetuspensiorgr disability pensiojt The percentage of
the calculation basis corresponding to the losscabacity for work. Calculation basis:
represented by the higher of the two following antsuold-age pension calculated on the basis
of actual years of pensionable service and theipemssurance 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 possibRension is granted from the age of 16 years
for the period of work incapacity, which could betefmined for 6 months, one year, two years,
five years or until attaining the pensionable agpehding upon claimant’s condition. The
pension is renewable. Upon attaining the pensian #ue person is transferred to old-age
pension.Qualification period depends on age at time ofting the pension, ranging from one
year of insurance for persons from 21 to 23 ye&i@ge to 14 years of insurance for persons
from 60 to 62 years of age. No qualification perfiodpersons aged 16-20.

Survivor’'s pension (oitjakaotuspensiolit Upon the death of a provider, family members who
were maintained by him or her have the right tenexa survivor's pension. They include:

1) a provider’'s child, brother, sister or grandchiltonis under 18 years of age (or who is
under 24 years of age and is a student enrolledaitime or full-time study) or
disabled. A brother, sister or grandchild has tgbtrto receive a pension if he or she
does not have parents with capacity for work.

2) aprovider's parent who is of pensionable age ampeently incapacitated for work;

3) a provider’'s non-working widow who is pregnant (frehe twelfth week of pregnancy)
or who is permanently incapacitated for work opehsionable age and whose marriage
to the provider had a duration of at least one;year

4) a provider’s divorced spouse who attained pensierade or was declared permanently
incapacitated for work before the divorce, or withinree years after the divorce and
whose marriage to the provider had a duration t#ast twenty-five years,

5) a parent or guardian of a provider’s child who @& employed and is raising the
provider's child who is under 3 years of age in bisher family. Under certain
additional conditions the above apply to stepckitdand foster-children, step-parents
and foster-parents.

If the provider had a necessary length of serviceetceive the old—age pension, then the
greatest of the following old-age pensions shallthee basis for calculation of a survivor's
pension:

11



EUROMOD Country Report - ESTONIA %‘:‘%

1) the old-age pension earned by the provider urdilddite of his or her death;

2) the old-age pension if the person has completety years of pensionable service.
The amount of survivor's pension depends on thebeuwf family members:

1) to one family member, 50% of the basis;

2) to two family members, 80% of the basis;

3) to three or more family members, 100% of the basis.

National pension Rahvapensiorn)It is a minimum guaranteed pension for those gersvho

do not have necessary length of service to bebddigild-age pensions or pension for incapacity
for work, or in case of survivor’s pension a prauidlid not have necessary length of service.
The basis for national pension is the National PenRate (ahvapensioni madr which in
2006 was 1,268 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 maar

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% of the NPR;

2) to two family members, 80% of the NPR in total,
3) to three or more family members, 100% of the NP Bfal.

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_eelarvekmmefitsendid2010.xls

Pensions are subject to income tax. Both basimiectax 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 appliddat is for non-working pensioner the

pension is non-taxable to the amount of 5,000 EERCG06 and 5,250 EEK in 2008 and 2009.
Average old-age pension was 2,739 EEK in Januaf6;28,129 EEK in January 2007, and
3,763 EEK in 2008. It means that the majority af glensioners effectively 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 familiethvehildren.

12
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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 — maydoeiefit §Unnitushivitis parental
benefit fganemahdivitis care benefit for nursing a child under 12 yadrage who is ill
(hooldushtiviti§ additional childcare leave for fathers, etc.

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

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

5) Benefits and services provided by local municipsdit- additional birth grants, social
assistance benefits, child’'s school allowanceh@tseginning 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 peretoetustedse) Family benefits are
paid to permanent residents of Estonia and foregylieing in Estonia, who have a fixed-term
residence permit or who are staying in Estonia ooulgds set forth in theiliens Act
(Valismaalaste seaduspepending on the type of benefit, family benefite paid either as a
lump sum, once a month, once a quarter or oncaua(gee Table 7) and they are financed from
the state budget. If a person is entitled to séwgpes of family benefits, these benefits are
determined and disbursed simultaneously. Child fitsrege calculated on the basis of the Child
Allowance Rate (CARlapsetoetuse magrChildcare allowances and allowances for families
with seven or more children are calculated on thgisof Childcare Allowance Rate (CCR,
lapsehooldustasu m&arBoth rates are established with the state buldgetvery budget year
and the new rate cannot be lower than the existitgy The family benefits are coefficients of
those rates. Since 1997, the child allowance raglieen 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 defimsdaged under 16, or under 19 and enrolled in
basic school, upper secondary school or vocatisciabol in daytime study or another form of
study for medical reasons.

All benefits paid under the State Family Benefits 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 Changesin 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: 2 x 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 Perchild 3 xCAR 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@®9; 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 witler3more children (see below) were merged
with monthly child allowances and the former webelashed. Since ®1July 2007 the third and

14



EUROMOD Country Report - ESTONIA %‘:‘%

any consequent child receives 6 x CAR (900 EEK) menth. (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 madbdebasis 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 2006 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 hon-
taxable. In 2006 the benefits were increased (sd##eT8) and then abolished sinceé July
2007. Monthly child benefits were increased for if@s with 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 ofeagkin respect of children from 3 to 8 years of
age if there are three or more children or childrader 3 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 f' January 2009 if a parent receives parental bengfén 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 waslsihed.

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 casehiltereceives 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 25 times the child allowance rate for each child?006 it was increased to 5,000 EEK for all
children. An adoptive parent, guardian or careghas the right to receive childbirth allowance,
if childbirth allowance has not been paid for theng child earlier. Non-taxable.

Adoption allowance {apsendamistoetys An adoptive parent residing in Estonia permanently
or on the basis of a temporary residence permit frdno 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 asvincreased 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 meiffsstitution or a school for children with
special needs in case the person starts livingpentdently in a new residence. The amount is
6,000 EEK (= 40 x CAR) since 2005. If the persor Bpent in the aforementioned institution
less than three years, the support is reduced3¥g or each month 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 averagegiesome taxed with social tax (i.e. earnings)
per calendar day in the previous calendar ye& téxable with income tax.

Parental benefit (vanemahiiviti: From T' January 2004, theParental 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 paremérdjan 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@b@5 days in 2008 (see Table 9).
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Table 9.0verview of parental benefit, in 2004-2010

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

maternity benefits (days) 225 225 315 315 435 435 435

Parental benefit rate (minimum

rate) (EEK) 2,200 2,200 2,480 2,690 3,600 4,350 4,350

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

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

Source: Ministry of Social Affairs; Estonian NatadrSocial Insurance Board

The size of the benefit is calculated accordinthbapplicant’s average monthly gross income
taxed with social tax (i.e. earnings) in the pregicalendar year (generally 100%). Persons who
did not receive any earnings (e.g. non-working etis) are paid the parental benefit at the
parental benefit rate (2,200 EEK in 2005; 3,600 E&ER008 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). Theximauum amount of the monthly benefit
is three times the average monthly income taxedti wacial 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 2006 86-87).

Additional childcare leave and breaks:Under the Holidays Act and the Working and Rest
Time Act the following are financed from the statedget: the additional childcare leave of a
parent raising a disabled child, the additionalddare leave of one parent (three or six days,
depending on the number of children) and the aafthti childcare leave for fathers (10
workdays). The father is entitled to additional Idbare leave either during the mother's
pregnancy and maternal leave or within two montbshfthe child’s birth. The daily rate for the
additional childcare leave was 66 EEK in 2005, #nd 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 afteery 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 sl@nefit for holding funerals (matusetoetyson the territory
of Estonia under th8tate Funeral Benefit Act (Riikliku matusetoetuessdsis) Non-taxable.
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Compensation of study loangdppelaenu kustutamine Pursuant to th&tudy Allowances and
Study Loans Act (Oppetoetuste ja dppelaenu seathesktate started partially writing off the
parents’ study loans since 2004, writing off 50%tted study loan balance of a parent of one
child, 75% of the study loan balance of a parentvris 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 figas 2006”, pp 86-87). The compensation
scheme was abolished sinc& July 2009 as a result of fiscal constraints of twatral
government.

1.3.3 Unemployment benefits and social assistance bensfit

In 1991-2002 the unemployment compensation systersisted only of flat rate unemployment
allowances. In 2002 unemployment insurance systers imtroduced 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 riomions. Unemployment
insurance system is administered by the Estonisampioyment Insurance FunBésti
Tootukassy

b) unemployment assistance (UA) benefits or unemploynaiowance, which are flat
rate and are financed from the state budget. Natidrabour Market Board
(Tooturuamet was responsible for administering the unemploynassistance system
until 2009, when it was merged with the Unemploytriasurance Fund.

In addition to that there are severance payments.

Unemployment insurance benefit {pétuskindlustushivitiy. 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 rezaients, be involuntarily unemployed, and
be registered as unemployed. Unemployment insuraacers all employees (aged 16 to the
legal pension age), except self-employed, membemamagement and controlling bodies of
legal persons and some categories of civil servaintbe 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 allowances. Whéenefit may be stopped if the person
refuses an offer of suitable work or does not shpvat the public employment at a fixed date.

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

The level of the Ul benefit depends on the previawerage gross earnings. During the first 100
calendar days of unemployment the replacemenis&@% 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 nine months of earnings.

There was no lower limit for the benefit in 200502006 (from 1 January 2007 to $1June
2009 it was 1,000 EEK; sinc€' Duly 2009 it is 50% of the minimum wage of thevioes
year). Ul benefits are subject to income tax ansl igwithheld when the benefits 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 lengtrtfibution payments. During the first five
years of the system (including 2005 and 2006),rtkarance benefits are paid up to 180 days
since the contribution period cannot exceed necgdsa years as it is counted only from
January 2002. Since 2007 it can be 270 days and 2iil1 it can be 360 days.

After expiry of the insurance benefit, the unempldyan apply for unemployment allowances
for the remaining days and for social assistanesctfter.

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
Mlnlmu_m _contrlbutlon 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 1,015 894
previous year), EEK

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 None None UA UA UA 50% MW of
benefit benefit  benefit previous
year

Unemployment assistance benefits (unemployment all@ance since 2006)

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 allowance (t66tu toetus)until 2005 this was named unemployment assistance
benefit (UAB) (66tu abirahg. Eligible for the unemployment allowance are pess aged 16

to the legal pension age, who do not fulfil thegilility 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 acagedgin 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 déyse 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 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 adefice 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 seadusj)he employees are entitled to severance payméntisei reason for
dismissal was liquidation of enterprise, bankrupityhe 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 becausehgioyee 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 alstheotength of previous employment and
ranges from 2 month’s salary up to 12 month’s galar 2009 changes took place reducing
severance payments.
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Table 11.Severance benefits

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

Up to 5 years 2 months Employer

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

; Employer (1 month) +
Since 1 July 2009 -
y 5-10 years 2 months UIF (1 month)

10 and more years* 3 months Employer (1 month) +

UIF (2 months)

* 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. Befor& duly 2009, the
redundancy benefits were complemented by additidvwlefits by the UIF in case of collective
redundancies.

Source: Employment Contracts Act, Unemploymentrasce Act

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 1.5 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 and 2006, subsistence level was 750 EEKhi@ffirst member and 80% (500 EEK in

2005) for the each subsequent member of the holasetiloe level is changed in an ad hoc

manner as cost of living increases. In 2007 thellexas 900 EEK for the first member and in

2008 it was increased to 1,000 EEK. Duration ifmited, but granted and renewed on

monthly basis. Municipalities have the right tousd the 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. Means-test isasecurrent disposable income (i.e. net of
withholding income tax). Certain types of income aot counted as an household income, for
example, family allowance for families with threemore children, social benefits for disabled

persons, one-off benefits (e.g. birth grant, fuhgrant), training stipends. The benefit is non-
taxable. Local authorities may pay additional sagssistance benefits.
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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 seaduBjsabled
people are paid special benefits to support thepaddent 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 liwindstonia on the basis of a temporary
residence permit in case of moderate, severe ofoymd disabilities for compensating
additional expenses arising out of the disabilitgd for activities established in the rehabilitation
plan.

The types of social benefits to disabled persoadtsr disabled child allowance, disabled adult
allowance, care-giver's allowance, disabled pasendllowance, education allowance,
rehabilitation allowance and in-service trainintpabnce. 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.

Disability is determined regardless of a persomje and the main criteria in determining the
degree of severity are the extent of outside asmistand the amount of additional expenses
arising out of the disability.

The benefits are monthly benefits and the sizé®benefit depends on the degree of disability.

Table 12 Amounts of social benefits for disabled persons

Type of benefit Severity of disability = Amount (EEK Changes in 2006-2009
per month)
2005

Disabled child allowance Moderate 860 Since 2006: 1,080
Severe and profound 1,020 Since 2006: 1,260
Moderate 200

Disabled adult allowance Severe 420
Profound 640

Caregiver’s allowance
to a non-working parent of a disabled

child aged 3-16 300

to a non-working parent of a disabled Severe 240

child aged 16-18 Profound 400

to a non-working caregiver or guardiarSevere 240 since 1/4/2005 obligation

of a disabled person aged 18 and oldefProfound 400 given to local municipalities
Disabled parent’s allowancegper child) 300

Benefits are non-taxable. Benefit is granted fromage of 16 years for the period of disability
(which for persons under 65 years of age coulddra 6ix months to three years). The period is
renewable. It often accumulates with pension feapacity to work toovéimetuspensigrand
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.
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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 Estsinge I' January 1992. Employers are
obligated to pay social tax for employees, whichludes 13% of gross wages for health
insurance. People in business for themselves (solarietors) are obligated to pay the social
tax on their business income themselves.

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 sectigh), as well as equivalent persons under the
Health Insurance Act for whom social tax is notpai

1) pregnant women starting from the 12th week of paegy;

2) children up to 19 years of age;

3) recipients of state pension in Estonia;

4) an insured person’s dependent spouse with lesditleayears until retirement age;

5) students of up to 21 years of age acquiring bagication, students of up to 24 years of
age acquiring general secondary education or vartatsecondary education after basic
education, students acquiring vocational seconddugation after secondary education
and permanent residents of Estonia acquiring usityereducation in Estonian
educational institutions established and operatinger legal acts or in equivalent
educational institutions abroad. (Ministry of Sdcheffairs “Social sector in figures
2006, pp 67-68).

Health insurance benefit is either in kind (head#rvice, 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 Insurarteund finances outpatient and inpatient
services provided to insured persons, and in cedases also rehabilitation and nursing care
and dental care services. Uninsured persons hawigtht 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 hivifjsprovide an
earnings-related benefit for periods of absencefwork for illness or for caring for another
person. The types of benefit for temporary incageor work are:

1) sickness benefit;
2) maternity benefit;
3) adoption benefit;
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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 avenagenie per calendar day is:

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

» 80% in the event of caring for a child under 3rgea#f age 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 healtlvises, nursing a family member who
is ill at home, temporary release from the perfaragaof his or her duties, or
guarantine;

* 100% in the event of nursing a child under 12 yedrage 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.

Benefits are paid for various periods — for up égeh successive days in case of caring for a
sick family member and quarantine, for up to 14sdmycase of caring for a sick child, and
generally for up to 182 days in case of illness aoclipational accident (in case of tuberculosis
240 days). In case of certificates for sick ledanefits are paid starting from the second day of
the leave and in case of certificates for materldgve and care leave, starting from the first
day. In total the sick may be 250 calendar dayscplndar year. Insured persons receiving a
pension for incapacity for work or insured persaie are at least 65 years of age have the
right to receive sickness benefit up to 60 conseewtalendar days for one illness but not for
more than a total of 90 calendar days per caleyetar.

Note that since July 2009 there are considerabngds concerning the employee’s and
employer’s responsibility. In case of sickness fienemployee’s responsibility is first three
days, employers have to pay benefits from the fountil eighth day of the leave, and Estonian
Health Insurance Fund starts paying from the nadly. Also since July 2009 some of the
replacement rates changed. The 80% cases werescktiu¢0%.

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 liixete Minister of Social Affairs. In 2005
and 2006 it was 150 EEK per year (in 2007 and ZBIBEEK per year). Sincé€'January 2009

it was abolished for those aged 19-62. Higher caorsgion rates are established for pregnant
women (in 2006 450 EEK per year), mothers of ckiddup to 1 year of age and those having
greater need for dental treatment because of ssk(ie 2006 both 300 EEK per one year, in
2007 450 EEK per year). In case of dentures thel E@mpensates once every three years for
the amount paid for dentures by insured persone,axh at least 63 years old. In 2006 the
amount is 2,000 EEK per three years.

(Source: http://lwww.haigekassa.ee/kindlustatuletremavi)
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3. Supplementary benefit for medicinal products tgiendav ravimihuvitig

The Health Insurance Fund additionally compens&tesamounts paid by the insured for
medicinal products during the calendar year, wkadh amounts fall between 6,000 and 20,000
EEK. If the insured person has made an own corntdabubetween 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 1M0and 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 omatgalse korralduse
seadus)he Council of any city or rural municipality is powered 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 benefitseTihost 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 théet#tixan be also seen that the family and child
related local benefits in 2003 accounted approxiga?7 million EEK in 2003, which is
approximately 0.5% of the total social expendituaesording to ESSPROS statistics (Table
13). During the economic boom years 2006-2008 nipalities increased the benefits (see
Ainsaar, Soo 2009)
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Table 13.Local benefits for families in 2003

Benefit Share of Average amount Total expenditures Number of

municipalities of benefit per in all recipients

giving the recipient per municipalities,
benefit, % year, EEK 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 a7 1,169 1,453,238 ,8073
Secor]dary 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 et for some benefits only total annual
number of new cases is available and not the nuwftdifferent recipients (see notes below the
table). This means we may overestimate the actualesof 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 inserenefits (about 1/3) and pensions (about
20%). About one fifth of the population receivesvansal child allowances. About 8-9% of the
population receives allowances for disabled persofise 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 insuran_ce benef_its(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% 5.2%

Allowance for disabled peoplddisabled child

allowance, disabled adult allowance, caregiver's  8.2% 8.6% 8.8% 8.9% 9.3%
allowance, disabled parent’s allowance)

Family and children

Maternity benefit (sinnitushivitis) 0.8% 0.9% 1.0% 1.0% 0.9%
Parental benefit (vanemahivitis) 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% 19% 1.8%
lapsetoetus)

Large famﬂy_allowance (3+/triplets) (3 ja 5 204 5 204 4.6%

enamalapselise pere toetus)

Childbirth allowance (stinnitoetus) 1.1% 1.1% 12% 12% 1.2%

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

t((.)‘,gpussgrlpt s child benefit (ajateenija lapse 0.0% 0.0% 00% 0.0% 0.0%

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 allowance 2.3% 1.5% 1.3% 1.8% 3.5%
Housing

Subsistence benefit (toimetulekutoetus), 5 204 3,506 24% 21% 3.6%

households

Notes: Population figures — beginning of the ygamnsioners — beginning of the year; family benefit
recipients — end of the year; health care benefitgal number of cases within the year; subsigtenc
benefits — total number of households receivingotbreefit 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 includeshbintkind and cash social expenditures,
majority of expenditures goes to categories of theaare (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. Biesmén 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 t8ES0S

%7

Expenditures (min EEK)

Structure (%)

2005 2006 2007 2005 2006 2007

Health/sickness 6 913.82 7831.3 10045.7 31.9% 2%4. 33.4%

Cash benefits 1083.44 1 259.8 1694.2 5.0% 5.0% 6%b5.

Paid sick leave 876.57 1020.1 1297.1 4.0% 4.1%  3%A4.

Benefits in kind 5830.38 6 571.6 8 351.5 26.9% 296. 27.8%
Disability 2 031.46 23782 2805.9 9.4% 9.5% 9.3%

Cash benefits 1773.97 2075.3 24120 8.2% 8.3% 8.0%

Disability pension 1127.02 1 400.6 17205 5.2% 69%6. 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 933745 111185 12925.0 43.1% 44.4% 43.0

Cash benefits 914223 109085 12704.6 42.2% %35 42.2%

Old age pension 7 232.75 8 629.4 9 960.9 33.4% %84.4 33.1%

Anticipated old age pension 1799.27 2175.1 2633.9 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 3044.4 3479.3 12.2% 12.1% 11.6%

Cash benefits 2 507.19 2914.2 3318.7 11.6% 11.6% 11.0%

Maternity benefit $tinnitushivitis 297.41 358.8 459.5 1.4% 1.4% 1.5%

Parental benefitvanemahdivitis 552.56 898.0 11131 2.6% 3.6% 3.7%

Childcare allowance 286.67 268.9 278.4 1.3% 1.1% 0.9%

(lapsehooldustagu

Child allowance @psetoetus 1034.88 1 006.7 1059.8 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 6. 0.3% 0.3% 0.2%

Childbirth allowance 48.30 72.6 78.1 0.2% 0.3% 0.3%

School allowancelgpse 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 lapsepuhkuspéaevade tasu,

lapsendamistoetiis

Other cash periodic benefits 30.17 26.6 39.9 0.1% 0.1% 0.1%

(eestkostetava v6i 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 1.3% 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 allowance 42.52 24.4 52.3 0.2% 0.1%  2%0.

Vocational training allowance 10.24 9.3 7.4 0.0% 0%. 0.0%

Continued...
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Expenditures (min EEK) Structure (%)
2005 2006 2007 2005 2006 2007
Redundancy compensation 20.83 14.2 31.0 0.1% 0.1% 0.1%
(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 29.6 431 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 pensionslthecare, and unemployment insurance
benefits. Conditions regarding contributions mau¢hie past determine eligibility and amount
of contributory benefits (unemployment insuranceadfgs, maternity benefits, incapacity to
work benefits, pensions).

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

Figure 1. Schematic composition of labour cosR006

Health insurance (13%)—»

Pension insurance (20%)—» Social tax
Employer’s Ul contributions (0.3%)}—» Contributions to unemployme
Employee’s Ul contribution (0.6%)—> \J insurance fund
Contribution to Il pillar (2%)y—»
| t )
ncome ta
(marginal tax rate 239
basic allowance 2000 EEK) > Gross wag
(Tax Ibase fo Tax base for
social tax an i i
After-tax wage —» ul ywthholdlng
income tax
contributions
J J

Social tax (sotsiaalmaKyis a financial obligation imposed on employers aatf-employed to

obtain revenue required for supplying state pensimmurance 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
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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
insurance scheme to the private pension schemaduditional 2% contribution of gross wage
will be paid by the employee into the pension same®! pillar (see Figure 2 below).
Additionally employee may always contribute to thaluntary pension schemes™(®illar)
which are up to certain limit deducted from theoime tax base. Note that both the individual
contribution of 2% and the 4% share transferredhfsocial tax were temporarily suspended
from 1% June 2009 until 31December 2010 due to the economic crisis. Pensihsen years
from retirement (born 1954 or later) could, upotbritting a relevant application, resume
individual contributions (2%) from®1January 2010, in which case also state contribsitam
account of social tax (4%) are transferred. Otlger groups may also continue to pay individual
contributions (2%) from *1 January 2010, but no contributions from social da transferred
(i.e. the scheme applied is 2+0%). For any othetigi@ant 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 1sf#éme is applied, and from 2012 in
full amount of 2+4%.

Figure 2. Social tax and contributions to pensidmeses

Social tax
33 %
Health insurance Pension insurance
13 % 20 %
X b
| 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
seaduswas 700 EEK in 2005, which made the minimum sdeialobligation 231 EEK (= 700
X 33%) per month. The minimum base was increasadugdly, 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 payatdax 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 limititigeir maximum contributions to 147,312

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

accordingly. In 2006 it was 178,200 EEK.

For certain inactive groups of people (e.g. paremtsnaternity 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. Inigald, the state pays additional contributions to
the funded pension scheme (second pillar) on pardmnefits. 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
- . ' Gross Ul o Unemployment
Recipients of unemployment insurance benefit benefit 13% (health) Insurance Fund

Recipients of unemployment allowance I\/!o_nthly 13% (health) State budget
minimum
- , L Monthly
Recipient of parental benefitgnemahivitis L 33% State budget
minimum
- . Monthly
Recipients of childcare allowandgapsehooldustagu minimum 33% State budget
Recipients of benefit for parents of families wstaven and Monthl
more children geitsme- ja enamalapselise pere vanema ronthly 33% State budget
minimum
toetuy
. . L Monthly 13%
Dependent spouses of persons in certain publicpatins minimum (health) State budget
Persons who are paid caregiver’s allowance purgoahe Monthl
Social Benefits for Disabled Persons Aatil the persons ronthly 33% State budget
: ) minimum
attain pensionable age
Conscripts in compulsory military service in thef®ee Mo_nthly 33% State budget
Forces minimum
Estonian citizens or persons of Estonian nationaitio have
settled in Estonia from a foreign country and reeeiocial Monthly

0,
benefits under th8ocial Welfare Act (Sotsiaalhoolekande minimum 13% (health) State budget

seadus)and their spouses, children and parents
Employees with loss of capacity for work of 40%neore in Monthly

) L 33% State budget
certain cases minimum
Non-working accompanying spouses of diplomats ardip Monthl
servants serving in foreign missions of Estonidil attaining minimu?/n 33% State budget
pensionable age
Non-working persons who have participated in the
ehmmatlon of the effects of a nuclear d|sas_telt_;le§\r test, or l\/!o_nthly 33% State budget
an accident at a nuclear power station, until @itigi minimum
pensionable age;
To funded pension scheme (Il pillar): Gross 1% for each State budget

Parental Benefitfanemahuvitls benefit  related child

Voluntary private pension contributions (3“ pillar) may be in two different forms: a) pension
insurance policies offered by licensed private iaeae 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 teempoeferential tax treatment compared to
voluntary pension funds.

Unemployment insurancecontributions (to6tuskindlustusmaksé3 a compulsory insurance
that covers an employee in case of becoming unegmg]acollective 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 théogess 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 compensatioenwbhaving their position (ministers,
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 letWe25 and 1 per cent. The rates in 2005
were 1% for employees and 0.5% for employers ag tlawe been since the introduction in
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2002. In 2006 they were lowered to 0.6% and 0.388pectively. On 1 June 2009 they
increased to 2% and 1% and chAugust 2009 to 2.8% and 1.4%.

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

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
(employees*)

Social tax (employees*, self-
employed, or covered by state)
Participants in the funded
pension scheme (Il pillar), end of 26.0% 31.6% 35.7% 38.7% 41.3% 43.3% 44.3%
the year

Active contributors to the funded

pension scheme (Il pillar), end of n/a n/a n/a n/a n/a 27.3% 26.1%
year

Contributors to the voluntary
pension scheme (llI pillar)**

43.7% 44.6% 459% 47.8% 49.4% 48.7% 44.1%

543% 554% 56.7% 57.9% 59.4% 58.9% 56.9%

4.30% n/a 5.60% 7.4% 10.4% n/a 10.1%

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 so@al i.e.
excluding the social tax paid on unemployment bignédr health insurance.

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

** _ as people may have joined several voluntamygien 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 esdeas
Voluntary pension schemewsww.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 popoiha which was about 46% in 2005 and 48%
in 2006. The share of contributors of social tabaiger, because social tax is also paid for some
inactive persons by the state. The share of ppaiits to the compulsory funded scheme (I
pillar) was about 39% of the population, but aln88% of the employment in 2006. The share
of active contributors is smaller, because of tempo inactivity or unemployment of
participants. The share of participants continugsincrease as the participation becomes
compulsory for a larger share of the populatione Hfare of contributors to the voluntary
funded scheme (Bpillar) was about 5.6% of the population in 2006t almost 12.3% of the
employment. It has increased steadily to 10% by92@Mbout two thirds of the contributors
participate via life insurance funds and the regest directly into voluntary pension funds.

The largest contributions come from social tax (9%2006), of which most goes to pension
(56% of total social contributions). The share némployment insurance contributions is 2.3%

32



EUROMOD Country Report — ESTONIA

of total social contributions in 2006. Additionardributions to the compulsory funded pension

scheme were 3.3% of total contributions.

Table 18.Social contributions: revenue

%7

2006 2007 2008 2009 2006 2007 2008 2009
Social contributions (min EEK) 23,281 29,184 33,416 31,011 100% 100% 100% 100%
Social Tax (employers + state;
includes state contributions to the 21,973 27,500 31,425 28,605 94.4% 942% 94.0% 92.2%
funded pension scheme)
Of which health care 8,809 11,000 12,502 11,817 37.8% 37.7% 37.4% 38.1%
Of which pension 13,165 16,500 18,923 16,788 56.5% 56.5% 56.6% 54.1%
Of which part of the social tax
transferred to the funded 1,550 2,036 2,481 1,197 6.7% 7.0% 7.4% 3.9%
pension scheme
Of which self-employed 316 321 330 386 1.4% 1.1% 1.0% 1.2%
Of which state contributions 279 433 670 1,445 1.2% 1.5% 2.0% 4.7%
Employees additional contribution 275 4 518 1041 509 33%  35% 3.7%  1.9%
to the funded scheme
Funded pillar pension contributions
total (state transfers+employees’ 2,325 3,054 3,722 1,796 10.0% 10.5% 11.1% 5.8%
contributions)
Unemployment insurance
contributions (employees and 533 666 750 1,807 2.3% 2.3% 2.2% 5.8%

employers part)

Source: Social Tax — Statistics Estonia, onlinexblase; Contributions to the pension scheme — Estoni
National Social Insurance Board, annual revenua, @daid 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 persooame 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 dne has unused tax allowances which the other
one could claim for).

In 2006, the tax rate was 23% and the annual lzlsiwvance 24,000 EEK or 2,000 EEK per
month. See Table 19 for rates and amounts in yais.

In addition to basic allowance, there are additiatilawances:

1) Increased basic allowance in case of childreis applicable in case of two or more
children in family in 2006. One resident parentdaardian of a child or other person) who
maintains two or more underage children may deddditional basic allowance from his or
her income in the period of taxation for each clofdip to 17 years of age. The allowance
is applicable for the second and each subsequédticithe amount exceeding the taxable
income of the child. The allowance can be used filmeyear in which the child is born, a
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guardian is appointed for him/her or the mainteraabligation arises until the year in
which the child attains 17 years of age (inclusivid)is means that in the tax period, where
the child gets 18, the additional allowance is aygplicable. The eligibility condition does
not set that the parent has to be married, howenisr one parent can make use of such
allowance. Note that in 2005 it was only applicablehe third and the following child, but
it was extended to the second child in 2006, tditsechild in 2008 and back to the second
child in 2009.

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, aitiaal allowance can be deducted from
the income of the person in the amount of that @sption but not more than 12,000 EEK
during a period of taxation. However, if compermatifor an accident at work or an
occupational disease is paid as insurance indeminityeased basic allowance does not

apply.

In order to make use of the additional child alloa@s 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 dwages 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 alreethheld). 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 bhsaged during recent years (see the table
below).

Table 19.ncome tax parameters 2003-10

2003 2004 2005 2006 2007 2008 2009 2010

Income tax rate 26% 26% 24% 23% 22% 21% 21% 21%
(BE"’EE)"""OW&”CE permonth 4 555 1400 1,700 2,000 2,000 2,250 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

» Contributions to voluntary pension system to certitent

* Housing loan interest payments
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« Training expenses (from®1January 2010 interest payments of study loans are
excluded)

* Alimony or maintenance support

« Certain donations and trade union entrance and muship fees (abolished sinc& 1
January 2010)

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

Table 20 Allowances and deductions from personal income tax

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

Basic allowance 22,000 EEK in 2006 (see Table
above for changes)
Allowance in case of In amount by which taxable incomelf 2 or more children, for ¥ 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 inrmembership 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 rate  Birth allosgnis paid voluntarily by
allowance by employer 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 etc) andntributions to compulsory funded pension scheme
(2% of the gross wage) are fully deductable (see Bigure 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@aonhe 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 recalted 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 contributiond 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 ongatamiathe 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 themgtion 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 ttha training expense have to be certified
expenses incurred for studying at a state or Igoaskernment 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 aforemeatdpror for studying on fee-charging
courses organised by such educational establisisment

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 isiifie, 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 monetaryjon-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 (akisimaksud)

Value Added Tax (kdibemaks)The standard rate of VAT was stable between 192207 at
18%. There are a few goods and services that haedured rate 0% (for exports mainly) or
5% or are exempt from VAT.

In 2005 and 2006 a 5% reduced rate applies, fomple to books (excluding books for
education); medicines and medical equipment; fumeguisites and services; organisation of
performances and concerts by a state, municipgrigate performing arts; heat, peat, fuel
briguettes, coal or firewood sold to private pesstor personal use.

From the ¥ of July 2007 the reduced VAT rate for the follogiitems 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 f' January 2009 reduced rate was increased to 9%eaiuded 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 to.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 takertables 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 statiel ppy them).

The revenue from social tax is the largest, abaettbird. This is followed by VAT, about 29%
of the revenue. Personal income tax was 18.8% @6 2id corporate income tax was 4.9% 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 submitted
declarations)

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

543% 554% 56.7% 57.9% 59.4% 58.9% 56.9%

37.7% 40.5% 43.0% 454% 47.6% 50.0% 48.4%

Notes: Submitting tax declarations is not alwaykgaiory.

n/a — not available

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

%7

2005 2006 2007 2008 2009
Annual revenue (min EEK) 52,885 63,691 78,295 82,796 74,602
Direct taxes
Personal Income tax (budget revenue) 9,73611,680 14,640 15,816 12,336
PIT (withheld) 10,454 11,972 15,457 16,834 14,400
PIT (final for this year) 10,162 11,155 14,439 14,771 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
o A0 oo w108 Lo e
eOttCr;er local taxes (sales tax, advertising tax, 118 132 170 185 148
Structure (%) 100% 100% 100% 100% 100%
Direct taxes
Personal Income tax (budget revenue) 18.4%18.3% 18.7% 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 343% 341% 348% 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%
e SO TS s 1aw 10 136 oo
Other local taxes (sales tax, advertising tax, 0.2% 0.2% 0.2% 0.2% 0.2%

etc)

Notes: Tax revenues both for central governmentacal government. Final income tax includes net

payments after declaration is submitted. Withheltbme tax is calculated based on current revemabs a

adjusted with additional net payments. Social $aal$o included in this table as it is usually édeed

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 aggats between the Estonian Trade Union
Confederation (Eesti Ametithingute Keskliit) ance tlestonian Employers’ Confederation
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(Eesti Tobandjate Keskliit), and then brought ietfect by a government decree. Its value is set
on an hourly and a monthly basis, assuming aifal fjob.

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 agreemtbaetminimum 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 curcemioenic crisis, the share of minimum wage
has increased reaching 36% of average wage in (32@9-igure below).

Minimum wage applies nationwide to all employeest, 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 WnioihState 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%
O T T T T T T T O%

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
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workers, the Estonian Employers’ Confederationnesties 15,000 workers, Statistics Estonia
calculates about 40,000 workérs.

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 influences alpper ceiling of the social tax of the
self-employed.

If needed, to predict the long-run level of the imuam 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 mahésen as components of output variables,
but the rules governing them may not be changetthéynodel. Table 23 and Table 24 classify
each of the main tax-benefit instruments (and sorim®r ones introduced above) into one of
these three groups and provides a brief explana®rio why the instrument is not fully
simulated if this is the case. In the followinglebwe present information on EUROMOD for
two data sets: EU SILC data (EUSILC) and natiomakion of SILC (EESILC). In most cases
the information is identical, but differences resuhere differences in available variables cause
different approach to calculate or impute key Maga. Information on the household budget
survey (HBS) can be found in the earlier reporVbyk, Paulus and Liupsik (2010).

Most of the benefits that are simulated in EUROM@&B universal family benefits that depend
on the number of children and their age. Also, sisce benefit, as a support of a last resort,
is simulated, although using several simplificasioWith the exception of unemployment
benefits, other benefits that depend on contribuhestory, like various pensions and health
insurance benefits, are not simulated, becausedhgibution history is not available in the
dataset. Although the same is true for unemployrhentfits 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 contributiars simulated. As social contributions (social
tax, unemployment insurance contributions) are @riagnal to gross labour earnings, except in
few cases, they are easily simulated. Also, paditdn in the funded pension scheme is
simulated for EUSILC.

Income tax is calculated as both withholding incameand final income tax. The final income
tax takes into account possible additional deduostithat are used on annual basis and can be
applied after submitting the income declaration.

2 Karu, M. Nurmela, K. (2008) “Social partners reagfieement 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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Other taxes, such as capital income tax, land dexindirect taxes, are not simulated in the
current version of the model as there is littlenordata for that purpose or outside EUROMOD

scope.

Table 23.Simulation of benefits in EUROMOD

Benefit EUSILC EESILC Comments

Unemployment insurance benefit PS PS Contribution history is assumed
(to66tuskindlustushivitis

Unemployment allowance PS PS Eligibility (partly) taken from data, sizetloé
(tootutoetud unemployment benefit

Unemployment retraining E E

allowance

Redundancy compensation IS I

(koondamishuvitised
Paid sick leave I I

Disability pension I I
(tédvdimetuspension

Disability care allowance IA 1A

Old age pensionvénaduspensign | I

National pension (minimum old agéA 1A
pensionrahvapensioh

Old age pension from abroad 1A 1A

Survivors' pension I I
Maternity benefit §iinnitushivitis 1S I
Parental benefitvanemahdivitis IS I

Childcare allowance S S
(lapsehooldustagu

Child allowance lpsetoetus) S S
Single parent child allowance IA 1A

(Uksikvanema lapsetoejus

Large family allowance (3+/triplets}s S

(3 ja enama lapse/kolmikute toetus)

Childbirth allowanceglnnitoetus S S
S
S

School allowancekpolitoetu3 S

Large family parent allowance S

(seitsme- ja enamalapselise pere

vanema toetys

Child allowance from abroad 1A 1A

Subsistence benefit S S
(toimetulekutoetys

Scholarships and grants I I
(6ppetoetused ja stipendiunid

Other benefits (not explicitly statedl I
in the data set)

No data on contribution histand health

No data on contribution history, no exact data
on health status

No exact data oralibh status,
Income is part of the “other benefits” or
disability pension.

No data on contribution history

No data on contribution history, or not
included

No data, part of other pensions

No data on cdmttion history, or not
included

No data on contribution history
No data on contribution history
No data on contribution history

No data on father in the birth certificate thie
child, or not included separately

Abolished since 1 July 2007

Abolished since 2009

No separate dat8ILC

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”
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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; “|Ahcludedin 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 maybwsimulated.

Table 24 Simulation of taxes and social contributions in EDNROD

EUSILC EESILC

Taxes and social contributions

Employer’s total social insurance contributions S S
Unemployment insurance contributions S S
I pillar I I
Pension insurance contributions (1st pillar), phthe social tax S S
Pension insurance contributions (2nd pillar) - $farred from the 1st S S
pillar
Health insurance contributions S S

Employee total social insurance contributions S S
Unemployment insurance contributions S S
Funded pension insurance contributions (2nd pillar) S S

Self-employed social insurance contributions S S
Health insurance contributions S S
Pension insurance contributions (1st pillar) S S
Funded pension insurance contributions (2nd pilaransferred from the S S
1st pillar
Funded pension insurance contributions (2nd pillar) S S

Contributions paid on social benefits by the centregovernment
Health insurance contributions for those receivingmployed benefits S S
Health and pension insurance contributions (theillsr) for those S S
receiving parental benefit, childcare allowancéaoge family parental
allowance
Pension insurance contributions (the 2nd pillar}tifose receiving parental S S
benefit

Income Tax (final) S S

Withholding income tax S S

Land tax I I

Other local taxes E E

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@rtially simulatedas
some of its relevant rules are not simulated; sSi&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, andomajles for subsistence benefit. 2006 is the
first simulated year of the Estonian policies inFRDMOD, 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, 2006-2009

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 allowancekpolitoetug***
7. Childbirth allowancegunnitoetus
8. Childcare allowancddpsehooldustagu
9. Large family parent allowanceditsme- ja enamalapselise pere vanema tpetus
10. Unemployment insurance benefid§tuskindlustushivitis
11. Unemployment allowanced6tu abirahd
12. Employer social insurance contributions
13. Employee social insurance contributions
14. Self-employed social insurance contributions
15. Income tax allowance for self-employment incomenfragriculture
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 2006-2007 in the model (was abiudig since 1 July 2007).
*** Simulated for 2006-2008 in the model (was alsbkd since 2009).
There are the following dependencies between tteuiments:

 Minimum wage (if switched on) affects employmentri#ags which is the basis for
employer and employee SIC, income tax and subsisteanefit.

¢ Unemployment insurance benefit is subject to incaaxe(unlike all other simulated
benefits).
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 The duration of unemployment allowance is dependent the duration of
unemployment insurance benefit.

* On behalf of the recipients of unemployment insoealand 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 incofmeen agriculture also applies to
the tax base for self-employed social insurancéerittions.

« Employee and self-employed social insurance camidbs 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 depentt'eeancome net of employee SIC
and withholding income tax. Most of benefits agoahcluded in the means-test.

2.2.3 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 2006-
2009. Some of them are given on monthly and sonslydasis, exactly as defined in
legislation.
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Table 26.Policy constants

Name Perio Abbreviation Policies where used
d

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

Official pension age - $PensionAgeFemale  unemployment benefits and

(females) employee 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 insurancdritutions
by employer, self-employed and
state

SIC rate for the pension - $SIC_RatePensionl social insurance contributions

contributions (the 1st pillar) by employer, self-employed and
state

SIC rate for the pension - $SIC_RatePension2 social insurance contributions

contributions (the 2nd by employer, self-employed and

pillar) state

SIC rate for the pension - $SIC_RatePensionltosocial insurance contributions

contributions (transferable 2 by employer, self-employed and

from the 1st to the" pillar) state

SIC rate for the health - $SIC_RateHealth social insurance contributions

contributions by employer, self-employed and
state

Amount of basic allowance y $IT_BasicAlw withholding income tax and

for income tax final income tax

Amount of pension y $IT_PensionAlw withholding income tax and

allowance for income tax final income tax

Income tax rate - $IT_Rate withholding income tax a
final income tax

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

private pensions final income tax

Amount of unemployment m $UAB_amount unemployment benefits

allowance

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

2.3.1 Unemployment insurance benefits (tdotuskindlustushiitis)
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 2006, 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 sincéJanuary
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%. gitess earnings refer to the average daily gross
earnings of the previous calendar year, subjeantapper limit of three times average taxable
wages in the previous calendar year. In 2006, ntgant that the benefit could not exceed 9,764
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 wdswer limit for the benefit in 2006, 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 allowance
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.

* 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 prevearsiings 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 allowances (t66tu abiraha, t66tutoetys
e Brief description

Unemployment allowance is paid to those people whbonot qualify for unemployment
insurance benefit or the period of Ul benefit hadesl. In 2006, 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 Hg§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 the rmkdome. Unemployment allowance is
formally income tested: only the unemployed whoseoime is below the unemployment
allowance are entitled to the benefits. It is nebwn in practice if and how this income test is
followed, and we have switched it off in the baselsimulation.

* 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, unempiegt allowance is effectively only partly
simulated using the information about actual recbig this is done indirectly by assuming
those in receipt fulfil certain eligibility criteai

Work history for simulating the eligibility of ungstoyment allowance is modelled in complete
analogy to unemployment insurance benefit. Thelslity rule differs as self-employed are not
excluded from this benefit, while students are, aaftlitionally there is also an income
condition — income from other sources (market inepmaternity benefit, parental allowance
for families with 7+ children) must be below thenbét amount.

Benefit amount is simply flat rate (we do not uséydrates and assume uniformly 400 EEK per
month in 2006 and 1000 EEK per month in later yYedt#ewever, the number of months in

receipt is calculated as the difference betweenimmax duration (i.e. nine months) less

simulated unemployment insurance benefit duratitsg subject to unemployment duration.

The simulation of the income test is switched ioff, not part of the baseline.
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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. Sinc&July 2007 quarterly allowances for families witinete
or more children were merged with monthly childalances and the former were abolished.
Since ' July 2007 the third and any consequent child v@seé 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 %' July 2007.

e Definitions
The unit of analysis is the same as for child alinee (see above section 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 frotJanuary 2009.

» Definitions and eligibility conditions

The unit of analysis is the same as for child alinee (see above section 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 abbmee, 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. Sinc®@@he benefit is 5,000 EEK for all children.

In 2005 the amount was 25 times CAR for the finsthband 20 times CAR in case of the
second and later births. In case of a multiplehbichildbirth allowance was also paid at 25
times CAR for each born child.

« EUROMOD notes

Also, an adoptive parent, guardian or caregiverthagight to receive childbirth allowance, if
childbirth allowance has not been paid for the saimél 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 alloee (see above section 2.3.3). The benefit is
paid to one of the parents based on the numbdriloren up to 3 years old and aged 3-8 years.
It is not paid for a child due to whom a parenteiees maternity benefit or parental benefit (we
assume that these payments are related to chilgreto 1 year 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 aloee (see above section 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 wagylkge 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, faatidyvance for families with three 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 750ifE2R05-2006, 900 EEK in 2007, and
1,000 EEK in 2008-2010.

The “norm-space” of the household is derived al®Wdhg. 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 togtand 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.

52



EUROMOD Country Report — ESTONIA A;:'%
v

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” degp®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 inlEO%nd EESILC data refer to the average
monthly costs of the interview year then mortgagerest payments refer to annual figures of
the income year. Either because of this or re@plemrors total monthly housing costs are
sometimes smaller than monthly mortgage intereginpats and in these cases we have scaled
up the housing costs to the level of mortgage éstgpayments.

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 thresH@0@EEK since 2006 and 10% of the current
income. By current income we consider all incommponents (except the benefit itself) net of
the withholding income tax. It also excludes setfpdoyed social insurance contributions.

2.4 Social contributions

Social contributions are paid by employees, empkwad self-employed. Social insurance is
highly centralised, contributions are formally eitiiaxes gocial 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 regedltrage 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 youpemployment insurance contributions.

Unemployment insurance contributions are calculadsda fixed percentage of the gross
employment income. The contribution rates have ghdnover 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 irf July 2009 — 3% December 2010 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@pah the scheme. In the EUSILC data we
do not have information on the participation in theded pension scheme. Therefore the
participation is simulated in the raw dataset ugjegder-age specific participation rates from
the EESILC dataset. The participation rate is tfegrdomly simulated in the gender-age-income
group for EUSILC data.

We do not simulate voluntary contributions to thivgte pension funds (i.e. payments into the
3 pillar), but take them from the data. They areilabée in the dataset and give about 90%
coverage.

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

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

Pension contributions

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

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

Unemployment insurance contributions amount toxadipercentage (0.3% in 2006, see the
table in section 2.4.1 above) of employment income.
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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 healriance 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 thystem 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 (540,000
EEK in 2006, larger in later years, see the folluyviable).

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

2005 2006 2007 2008 2009 2010
a";gg””m monthly social tax 700 1400 2000 2700 2700 4350
Minimum monthly wage (EEK) 2,690 3,000 3,600 4,350 4,350 4,350

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

Pension insurance contributions

Participation in the funded pension scheme andutatlon of the contributions to the state
pension scheme and funded pension scheme aremleeasafor 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.
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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 schemd{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 innthBonal statistics.

« EUROMOD notes

Depending on the dataset the definition of selfdeygd is slightly different. In the EUSILC
data the self-employed are those either with engaeywithout employees or family worker. In
HBS data the self-employed are those who had siatéde survey data that their status in
employment belongs to the category “Self-employaxdner without hired workers, freelancer”.

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 certainimmum base (1,400 EEK per month in 2006,
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 allowance. There are some other ntiatagories which are not included in the
model (see section 1.4 above).

Government pays both health care insurance andgmeimsurance part on the minimum base
for those receiving childcare allowance, large farparent allowance, or parental benefit and
only health care insurance part for those receivuingmployment allowances. Unemployment
insurance fund pays health care insurance conipitmitfor those receiving unemployment

insurance benefits and the base is equal to thefileethence can be smaller or larger than the
minimum base).

There are extra pension insurance contributioni] pg the central government, to th&' 2
pillar for those receiving parental benefit. Theg aalculated as 1% of the maternity benefit for
each related child.
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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 fEmulating subsistence benefit which is
means-tested based on current net income. Taxfdaagthholding tax is narrower than for the
final tax liability, e.g. it does not include incenfrom self-employment, rent, royalties, etc.

2.5.1 Tax unit

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 allowance, unemployment retrainingefiensubsistence benefit, scholarships
and grants, voluntary maintenance payments andstiment income. The latter includes
interests, which are non-taxed if received fromEdh financial institution, and dividends, on
which firms pay only corporate income tax in Esoni

2.5.3 Tax allowances

Firstly, basic allowangevhich equals 24,000 EEK per year (2,000 EEK penttm) in 2006 and
was increased in 2008 (2,250 EEK).

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 benséad 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. 24,000 EEKyear in 2006, see Table 19 in section 1.5.1
for other years) less the taxable income of th&dam. In 2005 it was applicable for the third
and each subsequent child less the taxable incénftochild. 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).

All allowances are non-refundable, i.e. their vataanot be larger than income tax base.

2.5.4 Tax deductions

First, contributions to the unemployment insurafo®d and to the funded pension scheme as
well as alimony or maintenance payments are fudiguttible from taxable income.
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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 ko 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 membeietgpwere abolished sincé' January
2010, affecting 2010 final income tax.

Third, pension contributions to thé® pillar (i.e. voluntary funded scheme) can be déehiic
from taxable income but no more than 15% of taxatdeme.
2.5.5 Taxbase

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 not talkeo account: sickness benefit and
maternity benefit paid (by the Estonian Health hasge Fund) and royalties.

2) incomes for which the basic allowance is usualkgiainto account: disability pension,
old-age pension, survivors' pension, parental bigngfemployment insurance benefit,
employment income, severance payments, taxabletemaince payments received (i.e.
alimony), less alimony payments made and simulatedal security contributions 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,

4) there are deductible expenditures (education e@sensiortgage 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 (directly available in EUSILC and EESIL&)] minus social insurance contributions,
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except contributions to the funded pension schérhe.latter can be deducted only from other
source of incomes. Taxable business income isetkown individual basis.

« EUROMOD notes

Due to data limitations we cannot simulate sicknalbswance, child birth allowance and
deductions related to donations and trade unionlmeeship fees. In EUSILC and EESILC data
we cannot separate agricultural income and henceotssimulate the tax allowance for self-
employment income from agriculture.

We also consider benefits received from abroadxedtdéwhere 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 allowesitself).

2.6  Minimum wage

e Brief description

Monthly and hourly minimum wage is set in annugdbstite agreements between the Estonian
Trade Union Confederation and the Estonian Empiiy@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. 3,000 EEK @9&, 3,600 EEK in 2007, 4,350 EEK in
2008-2010.

« EUROMOD notes

Monthly income from employment (taking into accotim 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 toare less than or equal to 40 hours per
week. We do not apply the minimum wage correctitiemva person earns more than a monthly
minimum wage, but its hourly wage is still lessrtlEaminimum wage.

Minimum wage condition affects 2.1% of people wibsitive labour earnings in 2006. On
average it increases the monthly wage of thosetafiedby 515 EEK.

By default the simulation of minimum wage is sdt o&. not part of the baseline.
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3. DATA

3.1 General descriptior?

There are currently three different Estonian dasaseailable as input data for EUROMOD:

1) Estonia Social Survey 2006 and 20@&2ti Sotsiaaluuring 2006, Eesti Sotsiaaluuring
2007 -EESILC), which is a national version of EU SILC aand which was used by
the Statistics Estonia to construct the EUSILC loiada;

2) European Union Survey of Living Conditions (EUSIL@P06 and 2007 data for
Estonia, released ori' March 2008 and®iMarch 2009, respectively;

3) Household Budget Survey 200Bgsti leibkonna eelarve uuringiBS).

The Household Budget Survey 2005 was discussedtal an the previous country reports, see
Lapsik, Paulus, Vork (2008) and Vork, Paulus, Lip&010), and we do not cover it in this
report. The report Vork, Paulus, Lupsik (2010) afsduded overview of the EESILC 2006 and
EUSILC 2006. Therefore in this report we focus &SH C 2007 and EUSILC 2007 datasets.

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, ineipuaind 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. stdhia, 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 Syrde addition to the input for Eurostat’s
variables, many questions from Estonian domestiesamers are included in the survey.
Estonian domestic databases are also compiled loastg: 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 IISEE. Households the group of persons
living in the common main dwelling (at the same radd) and share joint financial and/or food
resources and whose members consider themselbesmwembers of one household. Household
can also consist of one member only. Members ohthesehold are not necessarily related by
blood or marriage. A household consists of one orenbenefit units (or "families”), e.g. a
couple together with any dependent children.

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

The survey is cross-sectional with rotating panieds,at the same time four panels have been
included in the survey. In EESILC each year, aroby0 households and 13,500 persons are
interviewed, and they are divided between four [srkhree panels are in the survey from the
previous years and one is a first-timer. As in 20p@ration was the fourth round of EU-SILC
in Estonia, the sample comprised of four differpatts that had entered to the survey in
different years. See Statistics Estonia (2008ajiébails.

In the Euromod we use the cross-sectional infolmnabf the survey. The sample size is
identical for the national version and EU versidthe survey.

Table 30. EUROMOD database descriptions

National EU-SILC Eurostat EU-SILC
Abbreviation EESILC EUSILC
Original name Eesti Sotsiaaluuring (EstoniaEuropean Union Survey of
Social Survey) Income and Living
Conditions
Provider Eesti Statistikaamet (Statistic&urostat
Estonia)
Year of collection 2007
Period of collection March - June 2007
Income reference period Jan 2006 - Dec 2006,anncaine,
housing expenditures on 2007, monthly
Sampling Stratified systematic sampling
Unit of assessment Spending unit
Coverage Households living permanently in Estonia.
Persons living in collective households are exalude
Sample size 6,516 households
Accepted households into the 5,146 households
database
Final sample used in 5,146 households
EUROMOD
Complete personal interviews 11,875 11,971
with income data (includes 96 imputed

interviews by closest
neighbour full record
imputation)

Source: Statistics Estonia (2008a)

Both in the HBS and in the SILC stratified unegpadbability sampling of households was
used. See Lupsik, Paulus, Vork (2008) for the HB&hwdology for details and Statistics
Estonia (2010) for the EESILC /EUSILC methodology.

Technically the original data sets include seviiied (see the tables below). National version of
the SILC consists of three files, and EU-SILC cetssiof four files (see Annex 1). For

EUROMOD purposes the net-to-gross transformatiorinobme variables is carried out, if

necessary, and then data files are merged intdesfitg keeping only variables necessary in
EUROMOD. We end up with 5,146 households when uBB§ILC/EUSILC data.
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The SILC survey is comprised of the household amdgnal interviews, conducted by using

two different questionnaires: the household questdire 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 2007 6,379 households were selected into thepleamvith household split-offs 6,516
households. 5,146 valid household responses weeévesl.

On personal level, the share of complete persoahiiews within the households accepted for
the database was 99.2% — or 11,875 interviews efpthssible 11,971. Income data for the
remaining 96 persons who did not complete a petsmterview was imputed by closest

neighbour full record imputation and is availabtethe EUSILC version of the data. In the
national SILC version 11,875 interviews are incliide

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

EESILC 2007
Initial sample 6,379
Split-offs 137
Final sample size 6,516
Household could not be contacted 654 (10%)
Household was contacted 5,864 (90%)
Household was contacted, but could not be interstew 710
The questionnaire was not acceptable 8
Accepted and included in the database 5,146

Source: Statistics Estonia (2010)

3.2.2 Weights and item non-response

The datasets include weights to take into acccamipting probabilities and also to compensate
frame errors and the non-response. For EESILC daights 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 thevjpus report LUpsik, 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 papnolalata, are used in calculating the final
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data. In the first years of the survey, post-dication was used to compensate for non-
response. Since 2006, a logistic regression madhéth describes non-response, has been used.

The final estimations are calculated by using tleegims 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 demogragdta known from other sources. Inasmuch
the activeness in answering the questionnaires ndisp@n the gender- and age-specific
distributions and place of residence, the integrgtender and age groups as well as distribution
of households by county and degree of urbanisatrenused 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
Weight variable in the original dataset Ik_kaal/db090

Number of households with positive values 5,146
Mean 111.41
Median 85.76
Maximum 1113.41
Minimum 221
Max/Min 504.34
Decile 1 (10% cut point) 29.58
Decile 9 (90% cut point) 216.17
Dec 9/ Decl 7.31

3.3 Imputations, data adjustments and assumptions

3.3.1 Time period

In the SILC income and expenditure refer to thevioes calendar year, with the exception of
housing costs which refer to a current monthly ager

When using SILC data the annual income and expamedidre available, and also information
on how many months it was received (especially wiging national version of the EESILC),
but some of the other socio-economic variables. (edycation, marital status) refer to the
survey week. As EUROMOD uses monthly data as antitige annual income and expenditure
are in most cases divided simply by twelve.

3.3.2 Data adjustment

In the EESILC data missing values have been imputatecessary. Most of the imputations
has been done by Statistics Estonia; a few rengimputations were done by us and they are
described in the DRD in detalil.

In the EESILC questionnaire income components atkeated as net by default, but with
questions concerning wages and salaries, incomm femtal, 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 boet 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)
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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 muabrendetailed information than EU version

as many income variables are merged already.

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

One difference between EESILC and EUSILC is the lmemof completed interviews available
to researchers. The EUSILC data have 96 more dditsemng which are imputed from full-record
imputation (rb250=14), but these imputations areimduded in the national dataset. For these
households the imputed household aggregate incbi¥vi®1Q) is larger than the recorded sum
of its components in the national dataset.

3.3.3 Calculation of income and under-reporting

One main topic of the EESILC survey is the incorhthe residents of Estonia. EESILC use the
previous year's income for calculating indicatorfsliging standards and welfare. In SILC
Estonia follows the income definition of the Camaaewrorking group for calculating household
members’ incomes. Disposable (net) income is ddfias the sum of incomes from wage
labour, self-employment, property income, sociansfers, 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 qoesidire 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 he ttotal 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

Statistics Estonia has imputed missing values éoeal variables in SILC. We focus here on
income variables and the SILC data. The followisgsuword-to-work extracts from the quality
report of 2007 SILC data by Statistics Estoniat{Sias Estonia 2008a).

According to the quality report of 2007 SILC datayeral options were used to impute missing
values. For some households and persons the vafupsevious year were used to impute
missing values. Data of 2006 was used only if hbolkkor person received particular kind of
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income in 2006 and analysis showed that these nammes are sufficiently closely related. If
analysis indicated no correlation between the irepwf 2006 and 2007, 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 daguiestionnaire;
« Imputation with median or average, when only singllies were missing;

* 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 IVEware 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 missigmpss 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 weck 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. Fuldilebf the imputations are given in the
EUSILC final quality report (Statistics Estonia 3a().

Imputed rent

Imputed rent must be computed for those houseltblitsare 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 price of dbeommodations. Square-meter
price model was found separately for detached hogiseluding semidetached and
terraced houses) and apartments. Model was fitteth® database of real estate sell-
transactions in Estonia in 2006, containing 4,6&hgaction records. Square-metre
price of a detached house was modelled, using dbewing explanatory variables:
county group (4 groups), level of urbanisation {@dpity, big towns, small towns,
rural areas), quality of accommodations (poor,s&atiory, good), area, interaction of
county group and urbanisation level, interactionqofality and urbanisation level.
Square-meter price of an apartment was modelledg ube following explanatory
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variables: county group, level of urbanisation, lgyaf accommodations, number of
rooms (1,2,3,4+), area, interaction of county grand urbanisation level.

2) Applying the model to SILC data. The square-met&epmodels were applied to all
households.

3) Computation of imputed rent, based on the totateprof accommodations. The
calculation formula for imputed rent is the follawt

(annual rent)=(price of the accommodations) x (e Euribor)

Price of the accommodations is multiplied by thexmealue of Euribor from*1January 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.

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@asmused. After that additional net-to-
gross imputations were implemented if necessary.

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 participationtlire funded pension scheme in the EU
version of the SILC, but we have the informationtlre national version of the SILC. We
calculated participation rates from the EESILC dataage-gender and income decile of the
gross earnings (PY010G) where the person belongs to

_ Participatsat thebeginningof 2006,
eoendenesle — populatiorat thebeginningpf 2006,

gegendedecile

gegendedecile

Prob(Partipates),

We simulated participation status based on thesapgspecific participation rates by drawing a
uniformly distributed random number from the O-leiwal (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 valaghkrwise value O.
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Family benefits

Taxable and non-taxable benefits were separatelyade in the EESILC data, but not for the
EUSILC data. For family benefits the major task wias separation of parental benefit and
maternity benefit, which both are taxable, and ergal family benefits, which are non-taxable,
in the EUSILC.

We simulated major universal family benefits in EIgSILC and subtracted them from the total
sum of family benefits.

The rest was divided into two: 21% went to matgrbienefits (temporary sickness benefit in
case of pregnancy) and 79% went to parental bendfithere were no children younger than
two then all family benefits were assigned to urseé family benefits. We also used
information on children born in 2007 as that intikchpossible maternity benefits in 2006. Note
that those benefits which cannot be simulateddfample, single parent benefits) are implicitly
included in maternity and parental 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.

Table 33.Comparison of assumptions for family benefits

Variable EESILC EUSILC
General remark Four different family benefit categ® One merged family benefit
available available
Other family benefits Total sum available. Simulated the sum of the major
(universal family universal benefits (child
benefits and local allowance, child care allowance,
benefits), non-taxable school allowance, large family
allowances)
Parental benefit, taxable Available in net. Gras®ant imputed Not separately available.
by backward calculation Imputed: 79% of gap between

the total family benefits and
simulated universal family
benefits was assigned to
parental benefits if there was a
child younger than 2

Maternity benefit, Available in net. Gross amount imputed Not separately available.
taxable by backward calculation Imputed: 21% of gap between
the total family benefits and
simulated universal family
benefits was assigned to
parental benefits if there was a
child younger than 2

Adoption benefit, Available in net. Gross amount imputed
taxable by backward calculation. None in 2006

Unemployment benefits

The national SILC version distinguishes betweemimedncy benefits, unemployment insurance
benefits and other unemployment benefits (includingemployment allowances). In the
EUSILC data they are all merged together as ungmpdat benefits. We decided to exclude
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redundancy benefits from the unemployment benefit eonsider them similarly with labour
market earnings. Note also that in the originahdatly that part of the redundancy benefits is
included in disposable income that was spent in620thile we include the whole income
received.

We also needed to separate unemployment allowamdeuaemployment insurance benefit,
because they are treated differently for the pwepo$ income tax. The unemployment
allowance is a flat-rate benefit equal to 400 EBER006.

In the EUSILC data we set all observations withrapyment benefits larger than a certain
amount as redundancy benefits. The cut-off poirdeeviaken from the national version of the
SILC and they were different depending on the nunadfenonths unemployed in the income
year. Similarly all small values were set as un@ymlent allowance. Intermediate values were
then set as unemployment insurance benefits. S&fBRexact values.

Table 34.Comparison of assumptions for unemployment benefits

Variable EESILC EUSILC

Available in net. Gross Not separately available. All observations
amount imputed by with unemployment benefits larger than a
backward calculation.  certain values were set as redundancy benefits

Redundancy benefit,
taxable

Not separately available. All observations
with unemployment benefits smaller than a
certain value were set as unemployment

allowances

Available in net.
Include retraining or
transport allowance

Unemployment
allowance, non-taxable

Unemployment

o Not available (included in
retraining allowance,

. Not available (included in previous)
previous)

non-taxable
Unemployment Available in net. Gross Not separately available. Calculated as total
insurance benefit, amount imputed by unemployment benefits less redundancy
taxable backward calculation benefits and unemployment allowances

Available, but not
considered as a part of
unemployment benefits

Not available. Not considered as a part of
unemployment benefits

Start-up benefit, non-
taxable

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

Statistics Estonia includes under old-age pensisa disability pensions when the person is
older than the formal retirement age, because diowprto the Estonian pension legislation
disability pensions are converted to old-age pewsiafter statutory pension age. Statistics
Estonia also adds one-time benefit paid by empleyesn retired under old-age pensions, but
this is very uncommon in Estonia.
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Table 35.Comparison of assumptions for pension benefits

Variable EESILC EUSILC
Old-age Available in gross and Available in gross. Includes
pensions net. Includes one-time one-time benefit paid by
benefit paid by employer employer when retired
when retired
Disability Available in net. Gross Available in gross
pensions amount imputed by
backward calculation.
Survivor’s Available in gross and Available in gross
pensions net.

Social assistance benefits

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

Table 36.Comparison of assumptions for social assitancefitene

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

Temporary sickness benefits

Temporary health insurance benefits are similaglyorded in all three datasets. Note that in
administrative data maternity benefits are alsd patemporary sickness benefits, but in our
data they are kept separately.

Table 37.Comparison of assumptions for sickness benefits

Variable EESILC EUSILC
Sickness benefits, Available both in net Available in gross.
taxable and gross
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Education benefits

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

Table 38.Comparison of assumptions for education benefits

Variable EESILC EUSILC
Study grant, non- Available in net. Available in net as one
taxable, State study Separate variables are variable
stipend summed into one
variable

In the HBS data we have also imputed values fadystaans. See the earlier report LiUpsik,
Paulus, Vork 2008 for details.

The derivation of other variables needed for theRBIMOD is described in the DRDs.
Generally the standard approach provided by thex&ssm was applied.

3.3.6 Imputations of gross incomes

In all datasets gross incomes are imputed usingntrexsion of rules. Estonia has a constant
marginal tax rate, which makes inversion straigifoyd. The gross values of EUSILC are

imputed by Statistics Estonia and in some casgsate also included in the national database
EESILC. In other cases the gross values for EESIa@ are imputed by the national team
using similar rules that Statistics Estonia hadddse EUSILC data. Statistics Estonia had a few
minor mistakes in the imputations rules and in sa@ges Statistics Estonia and the national
team had different assumptions, therefore grosgegatlo not always match in EUSILC and

EESILC data.

All income sources can be grouped according to theome tax treatment:

1) Pensions on which income tax is withheld subjedhtpension 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 intowsdcmilarly, only before scaling up the tax
allowance must be subtracted. For SILC data Stiistonia has not been always consistent
to similar items, they sometimes apply the allovemysometimes not.
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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.Net-to-gross conversion process and applicatidexofllowances

EUSILC EESILC
No strict ordering No strict ordering
Disability Statistics Estonia calculations: gross = net * Bsaistics Estonia values
pension (PY130G)
Old age pension Statistics Estonia calculations: Use Statistics Estonia values
Pension allowance (PY100G)

Basic allowance

Allows simultaneous working. Minor mistake in
one formula**

Survivors pension Statistics Estonia calculations: Use Statistics Estonia values
Pension allowance, Basic allowance (PY110G)

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

Wages and Statistics Estonia calculations: Use Statistics Estonia values
salaries Basic allowance *** (PY010G)
Unemployment Own imputations of the values Use Statistics Estonia approach
insurance benefit No allowance with no basic allowance, but

Statistics Estonia had a mistake in income tax with correct tax rates
formula****

Parental benefit Own imputations of the values Use Statistics Estonia approach
No allowance with no basic allowance
Own calculations
Fringe benefits Statistics Estonia calculations: Use Statistics Estonia
No allowance calculations
No allowance
Sickness benefits Statistics Estonia calculations: Use Statistics Estonia values
Basic allowance***** (PY120G)
Maternity Own imputations of the values Use Statistics Estonia
benefits No allowance calculations
Own calculations No allowance
Self-employment Use Statistics Estonia calculations Use Statistics Estonia
income Basic allowance***** calculations (PY050G)

Possible mistakes in formulae

* Formally one should compare with pension and adgwances. There were nine observations with
disability pension larger than pension allowanc2005.

** In a few instances Statistics Estonia instead nadiltiplying by a correct factor 0.24/0.76 they
multiplied by 1.24 in 2005. It influences only penss larger 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 cbutiopns when comparing whether gross income was
smaller than basic tax allowance.

**x% Statistics Estonia had a mistake when calciigtthe 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.
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We have discovered a few mistakes in the net-gropstation formulae of Statistics Estonia.
We have corrected the formulae only in few casémnmve 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 2006 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.

Table 40.Updating factors

Variable Variable label Update factor 2007 2008 20D

default Growth of CPI 1.0660 1.1769 1.1757

bch Benefit/pension: child:  Aggregate

bchoo Beqeﬂt/pensmn: child: Simulated, otherwise simulated simulated simulated
basic default

bchab Benefitipension: child: No change in benefits 1 1 1
abroad

bchba B_eneflt/per.]smn: child: Simulated, otherwise 1 1 1
birth/adoption no change

bchlp :Beneflt/pensmn: child: No change in benefits 1 1 1
one parent

bed Benefit/pension : Growth of CPI 1.0660 1.1769 1.1757
education
Benefit/pension :

bfa family Aggregate

bh Benefit/pension : Growth of average 1.1652 1.4042 1.5994
health wage last year

bmaab Beneflt{p(?nsmn: No change in benefits 1 1 1
maternity: abroad

bmact Benefit/pension : Growth of average 1.1652 1.4042 1.5994
maternity: contributory wage last year

bmapr Beneflt{pgnsmn : Growth of average 11652 1.4042 15994
maternity: pregnancy wage last year
Benefit/pension :

bsa . i Aggregate
social assistance
Benefit/pension : Simulated, otherwise

bsa00 . : ) .
social assistance: basicdefault

bsals Beneiit/pension : Growth of CPI 1.0660 1.1769 1.1757
social assistance
Benefit/pension :

bun unemployment Aggregate
Benefit/pension :

bunct unemployment: Growth of average 1.1652 1.4042 1.5994

. wage last year
contributory
Continued...
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Variable Variable label Update factor 2007 2008 20
Benefit gl?oevc;ﬂgg;n ii?:treased
bunnc unemployment : non- from 1000 to 2500 in 2.5 2.5 2.5
contributory 2007
Benefit:
buntr unemployment : No change in benefits 1 1 1
training
Growth of average
odi Benefit/pension : disability pension, at 1.1720 1.4489 15611
disability the beginning of next ' ' '
year
00200 Benefit/pension : old  Growth of average 11698 1.4390 15576
age: basic pension ' ' '
psu Ben(_afit/pension : Grovx_/th of average 1.1680 1.4435 1.5620
survivors pension ) ) )
tpr Tax : property tax is)e"‘rfge‘;f land tax 1.0677 1.4595 1.4585
xhc (I:E:)(g(endnure + housing aggregate aggregate aggregate
Expenditure : housing Average declared
xhemomi cost : mortgage mortgage interests 15980 2 0427 1.3995
payment : mortgage  amount (Estonian Tax ' ' '
interest and Customs Board)
Expenditure : housing Grovvth of housing
xhcot cost - other ) costs in CPI (excl. 1.1459 1.3269 1.3404
' mortgage interests)
Growth of average
hert Expenditure : housing rentin Tallinnin a 1.1074 0.9504 0.6860
cost : rent two-living-room ' ' '
apartment
xmp Expenditure : Growth of average 1.2051 1.3726 1.3037
maintenance payment wage ) ) )
yem Income : employment VGv;(E)ngth of average 1.2051 1.3726 1.3037
v Income : fringe Growth of average 1.2051 1.3726 1.3037
benefits wage ' ' '
yiy Income : investment Aggregate
Average declared
. Income : investment: income from selling
yiydv dividends assets (Estonian Tax 1.0827 0.9435 0.0719
and Customs Board)
Average declared
- Income : investment; " 1Come from other
yiyit . : " sources assets 0.3725 0.2395 0.4702
interests :
(Estonian Tax and
Customs Board)
Average declared
. Income : investment: income from seIIing.
yiyot other ' " other assets (Estonian 0.9615 0.5647 0.2224
Tax and Customs
Board)
yot Income : other va;(;Vgth of average 1.2051 1.3726 1.3037
Continued...
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Variable Variable label Update factor 2007 2008 20
ypp Income : private Growth of CPI 1.0660 1.1769 1.1757
pension
ypr Income : property Aggregate
yprro Income - property: & th of CPI 1.0660 1.1769 1.1757
royalties
Growth of average
yprrt Income : property: rent rent |_n_TaII|nn na 1.1074 0.9504 0.6860
two-living-room
apartment
ypt Income : private Growth of average 1.2051 13726 13037
transfers wage
yot Income : private Growth of average 1.2051 13726 13037
transfers wage
Income : private
yptmpnt transfers : maintenancevagovgth of average 1.2051 1.3726 1.3037
payment : non-taxable 9
Income : private
yptmptx transfers : maintenanceG;O\gnh of average 1.2051 1.3726 1.3037
payment : taxable 9
yse Income : self Growth of average 1.2051 1.3726 1.3037
employment wage
Income : self
yseag employment : Growth of average 1.2051 1.3726 1.3037
! wage
agriculture
Income : self
ysena employment : non- Growth of average 1.2051 1.3726 1.3037
! - wage
registered activity
Income : self
ysera employment : Growth of average 1.2051 1.3726 1.3037

registered activity

wage

75



EUROMOD Country Report — ESTONIA A;:'%
v

4. VALIDATION

4.1 Aggregate Validation

In this section we present the validation resultsnfour model. First we compare how well the
survey represents actual aggregate data. Thidlasverl by an analysis how 2006 income data
can be updated to match 2007-2009 actual datar #ft¢ we present simulation validation

results both for the income aggregates and the aumbreceivers or payers. In our default
approach simulation of minimum wage is switched offin-take up of subsistence benefits is
switched on and income-testing of unemploymentadluces is switched off. We present also
the results using other assumptions. Section 4l@des distributional statistics, such as income
deciles and poverty measures within socio-econgnuaps.

4.1.1 Non-simulated incomes

To check how well the Estonian Social Survey (EES|Lwhich is the basis also for EUSILC,
represents actual aggregate data, we compare incomgonents (wages and various benefits)
between the EESILC and administrative sourcestfs=éable below). Remember from Section
3 that the difference between the data set is se@ll. EUSILC includes a few more imputed
values on income variables, which are missing &nBESILC database.

EESILC covers 97% of wages and salaries when cadparthe National Accounts Statistics.
(99% for EUSILC data). When comparing all cash fighdrom ESSPROS data and all
aggregated cash benefits from EESILC, the oveadith is 87%. This may seem rather high but
is due to good coverage of pensions, state fanghefits and parental benefits. Pensions and
benefits for children are rather well representkdt other benefits are underrepresented:
unemployment benefits 61%, subsistence benefit 3irfib,sickness benefits 34%. Compared to
2005 we see an improvement in the coverage of &atdy benefits, parental benefits and
unemployment benefits, but decline in pensions.
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Table 41 Comparison of expenditures on wages and benefiteanSILC and administrative

data 2006

Income type Administrative  Estonian Social Ratio Ratio

statistics Survey (EESILC/ (EESILC/

(mIn EEK) (EESILC) Register) Register, 2005)
(min EEK)
Wages and salaries 70,528** 68,429 0.97 0.99
Pensions (old-age, survivor, 12,478 12,223 0.98 1.02
disability)*
State family benefits total 1,516 1.446 0.95 0.88
(peretoetused)
Maternity benefits*** 359 233 0.65 0.84
1Hxx%x
Parental benefit 898 900 1.00 0.99
(vanemahuvitis)
Subsistence benefit
(toimetulekutoetus 135 51 0.37 0.37
toimetulekupiirini)
Unemployment benefits
(t56tushavitised) 112 69 0.61 0.47
Sickness benefits 1,148 391 0.34 0.34
Other social assistance Not applicable 16
17,531 15,327

All cash benefits (cash benefits in  (all benefits in 0.87 0.89

ESSPROS data) EESILC data)

Notes: * - pensions from abroad are excluded; paissare converted to gross values in order to coenpa
with register data; ** from National Accounts; **¢onverted to gross values in order to compare with
register data’ - here unemployment benefits from administrativatistics do not include redundancy
payments, and payments in case of employer’s batmyyuEUSILC unemployment benefits include also
redundancy benefits.

Sources: EESILC and EUSILC data, own calculati®tatistics Estonia on-line database.

We may conclude that universal benefits are welleoed in the dataset, but means tested
benefits (subsistence benefit) and replacement miecqunemployment income, sickness
benefits) are underrepresented.

Next we evaluate how well the 2006 income data lmampdated to match 2009 actual data
using update factors. As the period of 2006-2008 @fearacterised initially by economic boom
and then a recession starting in 2008, the uncluarsgeio-economic structure creates
considerable prediction errors.

The next table present the ratios of benefits m shrvey data and registry data. Absolute
numbers are presented in Annex 2.

Comparison of the data sources with registry datavs that old-age pensions are well covered
in all datasets during the period 2006-2009, thisdcause number of old-age pensioners simply
does not change so quickly. On the other handhashtimber of disability pensioners has
increased steadily in 2006-2009, we underprediet nthmber of disability pensioners and,
hence, pensions. Survivors pensions and pensianedready initially underpredicted and this
characterises also the following years.

Unemployment benefits are all underrepresentebtdérdata. However, as actual unemployment
declined in 2006-2007 the uprating brings totalemdgture closer to the actual levels, but as
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then unemployment started to increase at the e2@@8, we can predict less than 10% of total
unemployment benefits for 2009.

The gap between parental and maternity benefith@one hand, and registry data on the other
hand increases as in reality birth rates increabat,population remains unchanged in the

model, and the duration of parental benefits wasemsed (i.e. number of eligible parents

increased), but this remains unchanged in our ingrarocess.

Table 42 EUROMOD validation: ratio of the expenditure on romulated benefits in survey
data and registry data, 2006-2009

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Old-age pensions (excl. pensions

099 100 100 100 099 100 100 1.00
from abroad)*

Disability pensions 094 090 08 081 094 090 086 0.1
Survivors pensions 0.62 064 068 071 062 064 068 0.71
Unemployment benefits, incl: 0.62 0.72 0.39 0.08 610. 0.71 0.39 0.08

Unemployment insurance benefits 0.61 0.68 0.33 0.0®.58 0.66 0.31 0.06

Unemployment allowance 0.67 0.79 0.62 0.20 0.69 10.80.64 0.20
Parental benefit 0.87 0.82 0.59 0.52 1.00 0.94 0.68.60
Maternity benefits 0.57 0.52 0.49 0.50 0.65 0.59 560. 0.56
ﬁ;cnker}ﬁ;s benefits (without maternit 5 30 39 931 041 034 031 030 041
Subsistence benefits 037 057 067 033 037 057 067 0.33
Total child benefits 1.04 0.95

Notes: * - in administrative statistics pensiondude also national (minimum) pensiomahvapensioh
which has been included under old-age pensions

Cells in grey are the same for EUSILC and EESIL@drences due to imputing single benefits from
aggregated variables in EUSILC).
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Table 43 EUROMOD validation: recipients of non-simulated &8s in the survey data and
registry data, 2006-2009, %

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Old-age pensions (excl. pensions

094 095 095 096 094 094 095 0.95
from abroad)*

Disability pensions 1.07 101 098 095 1.07 1.01 0.98 0.94
Survivors pensions 0.63 065 069 073 063 0.65 0.69 0.73
Unemployment benefits, incl: 0.31 0.35 0.23 0.09 310. 0.35 0.23 0.09
Unemployment insurance benefits 0.36 0.40 0.21 0.06.36 040 0.21 0.06
Unemployment allowance 0.29 0.32 0.24 0.12 0.29 20.30.24 0.12
Parental benefit** 1.75 1.70 1.23 121 175 170 231. 1.21
Maternity benefits 0.74 068 067 071 0.74 0.68 670. 0.71

Sickness benefits (without maternit o 15 546 917 025 018 016 017 0.25
benefits)***

Subsistence benefits**** 0.65 09 109 062 065 096 1.09 0.62

Notes: Cells in grey are the same for EUSILC an8IEE

* - 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 about 90% of cases in 2006.
***_ annual number of compensations for illnessmury divided by 12

****% . households

4.1.2 Simulated income tax

Withheld income tax revenues are simulated at ald@#-104% level using EUSILC or
EESILC data in 2006 (see Table 44) and final incdaxeat 105-106%. This is in accordance
with the coverage of wage and salaries, which wmmIta99% in the EUSILC and EESILC.
Slight oversimulation of income taxes may be altagfnot taking into account tax evasion and
we cannot include all relevant deductibles intotthecalculation.

Number of simulated taxpayers is slightly largertin the registry, but this is to be expected as
registry numbers include only those who had suleghithe declaration.
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Table 44 EUROMOD validation: income tax, 2006-2009

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Tax revenues (mld EEK)

Withheld PIT 124 151 166 157 122 148 163 155

Final PIT 11.8 144 151 151 117 143 150 15.0

Comparison of revenues with register data:
simulated values / actual values

Withheld PIT 1.04 098 099 1.09 1.02 096 097 1.07

Final PIT 1.06 1.00 102 117 105 099 101 1.17
Taxpayers (thousand)

Withheld PIT 641 658 683 710 632 650 675 703

Final PIT 660 687 700 741 652 680 694 734

Comparison of taxpayers with register data: simula¢d values
/ actual values

Withheld PIT n/a n/a n/a n/a n/a n/a nla n/a

Final PIT 1.08 1.08 104 114 107 106 1.03 113

Notes: the register data provides cumulative nurob&xpayers
* - total number of persons with withheld incoma ta
** - number of persons submitting declarations

4.1.3 Simulated social contributions

Overall about 105-107% of social contributions sireulated. This is mainly determined by the
simulation of the social tax, the largest comporanthe contributions. Regarding the social
tax, we undersimulate the contributions by the-esiployed in 2006-2007 and oversimulate in
2008-2009. This is because the minimum contributase increased during the years and
simultaneously the number of contributors declinaat, in our data we keep number of self-
employed constant. (See the last row of Table 45).

The opposite is true for the contributions from s@e budget, which we slightly oversimulate
in 2006-2007 and severely undersimulate in 200820he latter is due to the increased
number of unemployed whose health insurance canioifis are covered from the state budget.

Also, as participants to the funded scheme incrkase 2006-2008 we undersimulate
contributions to the funded scheme. In 2009, whetnah contributions stopped sincg Way,
we do not simulate any contributions, because @&dflune 2009, the contribution rates were
zero.
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We oversimulate unemployment insurance contribstioy 10%-14% in 2006-2008 and about
45% in 2009, because in 2009 the contribution rat&® increased in the middle of the year,
but we apply those rates to the whole year.

Table 45 EUROMOD validation: social contributions, 2006-20@8nulated values relative to
actual data

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Social Tax (employers, self-

1.07 104 104 110 105 1.01 1.02 1.08
employed, state)

Of which health care 1.06 1.02 1.03 1.05 1.03 1.00.01 1.03
Of which pension 1.08 1.05 1.04 113 1.06 1.02 10211
to the funded pension scheme 1.00 0.92 0.86 0.0002 1.0.93 0.87 0.00

Of which social tax of self-
employed (health, pension)
Of which social tax paid by state
(health, pension)
Employees additional contribution to
the funded pension scheme
Total contributions to the funded
pension scheme

Unemployment insurance
contributions

0.73 0.92 1.12 124 064 080 094 101

1.10 1.01 088 065 111 101 088 0.64

100 092 08 0.00 102 0.93 0.87 0.00

100 092 08 0.00 102 093 0.87 0.00

1.14 1.10 1.11 146 111 1.07 109 143

Employers’ part 1.12 1.08 1.09 144 110 1.06 1.071.41
Employees’ part 1.15 1.10 1.12 147 112 1.08 1.09.44
Total social contribution 1.07 1.03 1.03 110 1.08.01 1.01 1.07

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 contrtmns, 2006-2009, simulated
values relative to actual data

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Social Tax (employers, self-
employed, state)
Employees additional
contribution to the funded 1.05 0.95 090 094 108 098 092 0.96
scheme

Unemployment insurance
contributions (employees’ part)
Contributions by the self-
employed

0.97 0.94 095 099 09 093 094 0.98

0.95 0.92 093 103 094 091 092 1.02

0.38 0.55 0.60 073 037 053 057 0.67

Notes: Contributions to the funded pension schésth(employer and employee part) are includedén th
funded pension contributions in the national stiaés Contributions by the self-employed includiesalf-
employed who have submitted the tax declarationghvimeans that they must have paid social tax at
least on the minimum amount.
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4.1.4 Simulated social benefits
¢ Family benefits

Expenditures on family benefits are simulated reabty well, around 97% when we compare
with the benefits included in the model (child albince, child care allowance, school
allowance, childbirth allowance, large family allamce, large family parent allowance).

We do not simulate and do not have separatelyablailsingle parent’s child allowance, foster
care allowance, and many small benefits. Therefa@esimulate 90% of income from family
benefits compared to all monetary family benefaglut from the state budget.

Child allowance lapsetoetusis simulated almost perfectly (98%). Small bengfoups, such

as childbirth allowance, have some problems withcision, but their impact on overall
expenditures is relatively small. As all the betsedire universal and depend only on the number
and age of children, the share of simulated recipi®llows the similar pattern (see Table 47).

Simulated expenditures and benefit recipients aesgmted in the annex. Note that the only
minor discrepancy between EUSILC and EESILC isteelato the simulation of child care
allowance, where EESILC has slightly higher numiferecipients.

Table 47 EUROMOD validation: universal family benefits, 200609, simulated expenditure
relative to actual data

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009
Child allowance 098 093 101 102 098 093 1.01.02
Large family allowance* 0.90 1.82 090 1.82
School allowance 1.03 1.08 1.13 1.01 106 1.10
Childbirth allowance 074 069 067 067 074 0.69.67 0.67
Childcare allowance 1.00 0.96 1.05 071 1.03 1.00.091 0.92

Large family parent allowance*  1.34 1.37 145 152.34 137 145 1.52

All child benefits included in

0.97 0.96 1.01 096 097 096 1.01 0.99
the model

All child benefits paid from the

089 088 091 086 090 088 091 0.89
state budget

Notes: * - large family allowances were merged weitliid allowances since™Duly 2007, but in our
model we simulate it for the full year.
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Table 48 EUROMOD validation: universal family benefits, 262609, simulated recipients
relative to actual data

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009
Child allowance 099 101 103 105 099 101 1.03.05
Large family allowance 0.79 0.89 0.79 0.89
School allowance 1.03 1.08 1.13 1.01 1.06 1.10
Childbirth allowance 0.72 069 0.67 0.67 0.72 0.690.67 0.67
Childcare allowance 0.98 0.94 1.01 1.15 1.00 0.96.031 1.18

Large family parent allowance 1.36 1.44 1.50 1.53 .361 1.44 1.50 1.53

¢ Unemployment benefits

Simulation of unemployment insurance benefits andmployment allowances is the most
complicated task. First, unemployment benefit necifs are underestimated already in the
survey data. Only about 61% of benefit expenditaresreceivers are covered in 2006, the base
year. Therefore a simulation which (partly) rel@sobserved receipt cannot have much better
coverage. Furthermore, additional assumptions aeded such as on contribution history,
replacement rates, duration of unemployment insigréenefits and unemployment allowances.

The baseline simulations, which do not take intooaat the income test of unemployment
allowances, cover only about half of expenditures 0% of recipients.

The means-tested income condition of unemploymdotvances would cause even lower
number of recipients, because we need to use averagthly income, which may overestimate
actual income during the months when the persatidgible to the unemployment allowances.
Therefore it is switched off in the baseline.

For example, in 2006 (using EESILC), with incomadition, the income from unemployment
allowances would be only about 3 min EEK and nuniferecipients would be about 1,000
(80% less than in baseline).
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Table 49 EUROMOD validation: unemployment benefits, 2006-208imulated expenditure
and recipients relative to actual data

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Expenditures

Unemployment benefits total 0.52 0.56 0.29 0.06 404051 0.26 0.05
Unemployment insurance 052 054 023 004 040 042 018 0.03
benefits
Unemployment allowance 0.52 0.61 049 0.15 0.57 70.60.53 0.17
Recipients
Unemployment benefits total 0.28 0.32 0.21 0.08 90.20.33 0.22 0.08
Unemployment insurance 032 036 019 005 031 035 018 0.05
benefits
Unemployment allowance 0.26 0.30 0.23 0.11 0.28 20.30.24 0.12

¢ Subsistence benefit

We oversimulate total income from subsistence binle§ 70% in 2006 and even more in 2007
and 2008 as we do not take into account reductiaimemployment. The average amount per
household per application is close (8-14% oversatnoh in 2006 with EUSILC and EESILC
data).

The average number of households per month whoiveeceubsistence 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
2006 with EUSILC and EESILC data). However, when eeenpare our average number of
households per month who receive subsistence temefh average number of applications per
month according to registry data then it shows Wmtconsiderable oversimulate it (54 or 70%
in 2006 with EUSILC and EESILC data, respectiveMd this leads to oversimulation of total
expenditures.

There may be several reasons of oversimulatiorilyHairs related to simplified rules that we
use for calculating housing costs. Higher ad hatrigtions to housing costs could improve
that. Also, there may be additional job search irequents, 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 ourebias scenario, because in practice, very
small amounts of benefits are not taken up. Intmgeline simulation we assume that if the
simulated benefit is smaller than 200 EEK in 20G6less than 10% of the household’s
disposable income the benefit is not applied fgpplieation of the lower threshold reduces
expenditures by 1%, and recipients by 7% in 2006icating that we have many households
with potentially very small amounts of subsistebemefits. Based on average amounts of the
benefits this lower threshold is justified, as fesg mean values are closer to the actual mean
values.
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Table 50 EUROMOD validation: subsistence benefits, 2006-2009

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Benefits (min EEK)

Baseline* 229 274 296 308 262 312 340 347
Non-take up 231 278 300 313 265 317 344 351
switched off

Compared with registry data: Simulated value / actal value

Baseline* 1.69 2.88 3.32 1.73 1.93 3.28 3.81 1.95
Non-take up 1.70 2.92 3.36 1.76 1.96 3.33 3.86 1.97
switched off

Total number of recipients (households)

Baseline* 14,542 14,809 13,841 14,295 16,013 159284852 15515
Non-take up 15602 16,410 15190 16,310 17,290 17,561 16,701 ,1057
switched off

Comparison of recipients with register data (totalnumber of recipients):
simulated values / actual values

Baseline* 0.76 1.14 1.22 0.71 0.83 1.23 1.30 0.77
Non-take up 081 127 133 081 090 135 147 0.85
switched off
Comparison of recipients with register data (averag number of applications
per month): simulated values / actual values

Baseline* 1.54 2.45 2.79 1.61 1.70 2.63 2.99 1.74
Non-take up 166 271 306 183 184 291  3.36 1.92
switched off

Notes: * - baseline includes simulated non-takeliugiie simulated benefit is less than 200 EEK00&-
2009 or 10% of household current income.

Table 51.EUROMOD validation: average actual and simulatdusmtence benefits, 2006

EUSILC EESILC
Simulated baseline* (EEK) 1,312 1,363
Simulated with non-take up 1933 1278

switched off (EEK)

Ratio to actual
(i.e. 1,199 EEK - average benefit of applicatioegjistry data)

Baseline* 1.08 1.14
Non-take up switched off 1.03 1.07

Notes: * - baseline includes simulated non-takeliie simulated benefit is less than 200 EEK00&-
2009 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 padkcswitched off. We present here the
results using only EESILC data, as EUSILC giveysmilar results.

Minimum wage condition affects 2.1% of people witbsitive labour earnings in 2006. On
average it increases the monthly wage of thosetafieby 515 EEK.

It increases total earnings of employees by 0.1%06-2007 and 0.2% in 2008-2009 (see the
following table). Income tax and social contribusoare increased identically. Income from
subsistence benefits are decreased by 0.8% in 2006.

Note that compared to the previous report (VOrlylls Lipsik 2010) in this report the means
testing in determining unemployment allowances vdtched off by default. Therefore
introduction of the minimum wage does not influef@eluce) unemployment allowances.

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

2006 2007 2008 2009

Total employment income (yem) 01% 0.1% 02% 0.2%
Income tax (both final and withheld) 0.1% 0.1% 0.2%0.2%
Employer social contributions (pension, health,rapyment) 0.1% 01% 02% 0.2%
Subsistence benefits (bsa00_s) -0.8% -0.7% -1.1%3%1

4.2 Income distribution

All income distribution results presented next eoeputed for individuals according to their
household disposable income (HDI) equivalised ley“thodified OECD” equivalence scale, if
not specified otherwise. HDI are calculated assim® 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 peopgiedcal4+ = 0.5; additional people aged under
14 =0.3.

We compare our results with statistics based onBs$tenian version of SILC data. Formal
poverty rates, Gini coefficient and quintile ratiwshich Statistics Estonia calculates based on
national version of the SILC, are presented infttlewing table. Note that 2009 values were
not available at the time of writing this report.
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Table 53 Relative poverty rates and income inequality, 22068

2006 2007 2008
Relative poverty (60% of median equivalent income)
Total 194 19.5 19.7
Children (<19) 18.2 17.1 20.6
Age group: 0-15 17.3 17.1 204
Age group: 16-24 18.6 15.7 16.8
Age group: 25-49 13.8 12.5 14.1
Age group: 50-64 19.9 19.5 19.0
Age group: 65+ (Elderly) 33.1 39.0 33.9
Males 16.7 16.5 17.5
Females 21.6 22.0 21.6
Relative poverty 40% of median equivalent income 2 6. 5.5 5.3
Relative poverty 50% of median equivalent income 11 115 10.2
Relative poverty 70% of median equivalent income 127 27.8 27.5
Gini coefficient 0.334 0.309 0.314
Income quintile ratio (S80/S20) 5.5 5.0 5.0

Notes: Based on national SILC data. Values for 2668me year were not available when writing this
report.
Sources: Statistics Estonia, on-line databaseatasissed 30 August 2010

The simulation results are presented in the folhgwiables. The overall relative poverty rate
and also poverty rates in different socio-econogricups are equally well simulated with
EUSILC and EESILC in 2006. Note that our model dates large decline in relatively poverty
for 2009, but this is rather unlikely, becausenafeéased unemployment.

Relative poverty of children (see also Table 55)undersimulated in 2006 and 2007, and

oversimulated in 2007. Regarding the poverty oedyd we undersimulate it for 2007 and
2008.
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Table 54 EUROMOD validation: simulated relative poverty atand inequality measures,
2006-2009

EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009

Simulated values

Total (60% of median

i . 19.3 19.8 19.2 168 196 20.2 19.2 16.7
equivalent income)

Children (<19) 17.8 187 185 193 183 192 185931
Elderly (>64) 338 345 309 177 340 349 308 .217
Males 16.4 169 164 154 168 172 165 155
Females 218 223 215 180 221 227 215 17.8
Gini coefficient 033 033 033 032 033 034 0330.32

Income quintile ratio (S80/S20) 5.30 5.40 530 5.16.40 5.60 540 5.10

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

60% of median equivalent

income 0.99 1.02 097 101 103 0.97
Children (<19) 0.98 1.09 0.90 1.00 112 0.90
Elderly (>64) 1.02 0.89 091 1.03 089 091
Males 0.98 1.02 0.94 1.00 104 094
Females 1.01 1.01 1.00 1.02 1.03 0.99
Gini coefficient 0.98 1.08 1.04 099 1.09 1.06
Income quintile ratio (S80/S20) 0.97 1.09 1.05 0.98 1.11 1.08

Notes: Computed for individuals according to theusehold 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 iieldnt poverty levels, confirms the base
year 2006 is well captured, but the model doespediorm so well during the following years,
especially for the lower part of the income disitibn.
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Table 55.EUROMOD validation: simulated relative poverty atat different poverty levels,
2006-2009

% of median

; . EUSILC EESILC
equivalent income

2006 2007 2008 2009 2006 2007 2008 2009

40% 6.1 6.4 6.1 5.8 6.1 6.4 6.3 5.8

50% 11.3 12.0 10.8 10.0 114 12.1 111 10.3
60% 19.3 19.8 19.2 16.8 19.6 20.2 19.2 16.7
70% 275 282 26.7 24.8 27.6 28.3 26.9 25.0

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

40% 0.98 1.17 1.16 0.99 1.17 1.18
50% 1.03 1.04 1.05 1.03 1.06 1.08
60% 0.99 1.02 0.97 1.01 1.03 0.97
70% 1.01 1.01 0.97 1.02 1.02 0.98

Detailed analysis of age groups shows that we gidatate the poverty among young and
oversimulate the poverty among elderly in the hassa 2006. 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 chrang¢abour market status in the population
during that period.
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Table 56 EUROMOD validation: simulated relative poverty sat®y age groups, 2006-2009

Age group EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009
0-15 16.7 17.7 17.5 18.4 17.0 17.9 17.2 18.2
16-24 18.2 18.8 18.7 19.0 18.7 19.4 19.0 19.2
25-49 13.6 14.0 14.1 14.2 14.0 14.4 14.3 14.4
50-64 19.8 19.8 19.7 17.6 20.0 20.1 19.5 17.7
65- 33.8 34.5 30.9 17.7 34.0 34.9 30.8 17.2

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

0-15 0.97 1.03 0.86 0.98 1.04 0.85
16-24 0.98 1.20 1.12 1.00 1.23 1.13
25-49 0.99 1.12 1.00 1.02 1.15 1.01
50-64 1.00 1.02 1.03 1.01 1.03 1.03
65- 1.02 0.89 0.91 1.03 0.89 0.91

Comparison of income equalised annual income ledettifferent income quintiles and deciles
shows that we oversimulate the average equalismmne in the first quintile by 3-5% and in
the first decile by 8-9%. This is the result of mmnulation of subsistence benefits.

Table 57.EUROMOD validation: actual and simulated averagaadiged annual income by
quintile (EEK), 2006

Official

statistics Simulated data Ratio to SILC data

Quintile S(FLag%‘;;’; EUSILC EESILC EUSILC EESILC
1 30,671 32,098 31,600 1.05 1.03
2 51,028 51,858 51,305 1.02 1.01
3 69,877 70,923 70,386 1.01 1.01
4 93,610 94,498 93,944 1.01 1.00
5 169,724 170,449 170,359 1.00 1.00
Total 82,088 83,950 83,494 1.01 1.01

Sources: Statistics Estonia, on-line databaseatasissed 30 August 2010
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Table 58 EUROMOD validation: actual and simulated averageaéiged annual income by

decile (EEK), 2006

Raw SILC

data Simulated data Ratio to SILC data

Decile EUSILC EESILC EUSILC EESILC
1 23,374 25,580 25,164 1.09 1.08
2 37,983 38,640 38,145 1.02 1.00
3 46,978 47,645 47,120 1.01 1.00
4 55,091 56,063 55,471 1.02 1.01
5 64,614 65,742 65,104 1.02 1.01
6 75,223 76,085 75,618 1.01 1.01
7 86,239 87,302 86,758 1.01 1.01
8 101,022 101,710 101,094 1.01 1.00
9 125,001 125,531 124,995 1.00 1.00
10 214,850 215,423 216,033 1.00 1.01
Total 82,992 83,950 83,494 1.01 1.01

Note: There is no formal statistics on the annoabme levels in deciles, therefore we calculate it
ourselves based on national SILC 2007 raw data.

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 whémping appropriate uses of the model
and in interpreting results.

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

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

Direct taxes and social contributions are equaiyl simulated using both EESILC and
EUSILC data.

Family benefits are simulated relatively well ihddtasets and also pensions are
recorded in the datasets reasonably well.

The simulation of the subsistence benefits is sdy@versimulated, because the
current model smoothes annual income over the reartt the model is not able to
capture the seasonal nature of subsistence bertefitiding the non take-up of
subsistence assistance benefit from simulatiortesisuhigher income at the bottom of
the income distribution compared to original datadence, we suggest to simulate
subsistence benefit only in combination with ndretap modelling to reduce the extent
of oversimulation.
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* The most urgent problem with the current modehat it does not take into account
changing socio-economic structure of the populagspecially decrease in
unemployment in 2006-2007 and then drastic increa26809. One should be very
cautious when using the current model to predigtadosolute numbers that depend on
unemployment for the years 2007-2009.

* Simulations results show that despite of EESILGigimore detailed data on benefits
and some additional variables relevant for tax &tmns, EESILC and EUSILC
dataset yield very similar results, both in terrhsmonetary aggregates and income
distributions. Therefore for cross-country compamisit should not matter which of the
two datasets to use. On the other hand, if sinarlair enhancement of detailed national
policies are of interest then EESILC data mighpleferential due to the availability of
additional variables.
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ANNEX 1.FILES OF ORIGINAL DATA

Table 59.Initial data files of the EESILC (national versiohthe SILC)

Original file name Description

Liikmed.sav Include general information of househwlembers (age, gender, relationships)
and a section of child care

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

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

Table 60.Initial data files of the EUSILC

Original file name Description
UDB_c07p_v07-3(EE).dta Personal data
UDB_c07h_v07-3(EE).dta Household data
UDB_c07r_v07-3(EE).dta Personal register
UDB_c07d_v07-3(EE).dta Household register
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ANNEX 2. COMPARISON OF SURVEY DATA AND REGISTRY DATA

Table 61 EUROMOD validation: actual and simulated family béts (min EEK), 2006-2009

Registry data EUSILC EESILC

2006 2007 2008 2009 2006 2007 2008 2009 2006 2007008 2 2009
Total 1,516 1,540 1,540 1,422 1471 1,471 1550 1,359 81,472,478 1,557 1,408
Child allowance 1,007 1,060 1,125 1,108 984 984 33,1 1,135 984 984 1,136 1,136
Large family allowance 81 40 0 0 73 73 0 0 73 73 0 O
School allowance 81 78 74 0 84 84 84 0 82 82 82 0
Childbirth allowance 73 78 80 80 54 54 54 54 54 54 54 54
Childcare allowance 269 278 254 229 268 268 268 161277 277 277 210
Large family parent allowance 6 6 6 6 8 8 8 8 8 8 8 8
Other allowances (single parent allowance, ...) 7 12 137 170 164

Source: Statistics Estonia, own simulations
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Table 62 EUROMOD validation: actual and simulated family b8&ts (number of eligible children), 2006-2009

Registry data EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009 2006 2007 0082 2009
Child allowance 274,985 270,087 265418 261,443 AKB 27,3300 27,3300 273,300 273,323 273,323 223,3273,323
;ﬁ;%vea‘;i”;”y 67,836 60,039 53,522 53,522 53,522 53,522
School allowance 18,0594 172,624 165452 398  19,628,6267 18,6267 182,244 182,244 182,244

Childbirth allowance 14,917 15,624 16,070 15,930 ,720 10,720 10,720 1,0720 10,720 10,720 10,720 200,7
Childcare allowance 48,355 50,331 46,989 40,928 508/, 47,245 4,7245 47245 48,457 48,457 48,457 48,45

;ﬁ;%vea‘;i”e“”ypare”t 1513 1,429 1,369 1,346 2,054 2,054 2054 2054 5&20 2,054 2054 2,054

Source: Statistics Estonia, own simulations
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Table 63 EUROMOD validation: non-simulated benefits (min EER006-2009

Registry data EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009 2006 2007 008 2 2009

Old-age pensions
(excl. pensions from 10,904 12,696 15563 16,849 10,848 12,690 15,611 ,8976 10,800 12,634 155541 16,822
abroad)*

Disability pensions 1,401 1,721 2,220 2,544 1,321 ,548 1,914 2,062 1,315 1,541 1,905 2,053
Survivors pensions 173 196 230 239 108 126 156 169 108 126 156 169
Unemployment 112 143 295 1,526 58 81 85 85 68 102 114 124
benefits, incl

‘unemployment 87 90 228 1,318 45 48 53 53 51 59 72 82
insurance benefits

unemployment 25 52 66 208 13 32 32 32 17 43 43 43
allowance

Parental benefit 898 1,113 1,867 2,389 782 912 81,09 1,251 900 1,048 1,263 1,439
Maternity benefits 359 460 586 661 206 240 289 329 233 272 328 373
Sickness benefits

(without maternity 1,148 1,467 1,801 1,543 394 459 553 630 391 455 549 625
benefits)

Subsistence benefits 135 95 89 178 51 54 60 60 51 4 5 60 60

Source: Statistics Estonia, Unemployment Insurd&ne®, Ministry of Social Affairs, own simulations
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Table 64 EUROMOD validation: actual and simulated socialtabations (min EEK), 2006-2009

Registry data EUSILC EESILC
2006 2007 2008 2009 2006 2007 2008 2009 2006 2007 008 2 2009

Social Tax (employers,

21,973 27,500 31,425 28,605 23,568 28486 32568 381,4 23,094 27,908 31,898 30,752
self-employed, state)

Of which health care 8,809 11,000 12,502 11,817 9®,2 11,236 12,849 12,412 9,109 11,010 12,586 12,142
Of which pension 13,165 16,500 18,923 16,788  14,2737,250 19,719 19,026 13,984 16,898 19,312 18,610
;"C;Z?nf:”ded pension 4 559 2036 2481 1,197 1552 1,870 2,130 0 1,578 ,9021 2,166 0
Social tax paid by self- 5, 321 330 386 232 297 368 479 203 257 311 390
employed
Social tax paid by state 279 433 670 1,445 308 439 591 936 309 439 592 923
Employees additional
contribution to the funded 775 1,018 1,241 599 776 935 1,065 789 951 1,083
scheme
Total contributions to the ,, 5, 3054 3,722 1796 2328 2805 3196 2367 2853 3,250
funded scheme
Unemployment insurance 544 666 750 1,807 606 730 832 2,634 594 716 815 8225
contributions
Employers part 187 233 263 632 209 252 287 910 205 247 282 892
Employees part 346 433 488 1,174 397 478 545 1,724 389 468 534 1,689

Total social contributions 23,281 29,185 33,416 0321, 24,950 30,152 34,465 34,072 24,477 29,575 33,783,334

Source: Statistics Estonia, Ministry of Financeethployment Insurance Fund, Ministry of Social Aféaiown calculations and simulations
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Table 65 EUROMOD validation: actual and predicted wage (oiln EEK), 2006-2009

2006 2007 2008 2009

Wage bill from national accounts (min EEK) 70,528 7,453 97,531 83,350

Wage bill from EE-SILC
(2007-2009 uprated)

Ratio 0.97 0.94 0.96 1.07

68,429 82,461 93,925 89,212

Source: Statistics Estonia, own simulations
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