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INTRODUCTION

This country report gives an overview of the Estonian country component of EUROMOD. The
report presents the basic information on the Estonian tax-benefit system valid in 2017-20 (as of
30" June in corresponding year), it explains which taxes and benefits are simulated in
EUROMOD, together with the key aspects of implementation, and how well the model represents
actual income distribution and monetary aggregates.

The current Estonian country model uses European Union Survey of Income and Living
Conditions (EU-SILC), complemented with a few extra variables from the Estonian Social Survey
(Eesti Sotsiaaluuring, EE-SILC), which is a more detailed national version of the SILC survey
from where the EU-SILC variables are derived.

The report adds to and builds on earlier reports: Lipsik et al. (2008); Vork et al. (2010); Vork and
Paulus (2011, 2012, 2013, 2014); VVork et al. (2015, 2016) and Masso et al. (2017, 2018, 2019).
The latter covered policy years 2016-2019 based on a single combined dataset (EU-SILC 2017
with selected variables from EE-SILC 2017). The current report uses a new combined dataset of
EU-SILC 2018 and EE-SILC 2018, updating information on policy rules (adds 2020 policies) as
well as validation results. Compared to Masso et al. (2019), new section has been added (1.5)
covering policies implemented regarding COVID-crisis. Otherwise, no changes have been made
in the structure of the report compared to Masso et al. (2017).

1. BASIC INFORMATION

1.1 Basic information about the tax-benefit system

e The tax system is largely a unified, national system consisting of income tax, value added
tax, excise taxes, social tax and social insurance contributions. There are a few taxes set
by local governments, such as land tax, motor vehicle tax, sales tax, but the share of these
taxes in overall tax revenues is negligible.

e The benefit system is also a unified, national system. Municipalities provide a few local
benefits, such as additional family and child benefits, and additional social assistance
benefits, but the share in overall social expenditures is small. Social benefits and pensions
are usually assessed and delivered on a monthly basis. Amounts are referred to in monthly
terms.

e The fiscal year is 1% January — 31* December. Taxes and benefits are not indexed, with
the exception of state pensions, which are indexed to the weighted average of inflation
and social tax revenues, though further ad hoc pension increases are also common.
Indexation takes place on 1% April every year. The tax system and other benefits are
changed only in ad hoc manner, usually in the beginning of the year, though there have
been also some occasional exceptions (e.g. changes in family benefits taking effect in
July and September). Changes in indirect taxes have taken place more frequently, often
within a year. Some thresholds of benefits (i.e. minimum or maximum levels) are linked
to the minimum wage or average contribution base in the previous year. In addition, some
parameters of benefit formulae are linked to past relative or absolute poverty lines.

e In 2016, the statutory pension age was 63 both for men and women. Furthermore, the
pension age will increase to 65 between 2017-2026 for both sexes by 3-month steps. For
those born between 1953 and 1961 the retirement age will depend on their birth year.
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e Children are obliged to attend school from age 7 and until they acquire basic education
or reach the age of 17.

o Dependent children for family benefits, including needs-based family benefits
(existed in 2013-2017), are defined as aged under 16, or under 19 and enrolled in
basic school, upper secondary school or vocational school in daytime study or
another form of study for medical reasons.

o Dependent children for the subsistence benefit are defined as aged under 18.

o For taxation purposes, dependent children are aged under 18. One of the parents
may deduct an additional tax allowance from his or her income in the period of
taxation depending on the number of children.

o For needs-based family benefits, modified OECD equivalence scale is used. In
this calculation a child is defined as aged under 14.

o For family benefit purposes single parents are the parents of resident dependent children
whose birth registration certificate does not have an entry concerning the father. For
social assistance purposes, single adult household is a household with a single adult and
dependents aged under 18.

e The income tax system is an individual system. Before 2017, a married couple also had
an option to file a joint tax report (which was beneficial if one had unused tax allowances
which they could have shared then). Since 2017, joint declarations were abolished though
a few tax allowances could still be shared between spouses. Income tax liability is based
on annual income and allowances are referred to in annual terms, although 1/12 of the
annual basic, pension and sickness allowance can be applied on a monthly basis to
calculate withholding income tax. To make use of other allowances and deductions these
have to be claimed in the following year (by 31 March) when filing the tax report. The
latter determines the final tax liability, taking into account tax already withheld. Overall,
there are relatively few allowances and deductions in the system. Different income
sources are taxed uniformly, except private pensions which have a lower income tax rate.

e The means-tested benefit system assesses entitlement according to household income.
Household consists of persons living together and sharing their income and expenditures.
Income is assessed either on a monthly basis (in the case of subsistence benefits) or based
on the average income in the previous three months (in the case of needs-based family
benefits in 2013-2017). Nearly all income sources are taken into account. Assets are taken
into account in an ad hoc manner.

e The social tax is a payroll tax and is paid by employers, although all tax payments are
linked to individuals when calculating pensions, sickness benefits or maternity benefits.
Employers pay also part of the unemployment insurance contributions. There are a few
additional social contributions paid by employees: employees' part of the unemployment
insurance contributions and contributions to the mandatory pension scheme.

1.2  Social Benefits

1.2.1 Pensions

The Estonian pension system is based on three pillars: state pension insurance (the 1% pillar) —a
pay-as-you-go scheme; a mandatory funded pension scheme (the 2™ pillar); and a supplementary
(voluntary) funded pension scheme (the 3" pillar). The first pillar provides protection against the
risks of old age, disability and survivorship, and comprises two separate tiers: a) residence-based
national pensions and b) employment-based old-age, work incapacity and survivors' pensions.

6
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The mandatory funded pension scheme covers the risks of old-age and survivorship, the voluntary
funded pension scheme covers the risks of old-age, disability and survivorship. All pensions are
taxable with income tax. Before 2018 an additional tax-free pension allowance applied.

State old-age pension (riiklik vanaduspension) is calculated according to a formula, which
consists of three additive elements: a flat-rate element; a length-of-service element (applies only
to pensionable service until 315 December 1998); and an insurance element applying to periods
after 1% January 1999. The pension components are indexed annually by an arithmetic weighted
average of annual increases of consumer prices and social tax revenues, ad hoc increases are also
allowed.

Additional old-age pensions from the mandatory funded pension scheme (kohustuslik
kogumispension) depend on total contributions over the working career and yields of pension
funds. When people reach the pension age they can withdraw their accumulated assets. Currently,
the accumulated assets are relatively small (16.9% from GDP at the end of 2019) as the scheme
only started in 2002.

National pension (rahvapension) is a flat-rate minimum guaranteed pension for those persons
who do not fulfil the minimum length of service requirement to be eligible for old-age pensions
or pension for incapacity for work, or in the case of survivor’s pension a provider did not fulfil
the length of service requirement.

Early retirement pension (ennetédhtaegne vanaduspension) is available up to three years before
the legal pension age. The amount of pension is calculated on the basis of old-age pension
formula, but permanently reduced by 0.4% for every month of earlier retirement. Pensions are
suspended when the person returns to work before the pension age. Working while receiving
retirement pensions is allowed after the person has reached the statutory pension age.

Deferred old-age pension (edasiliikatud vanaduspension): A type of state old-age pension.
Pension is increased by 0.9 per cent for every month that exceeds the statutory pension age.

Old age pension under favourable conditions (soodustingimustel vanaduspension): Under the
State Pension Insurance Act (Riikliku pensionikindlustuse seadus), one of the parents who has
raised three or more children or a disabled child has the right to retire up to five years earlier
before the legal pension age and there is no reduction in pension amount. Old-age Pensions Under
Favourable Conditions Act (Soodustingimustel vanaduspensionide seadus) states that persons
who have worked under hazardous or hard working conditions (defined by categories of
professions) for a certain period of time have the right to retire up to ten years before the legal
pension age. The value of a year of pensionable service is also increased, the size depending on
the profession.

Superannuated pension (véljateenitud aastate pension): For specific professions (e.g. police
officers, pilots, seamen, artists etc.) pension is available before normal retirement age, given that
they have the required length of service. The amount of the pension depends on the profession.
Upon attaining the general pensionable age, the person may switch to the old-age pension. In
additions, there are a few special occupational pensions (e.g. judges, chancellor of justice, army,
etc.), regulated by special acts. However, defence forces, prosecutors, police and border guard
officials who start to work in 2020 will no longer be entitled to a special pension.

Pension for incapacity to work (t66vdimetuspension) or disability pension: is granted to people
aged 16 and above who are declared permanently incapacitated for work with the 40 to 100 per
cent loss of the capacity for work, and who have the required length of service, which depends on
the age of the person. The pension depends on the same three components as the state old-age
pension, but also on the extent of person’s work incapacity. There is no restriction on work and
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full accumulation with earnings is possible. Upon attaining the pension age, the person is
transferred to old-age pension.

Due to the work ability reform that started in January 2016 there is a new work ability allowance
(todvdimetoetus) that gradually replaces the pension for incapacity to work. The sum of the new
allowance depends whether the person has partial or no work ability and on the amount of
concurrent labour market earnings. Assessment of ability to work for new entrants started from
July 2016. Those who are currently receiving pension for incapacity for work are gradually
transferred to the new benefit scheme through new assessments from January 2017 to the end of
2021.

Surviver’s pension (toitjakaotuspension): Upon the death of a provider, family members who
were maintained by him or her have the right to receive a survivor’s pension. The pension depends
on rights to the old-age pension earned by the provider and the number of family members. There
are lower limits to pensions.

1.2.2  Benefits for families with children
There are various forms of support for families with children.
1) Universal family benefits that mainly depend on the age and number of children.

2) Needs-based family benefit (vajaduspdhine peretoetus) that depends both on the
household income and the number of children.

3) Benefits that compensate periods when a parent is out of the labour market and which
depend on the parent’s previous earnings — maternity benefit (sinnitushivitis), parental
benefit (vanemahvitis), care benefit for nursing a child under 12 years of age who is ill
(hooldushiivitis), etc.

4) Tax allowances and deductions depending on the number of children or expenditures on
children. These are described in detail below where we discuss income taxation.

5) Benefits and services provided by local municipalities — additional birth grants, additional
social assistance benefits, child’s school allowance (at the beginning of the school year),
etc.

6) Special benefits for disabled children.

7) Free or subsidised services for children (e.g. subsidised school meals; free health care,
including dental care; subsidised childcare in kindergarten, etc) — these in-kind services
are not discussed in detail as they are not simulated in EUROMOD.

State family benefits

The types and extent of state family benefits and the conditions under which they are granted
were regulated until the end of 2016 by the State Family Benefits Act (Riiklike peretoetuste
seadus) and from January 1, 2017 by Family Benefits Act (Perehlvitiste seadus). If a person is
entitled to several types of family benefits, these benefits are usually determined and disbursed
simultaneously. Dependent children for family benefits are defined as aged under 16, or under 19
and enrolled in basic school, upper secondary school or vocational school in daytime study or
another form of study for medical reasons. All family allowances paid under the Family Benefits
Act are non-taxable with income tax and non means-tested. The new Family Benefits Act also
covers (taxable) parental pay (see below), which was earlier legislated separately. In 2013-2017,
there was additionally the needs-based family benefit (see also below), which is means-tested, but
legislated separately (part of the Social Welfare Act).
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Child allowance (lapsetoetus): a non means-tested benefit per dependent child per month. The
amount depends on the birth rank of the child in the family.

Single parent’s child allowance (Uksikvanema lapse toetus): a non means-tested benefit, paid
as a supplement to the child allowance. Single parents are the parents of resident dependent
children whose birth registration certificate does not have an entry concerning the father or the
other parent is officially declared missing/wanted.

Childcare allowance (lapsehooldustasu): a non means-tested monthly benefit paid to one of the
parents in respect of children under 3 years of age and in respect of children from 3 to 8 years of
age if there are 3 or more children or children under 3 years of age in the family. Since 1% January
2009 if a parent receives parental benefits then the parent cannot receive the child care allowance
also for any other children. Parents are allowed to work when receiving childcare allowance
without reduction in the benefit. The benefit is gradually abolishing from September 2019.

Allowance for families with many children (lasterikka pere toetus): a non means-tested benefit
for the families with 3-6 children (€300 per month) and 7+ children (€400 per month). In July
2017, this replaced parent’s allowance for families with 7 or more children (Seitsme- ja
enamalapselise pere vanema toetus), which was a monthly allowance for the parent of seven or
more children.

Conscript’s child allowance (ajateenija lapse toetus) is a monthly allowance applicable to the
child whose parent serves in the Estonian Defence Forces in case the child receives child
allowance.

Foster care allowance (eestkostel vdi perekonnas hooldamisel oleva lapse toetus) is paid for a
child who is raised by foster parents, and who receives child allowance payments.

Childbirth allowance (stinnitoetus). One of the parents has the right to receive childbirth
allowance. An adoptive parent, guardian or caregiver has the right to receive childbirth allowance,
if childbirth allowance has not been paid for the same child earlier.

Allowance for multiple birth of three or more children (kolmikute ja enamaarvuliste mitmike
toetus) is a new benefit effective from March 1, 2018. It is a monthly benefit (€1,000) paid for
one parent, foster parent or guardian of triplets or higher order multiples until the children reach
18 months of age.

Adoption allowance (lapsendamistoetus). An adoptive parent has the right to receive adoption
allowance, if childbirth allowance has not been paid to the family for the same child earlier. The
amount of the allowance is equal to the childbirth allowance.

Start in independent life allowance (elluastumistoetus) is a one-time benefit paid to the person
without parental care who has been raised in a social welfare institution or a school for children
with special needs in case the person starts living independently in a new residence. The
allowance was abolished as of 1 January 2018.

Needs-based family benefit (vajaduspdhine peretoetus) was a means-tested monthly benefit that
was paid to households with children whose average income during previous three months is
below a certain threshold or who receive the subsistence benefit. The benefit was introduced in
July 2013 and abolished since 2018.

Benefits compensating the periods out of the labour market:

Maternity benefit (sunnitushdvitis) is one of the benefits for temporary incapacity for work,
regulated by the Health Insurance Act (Ravikindlustuse seadus). It is paid to an insured person in
the event of pregnancy and maternity leave. A pregnant woman has the right to receive maternity
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benefit for 140 calendar days (or in the case of a multiple birth or a delivery with complications,
for 154 calendar days) if the pregnancy and maternity leave of the woman commences at least 30
calendar days before the estimated date of delivery. The entitlement is based on her average gross
income taxed with social tax (i.e. earnings) in the previous calendar year. It is subject to the
income tax.

Parental benefit (vanemahuvitis) compensates for labour income not received by stay-at-home
parent after a child birth. Since September 2019, the calculation of parental benefit is based on
the income of the 12 calendar months preceding the pregnancy (9 months) (see also section 2.5.3).
Partial accumulation with labour earnings is allowed. Duration is up to 18 months. The parental
benefit is subject to income tax.

1.2.3 Unemployment benefits and social assistance benefits

Unemployment insurance benefit (t66tuskindlustushivitis) is a benefit financed from the
unemployment insurance contributions. The level of the Ul benefit depends on the previous
average gross earnings with an upper ceiling and a floor. The maximum duration of benefits
ranges from 180 to 360 days, depending on the length of contribution period. In order to receive
an unemployment insurance benefit, additional requirements have to be met, such as being
involuntarily unemployed, being registered as unemployed and looking actively for a job. Ul
benefit is subject to income tax.

Unemployment allowance (t66tutoetus) is a flat rate benefit for those who do not fulfil the
eligibility criteria for Ul benefit (e.g. students, persons who terminated their previous employment
voluntarily) or who have exhausted their Ul benefits. The person must have been employed or
engaged in activity equal to work (e.g. studying) for at least 180 days during the 12 months prior
to filing an application in order to receive UA benefits. Additional activity criteria must be
fulfilled. The UA benefits are not subject to income tax. UA benefit is formally income tested:
only the unemployed whose income is below the unemployment assistance are entitled to the
benefits. Maximum duration is generally 270 days.

Severance payments (koondamishivitised): According to the Employment Contract Act
(Todlepingu seadus) and Unemployment Insurance Act (To6tuskindlustuse seadus) upon
cancellation of an employment contract due to lay-off, an employer shall pay an employee
compensation to the extent of one month’s average wages of the employee, additionally, an
employee has the right to receive a benefit upon lay-offs from unemployment insurance — i.e.
insurance benefit in case of lay-offs. An insurance benefit shall be paid to an employee whose
employment relationship with an employer lasted for: 1) five to ten years - in the amount of one
month's average salary or wages; 2) over ten years - in the amount of two months' average salary
or wages.

There are also training allowances (stipendium) and transport and accommodation allowances
(sBidu- ja majutustoetus) for the unemployed that are meant to cover actual costs of participation
in active labour market measures (training, work practice). Since 1 May 2017 there are also
allowances for formal training (tasemedppes osalemise toetus), which are offered to unemployed
as well as employed people who do not have professional training, who acquired their education
more than 15 years ago or who cannot continue in their current work due to health reasons. The
allowance is paid for taking up studies in vocational or higher education. In May 2017 training
vouchers (koolituskaart) and support towards acquiring qualification certificate (kvalifikatsiooni
saamise toetamine) were also introduced for employed people. These are not strictly benefits and
therefore not included in EUROMOD.

Subsistence benefit (toimetulekutoetus) is the main means-tested benefit guaranteeing a
minimum income to all residents. Households whose income after payment for housing expenses,
calculated according to certain general criteria and specific rules set by municipalities, is below

10
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the subsistence level are entitled to these benefits. Duration is unlimited, but granted and renewed
on a monthly basis.

Annual refund to low-paid employees (madala sissetulekuga td6tava isiku iga-aastane
tagasimakse) is a benefit scheme, which was in effect in 2016 only. The only pay-outs were
delivered in spring 2017 on the basis of submitted tax report for 2016. It is an annual non-taxable
income support for low-paid workers to tackle in-work poverty, create incentives for people who
are out of the labour market to enter/return and move to full-time employment, and also to
facilitate declared employment relationships. People who are at least 18 years old residents of
Estonia and have been in full-time employment for at least six months in the previous calendar
year are considered to be eligible for the benefit if their annual taxable income is smaller than the
ratio of annual benefit rate divided by 0.35. The entitlement is calculated according to the
recipient’s annual taxable income, final tax liability (limits the maximum amount of benefit),
months in work and the annual benefit rate, which is established for every year in the State Budget
Act. The sum of benefit is proportional to the months spent in the employment in the previous
year.

Pensioner’s living alone allowance (Uksielava pensionari toetus). An annual benefit since 2017,
paid to pensioners living alone and whose pension is smaller than the established threshold.

1.2.4 Social benefits for the disabled

The social benefits paid to people with disabilities (puuetega inimeste sotsiaaltoetused) depend
on the extent of their disability, divided into three categories: moderate, severe and profound. The
degree of severity of disability and the necessity for additional expenses due to the disability of a
person is established taking into account restrictions on participation in daily activity and social
life and the need for personal assistance, guidance or supervision. There are several different
benefits: disabled child allowance, the disability allowance for a person of working age, the
disability allowance for a person of retirement age, disabled parent’s allowance, a
rehabilitation allowance, an education allowance, an in-service training allowance, and a
work allowance. The benefits are calculated on the basis of the rate of social benefits for disabled
persons. Benefits are non-taxable. It often accumulates with pension for incapacity to work
(toovdimetuspension) and old-age pension (vanaduspension). Since 1% January 2016, the
administration of rehabilitation allowance and work-related allowance moved from the Estonian
National Insurance Board to the Unemployment Insurance Fund as part of the Work Ability
Reform.

The state also compensates a part of the cost of the device to disabled people, the elderly and
children, who need prostheses, orthopaedic and other aids. Local municipalities may pay
additional allowances for caregivers.

1.2.5 Health insurance benefits

Health insurance benefits (ravikindlustushuvitis) are regulated by the Health Insurance Act
(Ravikindlustuse seadus) and compensate the insured persons for the cost of disease prevention
and treatment, the cost of medicines and medical appliances and provide benefits for temporary
incapacity for work and other benefits. Insured persons are residents for whom the social tax is
paid by their employer, the state or by themselves if self-employed (this is discussed in detail in
section 1.4), as well as equivalent persons under the Health Insurance Act for whom social tax is
not paid. Health insurance benefit is either in kind (health service, necessary medicinal products
or medical device), or in cash. Health insurance benefits in cash are the following.

Benefits for temporary incapacity for work (ajutise tddvoimetuse htivitis) provide an earnings-
related benefit for periods of absence from work due to illness or for caring for another person.

11
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The types of benefit for temporary incapacity for work are: sickness benefit; maternity benefit
(see above); adoption benefit and care benefit. The benefits for incapacity for work are
calculated on the basis of the insured person’s income (on which the social tax was paid during
the previous year). The replacement rate and duration of benefits varies.

Adult dental care benefit (tdiskasvanute hambaraviteenuse hivitis) compensates for some
groups (such as old-age pensioners, work incapacity pensioners, pregnant women and mothers of
children up to 1 year of age and those having greater need for dental treatment because of
sickness) a certain amount of their dental treatment and dentures.

Supplementary benefit for pharmaceuticals (tdiendav ravimihavitis) is for those people who
have high expenditures on medical products.

1.2.6 Local benefits

According to the Local Government Organisation Act (Kohaliku omavalitsuse korralduse seadus)
local municipalities can provide local benefits to their residents. Local benefits vary largely across
municipalities, differing by type, amounts, application conditions etc. Ainsaar and Soo (2012)
showed that the majority of the municipalities give family and child support related local benefits.
The most common are benefits for birth support, in addition emergency support, large family
benefits etc are present in many municipalities.

1.3  Social contributions

Social insurance contributions finance pensions, health care, and unemployment insurance
benefits. Previous contributions determine the eligibility and amount of contributory benefits
(unemployment insurance benefits, maternity benefits, incapacity to work benefits, pensions).

Social tax (sotsiaalmaks) is paid by employers and self-employed® and funds state pension
insurance and health insurance. Tax rate is 33% and the tax base is gross wage. 13% is transferred
into the Estonian Health Insurance Fund and 20% transferred into pension insurance schemes.

In case the person participates in the funded pension insurance scheme (the so-called 2" pillar of
the pension scheme), 4% of the social tax is shifted from the state pension insurance scheme to
the private pension scheme and additional 2% contribution of gross wage will be paid by the
employee into the pension scheme 2™ pillar (see Figure 1 below). Employee may also contribute
to the voluntary pension schemes (3" pillar) which can be deducted from the income tax base up
to a certain limit. There were temporary changes in funded pension contributions in 2009-2010,
2014-2017 and 2020 (see also section 1.5).

There is a minimum monthly base for social tax calculation, set by the State Budget Act
(Riigieelarve seadus). There is no upper ceiling of social contributions, except for the self-
employed. For certain inactive groups of people (e.g. parents on maternity leave, registered
unemployed, military service, etc.) the state pays the social tax, based on the minimum social tax
base in most cases, i.e. credited contributions. In addition, the state pays additional contributions
to the funded pension scheme (second pillar) on parental benefits. Some of the categories
(recipients of unemployment benefits and family benefits) are also included in EUROMOD.

! Throughout the report, we use the self-employed to refer to its legal concept, i.e. sole-proprietor
(fausilisest isikust ettevdtja, FIE), unless otherwise specified.
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Figure 1. Social tax and contributions to pension schemes, 2019
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Voluntary private pension contributions (3™ pillar) may be in two different forms: a) pension
insurance policies offered by licensed private insurance companies; b) units of voluntary pension
funds, which are managed by private fund managers. The third pillar pension market is dominated
by insurance companies, partly due to more preferential tax treatment compared to voluntary
pension funds.

Unemployment insurance contributions (to6tuskindlustusmakse) form a compulsory
insurance scheme that covers an employee in case of becoming unemployed, collective closing
or insolvency of the employer, and an employer in case of collective redundancies.
Unemployment insurance contributions are paid by employees and employers. The
unemployment contribution payment base matches the social tax base. Generally, the employee’s
share is withheld from the gross wage and the employer pays the contribution in addition to the
social tax. The employers’ obligation to calculate and withhold the unemployment insurance
premiums for an insured person shall terminate on the last day of the month when the insured
person attains a pensionable age or is granted early-retirement pension, however employer is
obliged to continue the unemployment insurance premiums payable by employers.

Self-employed are not subject to unemployment insurance contributions. Members of the
management or controlling bodies of legal persons are making contributions and are covered.
Also, persons who receive compensation when leaving their position (ministers, parliament
members etc) do not hold the unemployment insurance contribution payment obligation. The
unemployment insurance contribution rates are usually set annually.

1.4 Taxes

Personal income tax (fuusilise isiku tulumaks) is paid on personal income. The base of the
income tax is relatively broad. The main exceptions are various child benefits and social
assistance benefits. Different income sources are taxed uniformly (with a few exceptions). The
personal income tax system is an individual system. Before 2017, married couples could also file
a joint tax report if they wished (to share tax allowances). Since 2017, joint declarations were
abolished though some tax allowances could still be shared between spouses. There are several
allowances and deductions, which are discussed in detail in Section 2.7. The main tax allowances
apply to the withholding tax as well, the rest can be claimed in the following year when filing the
tax report. Therefore, there is often a difference between taxes withheld and taxes paid after filing
a tax report. Taxable income from self-employment is equal to gross income from self-
employment less related costs minus special allowances for the agricultural income, and minus
social insurance contributions, except contributions to the funded pension scheme. The latter can
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be deducted from total income a self-employed person has. Taxable business income is derived
on individual basis.

From January 2019, a lower tax rate of 14% will be applied to regularly paid dividends. However,
in this case income tax rate of 7% will be charged on all dividends and other profit distributions
received by a person.

Land tax (maamaks): a state tax received in full amount by local municipalities. The amount of
land tax is calculated by multiplying the taxable price of the land by the land tax rate. The rate of
land tax is established by the local government council annually in the range of 0.1-2.5%. Land
tax is paid by the owner of the land, in certain cases also by the user of the land. Land under
residential buildings up to 0,15 ha per taxpayer in urban areas and 2 ha in rural regions is
exempted, and there are further allowances for pensioners.

Value Added Tax (kaibemaks): the standard rate in Estonia is 20% of the taxable value of a good
or service, and reduced rates (9% and 0%) apply to specific services and goods.

Excise taxes (aktsiisimaksud): excise duties are set for alcohol, tobacco, electricity, fuel and non-
alcoholic beverage packages. In recent years, several excise tax rates have been changed. For
instance, in 2018 the excise rate for alcohol was raised, but in July 2019 it was reduced again. In
May 2020, the excise rate for fuel was reduced.

There are a few other minor taxes (tax on gambling, tax on heavy vehicles, customs duties, local
taxes), which provide a relatively small share of revenue and do not affect household budgets
considerably.

1.5 Summary of the tax-benefit policies implemented during 2020

Regarding Covid-19 outbreak, the Estonian Unemployment Insurance Fund offered wage
compensation to employers to mitigate the impact of the Covid-19 outbreak. The employers had
to meet at least two of the following situations: i) the employer’s turnover had decreased by 30%
compared to the same month in 2019; i) the employer was not able to provide the agreed amount
of work to 30% of his/her employees; and iii) the employer had to reduce by 30% or more the
wage of at least 30% of his/her employees. The compensation was 70% of the employees’ gross
wage (with a maximum monthly amount of €1,000); employees could receive it for maximum
two months during the period between 1 March and 31 May 2020. In addition, the employer had
to pay at least €150 to the employee. In total, the employee received at least the minimum wage
(€584) or due to working part-time the income remained the same.

In May 2020, it was decided that the measure will continue in June, but the requirements were
changed: 1) the employer’s turnover had decreased by 50% compared to the same month in 2019
and 2) one of the following situations applied: i) the employer was not able to provide the agreed
amount of work to 50% of his/her employees; and ii) the employer had to reduce by 30% or more
the wage of at least 50% of his/her employees. The compensation was 50% of the employees’
gross wage (with a maximum amount of €800 and minimum amount of minimum wage). In
addition, employer costs remained the same: at least €150 had to be paid to the employee.

Because of the Covid-19 crisis, the government decided to suspend the contributions to the
mandatory funded scheme (4% from the social tax) between 01.07.2020-31.08.2021.2 It was
also possible for an employee to suspend the payment of a funded pension (2%) between

2 The contribution rate of the mandatory funded scheme is 6% of gross wages — the employee pays 2%
and the employer another 4%. Employer pays this 4% as part of the 20% pension insurance contribution
(part of the social tax). Now government decided to suspend the contributions to the mandatory funded
scheme (4% from the social tax) and it is part of the social tax (will go to I pillar).
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01.12.2020-31.08.2021. Between 2023 — 2024, the state will reimburse the 4% contribution and
the yield of the pension fund to those who continued to pay 2%. This change should save
approximately €300 million annually (1.1% of GDP).

Sickness benefits are paid in case of illness, quarantine, non-work and traffic injury and the
complications or illnesses caused by it. The benefit is usually paid by the employer from day 4 to
day 8 and since day 9, the benefit is paid by the Health Insurance Fund. However, because of the
Covid-19 crisis, the Health Insurance Fund started to pay also sickness benefit from day 1 to day
3 (70% of the income) between 13 March 2020 and 17 May 2020.

Sickness benefit is not simulated in EUROMOD. Suspending of the contributions to mandatory
funded pension scheme is not simulated in EUROMOD this year, because employee could
suspend contributions since 01.12.2020. The simulation of wage compensation is described in
more detail in section 2.5.14.

2. SIMULATION OF TAXES AND BENEFITS INEUROMOD

2.1  Scope of simulation

Not all the taxes and benefits mentioned in the previous section are simulated in EUROMOD.
Some are beyond its scope entirely and are neither included in the EUROMOD database nor in
its output income variables (e.g. indirect taxes). Others are not possible to simulate accurately
with the available data. They are included in the database and may be chosen as components of
output variables, but the rules governing them may not be changed by the model. Table 2.1 and
Table 2.2 classify each of the main tax-benefit instruments (and some minor ones introduced
above) into one of these three groups and provide a brief explanation as to why the instrument is
not fully simulated if this is the case. In the following tables we present information on
EUROMOD using the most recent dataset of combined EU-SILC and national SILC data.
Information on earlier input datasets for the Estonian model can be found in earlier country
reports.

Most of the benefits that are simulated in EUROMOD are universal family benefits that depend
on the number of children and their age. Also, the needs-based family benefit and the subsistence
benefit, as a support of last resort, are simulated, although using several simplifications. With the
exception of unemployment benefits, other benefits that depend on contribution history, like
various pensions and health insurance benefits, are not simulated, because the contribution history
is not available in the dataset. Although the same is true for unemployment benefits, these are
simulated using common assumptions across countries.
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Table 2.1. Simulation of benefits in EUROMOD

Benefit Variable 2017 2018 2019 2020 Comments

Unemployment insurance benefit bunct_s PS PS PS PS  Eligibility from data
(téotuskindlustushiivitis)

Unemployment allowance bunnc_s PS PS PS PS  Eligibility from data

(t6otutoetus)

Severance payments Yunsv | | | | No data on full

(koondamishuvitised) contribution history

Paid sick leave Bhl | | | | No data on contribution
history and health

Disability pension Pdi | | | | No data on contribution

(t66vdimetuspension) history, no exact data
on health status

Social benefits paid to people with 1A 1A 1A IA No exact data on health

disabilities status. Income is part of

“other benefits” (bsals)
or disability pension

(pdi).

Old age pension (vanaduspension)  poa00 | | | | No data on contribution
history

National pension (minimum old age 1A 1A 1A IA- No data, part of other

pension, rahvapension) pensions

Survivors' pension Psu | | | | No data on contribution
history

Maternity benefit (stinnitushiivitis)  Bmapr S* §* S* S*  No data on contribution
history

Parental benefit (vanemahuivitis) Bmact S* S S* S*  No data on contribution
history

Childcare allowance bcec00_s S S S S

(lapsehooldustasu)

Child allowance (lapsetoetus) bch00_s S S S S

Single parent child allowance Bchlp IA 1A |A IA No data on the birth

(Uksikvanema lapsetoetus) certificate of the child,
or not included
separately

Childbirth allowance (suinnitoetus)  bchba_s S S S S

Parent's allowance for families with bcclg_s S S S S Allowance for families

seven or more children (seitsme- ja with many children

enamalapselise pere vanema (since 1 July 2017)

toetus)

Needs-based family benefit bsach_s S - - -

(vajaduspdhine peretoetus)

Subsistence benefit bsa00_s S S S S

(toimetulekutoetus)

Pensioner’s living alone allowance  bsape_s S S S S

(Uiksi elava pensionéri toetus)

Scholarships and grants Bed | | | | No data on grades

(Bppetoetused ja stipendiumid)

Other benefits (not explicitly stated Bsals 1A 1A 1A IA  Only partially

in the data set) aggregated data

Wage compensation scheme bwkmcee_s - - - PS  No data on employees

entering in the scheme
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Notes: “-”: policy did not exist in that year; “E”: excluded from the model as it is neither included in the
micro-data nor simulated; “I”’: included in the micro-data but not simulated; “IA”: included in the micro-
data (in an aggregate income variable) but not simulated; “PS” partially simulated as some of its relevant
rules are not simulated; “S” simulated although some minor or very specific rules may not be simulated
(S* denotes that simulations are not part of the baseline scenarios).

Table 2.2. Simulation of taxes and social contributions in EUROMOD

Taxes and social contributions Variable 2017 2018 2019 2020 Why not fully
simulated?

Employer’s social insurance contributions ils_sicer
Unemployment insurance contributions tscerui_s S S S S
Pension insurance contributions (1st pillar tscerpi_s S S S S

and the transfer to the 2nd) ttferpi_s
Health insurance contributions tscerhl s S S S S
Employee social insurance contributions ils_sicee
111 pension pillar | | | | Voluntary size of

contributions
Unemployment insurance contributions tsceeui_s S S S S

Funded pension insurance contributions tpceepi_ s S S S S
(2nd pillar)

Self-employed social insurance ils_sicse

contributions
Health insurance contributions tscsehl s S S S S
Pension insurance contributions (1st pillar tscsepi_ s S S S S
and the transfer to the 2nd) ttfsepi_s

Funded pension insurance contributions tpcsepi_s S S S S
(2nd pillar)

Contributions paid on social benefits by ils_sicct

the central government
Health insurance contributions for those tsccthl. s S S S S
receiving unemployed benefits
Health and pension insurance contributions tscctpi_ s S S S S
(the 1st pillar) for those receiving parental  tsccthl_s
benefit, childcare allowance or large
family parental allowance
Pension insurance contributions (the 2nd  tpcctpis S S S S
pillar) for those receiving parental benefit

Income Tax (final) tin_s S S S S

Withholding income tax tinwh s S S S S

Refund to low-paid employees tinrf_s - - - -

Land tax tpr | | | I No information on
value of land or tax

rates
Other local taxes E E E E
Notes: “-”: policy did not exist in that year; “E”: excluded from the model as it is neither included in the

micro-data nor simulated; “I””: included in the micro-data but not simulated; “PS” partially simulated as
some of its relevant rules are not simulated; “S” simulated although some minor or very specific rules
may not be simulated

All labour taxes and social insurance contributions are simulated. As social contributions (social
tax, unemployment insurance contributions) are largely proportional to gross labour earnings,
they can be easily calculated. For the income tax, both final tax liabilities and withheld tax
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amounts are calculated. The final tax liability takes into account additional deductions that can
only be applied in the annual tax declaration. Annual refund of income tax to low-paid employees
(valid in 2016) is also simulated. This decreases total final tax burden and is not counted as a
benefit. Other taxes, such as capital income tax, land tax, or indirect taxes, are not simulated in
the current version of the model as there are little or no data for that purpose or these instruments
remain outside the scope of EUROMOD altogether.

The main structural changes in the period of 2017-2020 were as follows.

e A temporary increase in employee funded pension contribution rates in 2014-2017 to
compensate for a temporary reduction in 2009-11 due to the economic crisis.

e Introduction of pensioner’s living alone allowance in 2017.

e Extending parent’s allowance for families with 7+ children to families with 3-6 children
(since 1 July 2017).

o Needs-based family benefit was abolished in 2018.

¢ Introduction of an income disregard for the subsistence benefit and the increase of
implicit scale for children in 2018.

¢ Replacing optional joint income tax declarations with limited sharing of existing income
tax allowances between spouses and a new spouse tax allowance in 2017.

e Introduction of a new upper limit on deductible mortgage interest payments (300
euro/year) in 2017.

e Replacing a flat rate basic tax allowance with an income-dependent tax allowance (max
500 euros per month) in 2018.

e Childcare allowance is gradually abolishing and as of September 2019, it is no longer
granted.

o As of September 2019, the period for calculating the parental benefit changed and the
calculation of parental benefit is now based on the income of the 12 calendar months
preceding the pregnancy (9 months).

e From 2020, tax free income for second child is 1,848 EUR per year and starting from the
third child it is 3,048 EUR per year (before it was 1,848 EUR per each child from the 2™
onwards).

e Due to the COVID-19 pandemic, a monetary compensation scheme for employees has
been introduced.

2.2 Order of simulation and interdependencies

Table 2.3 shows the order in which the main elements of the Estonian system in 2017-2020 are
simulated. Policies, which are included into the model, but not used in the EUROMOD baseline
simulations are marked as “off”. Policies, which are not applicable in a specific year are marked
as “n/a”. The spine structure is largely the same for all four years.

The Estonian policy simulations start with the minimum wage (switched off in the baseline).
Family benefits and unemployment benefits are simulated next, as credited social contributions
depend on these and some benefits are taxable. After the benefits, we simulate employee and
employer social insurance contributions. The contributions are deducted from the income tax base
and therefore need to be simulated before the personal income tax.

More specifically, there are the following dependencies between the instruments:

e Minimum wage (if switched on) affects employment earnings which is the basis for
employer and employee SIC, income tax, subsistence benefit, needs-based family benefit,
and annual refund to low-paid employees.
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Contributory benefits (maternity benefit, parental benefit, unemployment insurance
benefit) are subject to income tax.

The duration of parental benefit is dependent on the duration of maternity benefit.

The duration of unemployment allowance is dependent on the duration of unemployment
insurance benefit.

On behalf of the recipients of unemployment benefits and family benefits (childcare
benefits, parental benefits) social insurance contributions are paid by the government
(either for health care or pensions or both).

An income tax allowance for self-employment income from agriculture also applies to
the tax base for self-employed social insurance contributions.

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

The subsistence benefit and the needs-based family benefit depend on income net of
employee SIC and withholding income tax. Most of benefits are also included in the
means-test.

The upper limit of annual refund to low-paid employees is a final liability of income tax
and although the benefit itself is not taxable, it is considered included in the means-test

for the subsistence benefit and needs-based family benefit.

Table 2.3. EUROMOD spine: order of simulation

Policy 2017 2018 2019 2020 Description

SetDefault_ ee  on on on on DEF: default values for variables

Uprate_ee on on on on DEF: uprating factors

ConstDef_ee on on on on DEF: constants

ILSDef ee on on on on DEF: standard income concepts

ILSudbdef ee  on on on on DEF: standard income concepts (UDB related)

ILDef ee on on on on DEF: specific income concepts

random_ee n/a n/a n/a on DEF: Random assignment for covid measure

TransLMA _ee nla n/a n/a off DEF: Modelling labour market transitions

TUDef _ee on on on on DEF: assessment units

allocate_ee on on on on DEF: reallocate benefits within households

BTA ee switch switch switch  switch Benefit Take-up Adjustments: ON=non take-
up (default); OFF=full take up

yem_ee switch switch switch  switch ~ DEF: minimum wage

neg_ee on on on on DEF: recode negative incomes (e.g. self-
employment income) to zero

yemcomp_ee n/a n/a n/a on BEN: Wage compensation scheme COVID-19

tscer_ee on on on on SIC: employer social insurance contributions

tscee_ee on on on on SIC: employee social insurance contributions

tintaag_ee on on on on TAX: allowance for self-employment income
from agriculture (applicable to income tax and
self-employed SIC)

tscse_ee on on on on SIC:  self-employed  social insurance

contributions
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Policy 2017 2018 2019 2020 Description

bmapr_ee switch switch switch  switch ~ BEN: maternity benefit (sinnitushivitis)

bmact_ee switch switch switch ~ switch ~ BEN: parental benefit (vanemahiivitis)

bchba_ee on on on on BEN: childbirth allowance (siinnitoetus)

bch00_ee on on on on BEN: child allowance (lapsetoetus)

bchlg_ee* n/a n/a n/a n/a BEN: allowance for families with 3+ children
(kolme- ja enamalapselise pere toetus)

bched_ee** n/a n/a n/a n/a BEN: school allowance (koolitoetus)

bcc00_ee on on on on BEN: childcare allowance (lapsehooldustasu)

bcclg_ee on on on on BEN: parental allowance for families with 7+
children (seitsme- ja enamalapselise pere
vanema toetus)

bunct_ee on on on on BEN: unemployment insurance benefit
(tootuskindlustushiivitis)

bunnc_ee on on on on BEN: unemployment assistance benefit (t66tu
abiraha)

tscct_ee on on on on SIC: credited social insurance contributions

tinwh_ee on on on on TAX: withholding income tax (jooksvalt
kinnipeetud tulumaks, current liability)

tin_ee on on on on TAX: income tax (deklaratsioonijargne ehk
I16plik maksukohustus, final liability)

tinrf_ee*** n/a n/a n/a n/a TAX: refund to low-paid employees
(madalapalgalistele suunatud tagasimakse)

bsa00_ee on on on on BEN: subsistence benefit (incl. housing
component) (timetulekutoetus)

bsach_ee on n/a n/a n/a BEN: needs-based family benefit
(vajaduspdhine peretoetus)

bsape_ee on on on on BEN: pensioner’s living alone allowance (iiksi

elava pensiondri toetus)

* Simulated for 2005-2007 in the model (was abolished from 1%t July 2007).
** Simulated for 2005-2008 in the model (was abolished from 2009).
*** Simulated for 2016 (was abolished in 2017)

2.3 Policy constants

Main policy parameters are defined as constants in a separate module. These include benefit
amounts, tax and contribution rates, tax allowances, various upper and lower thresholds, and
pension age. Their values usually vary over time. Some of them are specified on a monthly and
some on a yearly basis, corresponding to how they are defined in legislation. In addition, there
are changes in the currency of monetary values as Estonia changed from kroon to euro on 1st
January 2011.

Table 2.4. Policy parameters defined as constants in EUROMOD

Parameter Period  Reference name Policies where used

Standard weekly working - $lhw Minimum wage, maternity benefit,
hours parental benefit

Qualifying period for UA: min - $UAB_QperMin unemployment assistance benefit

number of months in work
Qualifying period for UA: over
last ... months

Qualifying period for Ul: min - $UI_QperMin unemployment insurance benefit
number of months in work
Qualifying period for Ul: over
last ... months

$SUAB_QperTot unemployment assistance benefit

$UI_QperTot unemployment insurance benefit
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Parameter Period  Reference name Policies where used

Maximum benefit duration for - $MB_MaxDurl maternity benefit

singletons (days)

Maximum benefit duration for - $MB_MaxDur2 maternity benefit

multiple birth (days)

Minimum benefit duration - $MB_MinDurPre maternity benefit

before the birth (days)

Maximum benefit duration - $PB_MaxDur parental benefit

(days since the start of

maternity leave)

Maximum benefit duration if - $PB_MaxDur_noMB parental benefit

not eligible for maternity

benefit (months since birth)

Average wage m $AvWage average wage

Minimum wage m $Minwage minimum wage, social insurance
contributions by self-employed,
unemployment allowance

Lagged minimum wage m $MinWage_lagl unemployment insurance benefit

Average taxable earnings (in m $PB_AvEarn parental benefit, contributory SIC

T-2)

Amount of unemployment m/d $UAB_amount unemployment insurance benefits

allowance (UA) and unemployment allowance

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

Official pension age (females) - $PensionAgeFemale unemployment benefits and
employee unemployment insurance
contributions

Child Allowance Rate (CAR) - m $CB_Base child allowances

base amount for child benefits

Childcare Allowance Rate m $CC_Base childcare benefits

(CCR) - base amount for

childcare benefits

Amount for first child m $CB_Chl child allowance

Amount for second child m $CB_Ch2 child allowance

Amount third+ child m $CB_Ch3plus child allowance

Amount per child with 3 () $CB_Fam3 child allowance for large family

children

Amount per child with 4-5 (a) $CB_Fam4_5 child allowance for large family

children

Amount per child with 6+ (a) $CB_Famé6plus child allowance for large family

children

Amount for child aged under1  m $CC_Age0_1 childcare allowance

Amount for child aged under3 m $CC_Age0_3 childcare allowance

Amount for child aged 3-8 m $CC_Age3_8 childcare allowance

Amount with 3-6 children m $CC_Fam3_6 parental allowance for large
families

Amount with 7+ children m $CC_Fam7plus parental allowance for large
families

Amount per child (y) $BE_Amount school allowance

Main rate y $BA_Chl birth allowance

Secondary rate y $BA_Ch2plus birth allowance

Income limit m $SACH_IncLim needs-based family benefit

Amount for families with 1 m $SACH_Faml needs-based family benefit

child

Amount for families with 2+ m $SACH_Fam2plus needs-based family benefit

children
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Parameter Period  Reference name Policies where used

Part of child allowance (for m $SACH_Ch3plus needs-based family benefit

3rd+ child) disregarded for

means-test

Income limit m $SAPE_IncLim pensioner’s living alone allowance

Benefit amount y $SAPE_Amount pensioner’s living alone allowance

Maximum amount / income m $SA_AmountMain subsistence benefit

limit

Subsistence addition m $SA_AmountExtra subsistence benefit

Average housing costs m $SA_AvHhCost subsistence benefit

Take-up threshold m $SA_TakeUpLim subsistence benefit

Average taxable wage in the d $UI_AvEarn unemployment insurance benefit

previous calendar year

Minimum level of Ul benefit (m) $UI_LowLim unemployment insurance benefit

Benefit amount (m) $TINRF_Amount Refund to low-paid employees

Withdrawal rate - $TINRF_WdrRate Refund to low-paid employees

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

SIC rate for the pension - $SIC_RatePensl social insurance contributions by

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

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

contributions employer, self-employed and state

SIC rate for the pension - $SIC_RatePens1to2 social insurance contributions by

contributions (transferable employer, self-employed and state

from the 1st to the 2™ pillar)

Temporary SIC rate for the - $SIC_RatePenslto2Te  social insurance contributions by

pension contributions mp employer, self-employed and state

(transferable from the 1st to the

2" pillar)

SIC rate for the pension - $SIC_RatePens2 social insurance contributions by

contributions (the 2nd pillar) employer, self-employed and state

Temporary SIC rate for the - $SIC_RatePens2Temp social insurance contributions by

pension contributions (the 2nd employer, self-employed and state

pillar)

SIC rate for the pension - $SICCT_RateMatLeave social insurance contributions by

contributions (the 2nd pillar) state (credited contributions)

for those on maternity leave

Employer SIC rate for the - $SICER_RateUl social insurance contributions by

unemployment insurance employer

contributions

Employee SIC rate for the - $SICEE_RateUl social insurance contributions by

unemployment insurance employee

contributions

Income tax rate - $IT_StdRate withholding income tax and final
income tax

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

private pensions income tax

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

Child allowance for income - $IT_ChildAlwMult final income tax

tax, for each child from Nth

Amount of child allowance y $IT_ChildAlw final income tax

Child allowance for income - $IT_ChildAlwMult3plu  final income tax

tax, for each child from Nth S

Amount of child allowance y $IT_ChildAlw3plus final income tax

from 3+ children

Amount of pension allowance vy $IT_PensionAlw withholding income tax and final
income tax

Upper limit on voluntary y $IT_PensUpLimAmoun  final income tax

pension contributions, amount

t
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Parameter Period  Reference name Policies where used
Upper limit for voluntary - $IT_PensUpLimRate final income tax
pension contributions, rate

Upper limit on deductible y $IT_ExpUpLimMI final income tax
mortgage interest payments

Upper limit on deductible y $IT_ExpUpLimAmount  final income tax
expenditure, amount

Upper limit on deductible - $IT_ExpUpLimRate final income tax
expenditure, rate

Agriculture allowance for y SIT_AgriAlw self-employed tax allowance, final
income tax income tax
Minimum benefit amount m $PB_MinAmount parental benefit
Maximum benefit amount (m) $PB_MaxAmount parental benefit

Notes: “d”: daily; “m”: monthly; “y”: yearly; “-”: non applicable.

2.4 Policy extensions

There are four extensions defined in the Estonian model:®

e Uprating by Average Adjustment (UAA) — to choose between uprating (non-simulated)
public pension variables according to changes in average amounts (extension on) or
statutory indexation (extension off, the default).

o Benefit Take-up Adjustments (BTA) — controls benefit take-up modelling. If the
extension is switched on then partial take-up is applied (the default), otherwise full take-
up is assumed.

e Full Year Adjustments (FYA) — to choose between modelling policies as of 30th June
(extension off, the default) and modelling annual policies (extension on), which takes into
account within-year policy changes.

o Parental Benefits Extension (PBE) — to choose between observed (extension off) and
simulated (extension on) values of maternity benefit and parental benefit.

2.5 Social benefits

2.5.1 Unemployment insurance benefit (bunct_ee)
e Brief description

Unemployment insurance (Ul) benefit (to6tuskindlustushivitis) is a benefit for the unemployed
and it depends on previous earnings and contributions to the insurance scheme.

o Definitions and eligibility conditions

The unit of analysis is an individual person. To be considered eligible, a person must be
involuntarily unemployed, aged from 16 to the retirement age and not receiving old age pension
(which is possible in the case of early retirement), have worked (including being member of a
management board again since 2018) and made contributions for at least 12 months during the
previous 36 months (prior to registering as unemployed), registered as unemployed and looking
actively for a job. Ul benefit is not paid to those who leave their job or service voluntarily or who
lose their job because they do not perform as agreed, lost confidence of their employer or behaved
in an indecent manner. These persons may still receive unemployment allowances. The Ul benefit
may be stopped if the person refuses an offer of suitable work or does not show up at the Public

3 Policy switches are denoted with ‘switch’ in the policy spine (for a given policy year), while their default
values (on or off) are set in a separate dialogue box in the model.
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Employment Service (PES) at a fixed date. As persons registered as self-employed, aged under
16 or receiving old-age pension or those older than the legal pension age are not allowed to be
registered as unemployed in PES, they are also not eligible for unemployment insurance benefits
or unemployment allowances.

e Benefit amount

During the first 100 calendar days of unemployment the replacement rate is 50% of the previous
gross earnings and 40% afterwards. The gross earnings refer to the average daily gross earnings
of the person in the previous calendar year, subject to an upper limit of three times average taxable
wages in the previous calendar year. The daily amount received is calculated on the bases of the
wages the person has received during the last twelve months of the insurance period. Of those
twelve months, only the first nine are taken into account, while the last three months are
disregarded. Since 1% July 2009, there is a lower limit on the benefit amount, equal to 50% of the
minimum wage of the previous year. Ul benefits are subject to income tax and this is withheld
when the benefits are paid out by the Ul fund.

To discourage entry into unemployment, Ul system involves a waiting period of 7 days before
the benefit payment starts. The duration of the unemployment insurance benefit ranges from 180
days up to 360 days depending on the length of contribution payments.

After expiry of the insurance benefit, the unemployed can apply for unemployment allowances
for the remaining days and for social assistance thereafter.

¢ EUROMOD notes

Effectively, this benefit is only partly simulated using the information about actual receipt. But
rather than simply using the observed receipt as part of the eligibility criteria, all eligibility rules
in full detail are covered. However, as not all required information (e.g. work history) is available
several assumptions are made and some rules are considered automatically fulfilled for those in
receipt. This approach is chosen so that the benefit can be also modelled for those currently
employed if needed (e.g. to simulate their entitlement if they become unemployed, e.g for
replacement rates calculations).*

Simulated unemployment duration (lunmy_s) is set equal to the maximum of observed
unemployment duration (lunmy) and observed benefit receipt (bunctmy). It is effectively assumed
that unemployment spells start in the reference year. Simulated unemployment duration is also
used for unemployment allowance calculations. With regards to the minimum qualifying
contribution period, those currently unemployed and in receipt are assumed to satisfy it, while
those currently unemployed and not in receipt are assumed to have not passed it.

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

Benefit duration (bunctmy_s) is determined according to the rules above, using modelled
contribution history, while also controlling for the unemployment duration (lunmy_s).

Benefit entitlement is calculated based on previous earnings (or alternatively on imputed wage)
and benefit duration, subject to the lower and upper thresholds. For those currently unemployed

4 Employment changes are modelled in combination with a specific add-on tool and are not part of the
baseline simulations.
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and in receipt, previous earnings are used which have been imputed by reversing unemployment
insurance benefit rules. For those currently unemployed and not in receipt, the entitlement is set
to zero. Finally, benefit amount is adjusted with the number of months in receipt (bunctmy_s).
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