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Abstract

This paper looks at the personal income tax and social security contribution
systems of seven OECD countries. The first part sets out the methodology.
The main results are in the second part. These look at the tax position of
standard family types of both working age and pensionable age in the seven
countries. The countries’ personal income tax and social security contribution

systems are described in the final sections.

Methodology

The results focus on two groups of people: employees of working age and

older people drawing public pensions.

Earnings and income levels

In each case, annual incomes are set at given fractions of the average gross
wage earnings of adult, full-time production workers in the manufacturing
sector.! This means that earnings data are derived from a minority of
employees in each country. An obvious drawback of is that the earnings of an
average production worker will be at different positions in the overall income
distribution in different countries. However, it has, in practice, proved difficult
to obtain a broader measure that is consistent between countries. (Sources
and methodology for the countries are given in OECD, 2001a, Section 111.B.)
The resulting measures of earnings are shown in Table 1 in both national
currency and in United States dollars. Earnings have been translated into
dollars using OECD purchasing power parities, which calculate the cost of a
common basket of goods in each country. Market exchange rates, of course,

fluctuate wildly, and can generate very misleading results.

Table 1. Earnings of the average production worker, 1999

Earnings of average production worker
National currency US$ at PPP

! The sample covers manual workers and shop-floor based supervisors. Non-manual

workers are excluded except in the Netherlands. Incomes generally exclude the value of
fringe benefits, such as provision of food, housing or clothing by the employer free of charge
or below market price.



Australia 39 800 30 600

Canada 34 700 29 600
Netherlands 59 500 29 200
Sweden 220 600 22 700
Switzerland 60 200 30900
United Kingdom 17 800 26 500
United States 30 000 30 000

Note: all values rounded to the nearest 100 for clarity
Source: OECD (2001a)

Coverage

The results cover personal income tax and employee and employer social
security contributions payable on wage earnings and pension income.? For
people of working age, it is assumed that the whole of income comes from
earnings. Thus, the calculations exclude fringe benefits and capital income
(such as dividends and interest).

For pensioners, it is assumed that the whole of income derives from the
public pension. In some countries, the maximum public (and/or mandatory
private) pension income lies below the highest income level covered in the
calculations, equivalent to average economy-wide earnings. In such cases,
we have assumed that additional income is fully taxable.*

The calculations of after-tax income also include family benefits paid by
general government as universal cash transfers (to working-age families).
Income tax due on capital income and non-wage labour income, some direct
taxes (such as net wealth tax and corporate income tax) and all indirect taxes
are not covered. However, all central-, state- and local-government personal

income taxes are included.

2 The OECD is currently revising its treatment of Church taxes — levied in Sweden and

Switzerland among the countries considered here — to put it on a consistent footing.
Currently, these are included in the calculations for Switzerland but not in Sweden.

At these income levels, such income is generally insignificant. The main exception is

the United States, where over 60 per cent of working-age people with earnings around those
of the average production worker have income from these sources, which accounts, on
average, for five per cent of their incomes.
4 In most cases, private pension income is fully taxable. However, Canada offers a
small tax credit for private pension income. Also, the state income tax in Detroit, Michigan,
which we model here, exempts some private pension income. The calculations do not cover
these concessions.



Social security contributions

Compulsory social security contributions paid to general government are
treated as a tax (see OECD, 2001c for a more detailed discussion of the
definition of a ‘tax’). Social security contributions can give rise to a benefit
entitlement, which can also be related to the amount of contributions made.
Nevertheless, even in these cases, at least some of the contribution is in
effect a tax, because the net present value of benefits received does not equal
the value of contributions made.® Payroll taxes, levied on the employer as a
fixed amount per employee or as a percentage of the total wage bill, are also
covered. These are included in the calculations of ‘tax wedges’ (see below) in

Australia, Canada and Sweden.

Family types

The results relate to 17 different illustrative family types:

e single people of working age, earning two-thirds of the average, average
and one-and-two-thirds average earnings;

¢ lone parents of working age, earning two-thirds of the average, with one or
two children;

e married couples of working age, with no children, with the principal earner
on average earnings and the secondary earner on zero, one-third and two-
thirds of average earnings;

e married couples of working age, with two children, with the principal earner
on average earnings and the secondary earner on zero, one-third and two-
thirds of average earnings;

e married couples of working age, with one child, with the principal earner on
average earnings and the secondary earner on zero, one-third and two-
thirds of average earnings;

e single people of pension age, with a pension income equivalent to one-

third, two-thirds and average earnings.

° Some countries levy compulsory contributions to private social-security institutions.

In general, these are excluded from the calculations. Examples relevant here include the
superannuation guarantee in Australia and mandatory occupational pensions in Switzerland.
Data on the aggregate value of these contributions are presented in OECD (2001c) and
Adema and Einerhand (1998), Adema (1999) and Adema et al. (1996).
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These are summarised in Table 2. In cases of families with children, it is

additionally assumed that the children are aged between five and twelve.®

Personal income tax
The results aim to take into account all ‘standard’ income-tax reliefs, as set
out in the country descriptions. Standard tax reliefs are those that are
unrelated to expenditures incurred by the taxpayer and are automatically
available to all taxpayers satisfying the relevant eligibility rules. In contrast,
‘non-standard’ reliefs are wholly determined by reference to actual expenses
incurred. They are neither fixed amounts nor fixed percentages of income.
Examples of non-standard reliefs include those for interest on qualifying loans
(e.g., mortgages for the purchase of a house), private insurance premia,
contributions to private pension schemes and charitable donations.”
The country descriptions distinguish a number of types of standard
relief:
e Basic reliefs, which are typically fixed amounts or fixed percentages of
income available to all potential taxpayers irrespective of family type;
¢ Reliefs that depend on their marital status;
o Reliefs related to the number and age of children;
e Standard reliefs for work-related expenses, which are usually a fixed
amount or fixed percentage of earnings®;
e Tax reliefs for social security contributions and other income taxes (for
example, sub-central income taxes);
o Reliefs for taxpayers of pensionable age; and
e Reliefs for public pension incomes.®
Some of these reliefs vary with the age of the taxpayer or their dependants.
As noted below, the calculations assume that children (where relevant) are

6 Because in some cases benefit levels and tax reliefs vary with the age of children.

! OECD (2001a) provides a description of the main sources of non-standard relief and,

where possible, estimates of their effect on tax burdens. OECD (1994a,b) and OECD (1982)
offer more details, although the information therein is rather out of date.

Where reliefs are solely related to actual expenditure incurred (and there is not even
an option for taking a lump-sum reduction unrelated to spending), then these are non-
standard reliefs as described above and so ar not included in the calculations.

Note that the country descriptions also include reliefs for private pension incomes,
although the tax calculations assume that pensioners’ incomes are fully taxable. This is set
out elsewhere in the paper.



aged between five and 12. Where reliefs for pensioners vary with age, it is
assumed that the taxpayer is aged 65.
Personal income taxes levied by sub-central levels of government are
covered, including:
e state income taxes in Canada (provinces and territories), Switzerland
(cantons) and the United States; and
e local income taxes in Sweden, Switzerland (communes) and the United
States.
The structure of these taxes is again set out in the country descriptions. Tax
rates and/or the tax bases of sub-central government income taxes often vary
within a country. In Canada and Sweden, it is possible to use the average tax
rate between different areas, because the tax base does not differ. In
Switzerland and the United States, this is not possible because of variation in
the tax base. Here, a typical manufacturing area has been selected and the
relevant tax system applied.

Table 2. Characteristics of illustrative taxpayers

Age Marital status Number of Earnings/income, % of earnings of
children average production worker
Principal earner  Secondary earner
Working age Single 0 67 —
Working age Single 0 100 —
Working age Single 0 167 —
Working age Single 2 67 —
Working age Single 1 67 —
Working age Married 0 100 0
Working age Married 0 100 33
Working age Married 0 100 67
Working age Married 2 100 0
Working age Married 2 100 33
Working age Married 2 100 67
Working age Married 1 100 0
Working age Married 1 100 33
Working age Married 1 100 67
Pension age Single 0 33 —
Pension age Single 0 67 —
Pension age Single 0 100 —

Universal cash transfers

The calculation of the take-home pay of employees of working age includes
family benefits paid by general government as universal cash transfers in



respect of dependent children. These payments often vary with the age of the
child. Thus, the results assume that dependent children are aged between
five and 12. Within this range, the most favourable provisions are taken.

The calculations do not cover universal or near-universal transfers

made to pensioners. These are covered elsewhere in the project.”

Limitations
The simple approach of comparing the tax and benefit position of example
families provides many useful insights on the effect of governments on their
citizens. Nonetheless, the results here need to be considered alongside other
data. For example, OECD (2001c) provides more comprehensive information
on the aggregate tax burden in the economy — including, for example,
indirect taxes, corporate income taxes, property taxes etc. — which are not
covered here. Also, a complete analysis of the effect of government on the
economy would need to take account of the effect of publicly provided goods
and services, such as health and education.'

The results set out the formal incidence of taxes on employees and
employers. The final, economic incidence of taxes may of course be rather
different, because the tax burden may be shifted over time from employers

onto employees and vice versa by adjustments to gross wages.

Calculations

The results for working age people are based directly on the OECD’s tax
equations. These computer algorithms, built in Microsoft Excel, calculate tax
and benefit positions for family types specified by the user. They were
developed by the OECD’s Working Party on Tax Policy Analysis and Tax
Statistics to extend the results of the annual report, now known as Taxing
Wages, to a broader range of family types, beginning with the 1997 edition.
The family types considered here differ from those presented in OECD
(2001a). The tax equations have been checked by national delegates to the

OECD Working Party and care has been taken to ensure their applicability to

10 While this means that the results are not representative of the country as a whole,

otherwise the calculations would not be tractable.
Also, see Whitehouse (forthcoming) and OECD (forthcoming) for an analysis.



the family types considered here. Nonetheless, the results are the
responsibility of the author alone and should not be attributed to the OECD or
OECD Member governments.

For people of pension age, the tax equations have been adapted to
include additional concessions granted to older people in personal income tax
systems. These typically take the form of additional income-tax allowances or
credits. Also, people of pension age generally pay no social security
contributions or the latter are levied at a lower rate. More details on the
methodology and the results for most of the countries covered here are
contained in Keenay and Whitehouse (forthcoming).™

Results

The key results of the analysis are set out in Tables 3 to 9. The first three
tables are measures of the average tax rate or the ‘tax burden’. Table 3
focuses on the personal income tax alone. It shows the proportion of gross
income payable in income tax for the seventeen different family types. In two
cases — Australia and the United States — this turns negative for lone
parents. This reflects the existence of non-wasteable tax credits.

Table 4 has a broader coverage. This table includes the effect of
employee social security contributions and universal cash transfers. Again,
the table shows the tax burden, that is the total amount of taxes and social
security contributions (less transfer payments) as a proportion of gross
income.

Table 5 moves to a broader concept still. Many countries rely heavily
on employer social security contributions as a general-government revenue
source. As noted above, at least some of the incidence of such taxes is
probably shifted to workers in the form of lower wages.' This table therefore
includes employer contributions. It shows the total direct tax burden on labour
(personal income tax, employer and employee contributions less cash

transfers) as a percentage of total gross labour cost to the employer (i.e.,

12 See Disney and Whitehouse (2001), Steckmest (1996), Whiteford and Kennedy
g1995) and Smeeding et al. (1995) on valuing such in-kind benefits.

3 Keenay and Whitehouse (forthcoming) does not cover Australia and Switzerland. It is
based on work carried out for the OECD’s retirement-income inquiry: a detailed assessment
of nine Member countries’ retirement-income systems (OECD, 2001b). Further results are
contained in Whitehouse (forthcoming).



gross earnings plus employer social security contributions). This measure is
often called the total ‘tax wedge’.

Tables 6 to 9 look at the marginal rather then the average tax rate.
These show the amount of additional tax payable when earnings increase by
one unit of the national currency.” This is a useful measure for considering
the impact of taxation on decisions such as increasing hours of work or
seeking promotion. The first two tables look at policies whose formal
incidence is solely on the employee. The second set of tables examines the
total tax wedge, including employer contributions. In each set, the first table
looks at the marginal tax rate borne by the principal earner and the second,

where relevant, at the secondary earner within the family.

14

s See OECD (1997) and the references therein for a discussion.

Note that these calculations necessarily ignore rounding rules in personal income tax
systems. Here, these are relevant in Sweden and Germany.
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Table 3.

Income tax as a percentage of gross income by family type and income level, 1999

Family type:
Number of children:
Earnings/income:

Australia
Canada
Netherlands
Sweden
Switzerland
United Kingdom
United States

Single person, working age

Couple, working age

Single pensioner

0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
0.67 1 167 067 0.67 1010331067 1010331067 1,0 1,0331,067 0.33 0.67 1
19.0 244 328 143 144| 211 21.0 223 222 202 217 227 206 220 106 19.0 244
16.8 215 287 -33 24| 175 185 196 121 157 184 124 153 176 00 0.0 147

5.1 67 217 29 29| 48 58 60 48 58 6.0 48 58 6.0 14 41 5.8
249 272 348 249 249 272 260 262 272 260 262 272 260 262 25 262 294
73 102 152 26 37, 69 74 97 50 57 8.1 58 64 88 42 93 133
132 165 191 116 117 1564 124 146 154 124 146 154 124 146 06 106 15.7
162 182 244 -17 6.7 149 168 179 110 140 157 131 154 168 00 54 11.0

Table 4. Income tax and employee social security contributions less universal cash transfers as
a percentage of gross income by family type and income level, 1999

Family type:
Number of children:
Earnings/income:

Australia
Canada
Netherlands
Sweden
Switzerland
United Kingdom
United States

Single person, working age

Couple, working age

Single pensioner

0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
0.67 1 167 067 0.67 1010331067 1010331067 1,0 1,0331,067 0.33 0.67 1
205 259 343 41 92 226 221 238 161 19.0 213 182 206 225 106 190 244
223 272 323 23 79| 232 240 252 178 212 240 181 208 232 0.0 0.0 147
31.2 356 392 97 158 30.8 32.0 33.8 238 267 296 278 29.7 320, 73 145 193
32.0 343 405 199 26.0f 343 331 333 263 270 284 303 300 3094 25 262 294
188 217 267 19 91| 185 190 212 84 112 147 133 148 179 42 93 133
204 246 265 74 116] 235 196 223 16.7 145 182 195 165 199 06 106 157
239 259 320 6.0 144 226 244 255 187 216 233 208 230 244 00 54 11.0
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Table 5. Total tax wedge: income tax and employee and employer social security contributions less universal cash
transfers, by family-type and income level as a percentage of gross labour costs, 1999

Family type: Single person, working age Couple, working age Single pensioner

Number of children: 0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
Earnings/income:  0.67 1 167 0.67 0.67] 1,01,0331067 1010331067 1,01,0331,067 0.33 0.67 1
Australia 205 259 343 -441 92| 226 221 238 161 19.0 213 182 206 225 106 19.0 244
Canada 271 31.8 35.1 83 13.6| 280 287 299 230 261 288 232 257 280 0.0 0.0 147
Netherlands 40.3 444 443 218 27.0| 403 411 428 342 365 392 377 391 412 189 259 30.3
Sweden 489 506 553 398 444| 506 497 498 446 451 46.2 476 474 480 25 262 294
Switzerland 272 298 343 120 185 269 274 294 178 203 236 222 237 264 42 93 133
United Kingdom 26.2 31.0 335 142 181 301 255 286 238 207 248 263 226 26.3] 06 106 157
United States 293 311 369 126 20.5] 281 29.8 308 245 272 288 264 285 298/ 00 54 11.0

Table 6. Marginal rate on principal earner of income tax plus employee social security contributions by family-type
and earnings level as a percentage of income, 1999

Family type: Single person, working age Couple, working age Single pensioner

Number of children: 0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
Earnings/income:  0.67 1 167 0.67 0.67] 1,01,0331067 1010331067 1,01,0331,067 033 0.67 1
Australia 355 445 485 84.0 104.0| 445 445 445 445 445 445 445 445 445 200 355 445
Canada 298 433 436 49.6 30.9| 433 433 433 483 483 483 458 458 458 00 00 06
Netherlands 444 53.0 50.0 40.0 40.0{ 40.8 53.0 53.0 408 53.0 53.0 408 53.0 53.0/ 16.8 252 53.0
Sweden 39.7 366 506 39.7 39.7| 366 36.6 366 366 366 366 36.6 36.6 36.6/ 306 51.7 31.8
Switzerland 250 311 357 19.9 206| 257 286 305 245 255 305 246 284 305 100 176 229
United Kingdom 33.0 330 23.0 330 33.0f 330 330 330 330 330 330 330 330 33.0 100 23.0 345
United States 29.9 299 429 51.0 459]| 299 299 299 510 299 299 299 299 299/ 0.0 30.0 15.0
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Table 7. Marginal rate on secondary earner of income tax plus employee social security contributions by family-type
and earnings level as a percentage of income, 1999

Family type: Single person, working age Couple, working age Single pensioner

Number of children: 0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
Earnings/income:  0.67 1 167 0.67 0.67] 1,01,0331067 1010331067 1,01,0331,067 0.33 0.67 1
Australia — — — — — — 20.0 355 — 20.0 355 — 301 355 — — —
Canada — — — — — — 309 2938 — 359 3438 — 334 323 — — —
Netherlands — — — — — — 348 444 — 348 444 — 348 444 — — —
Sweden — — — — — — 278 397 — 278 397 — 278 397 — — —
Switzerland — — — — — — 286 305 — 255 305 — 29.7 30.5 — — —
United Kingdom — — — — — — 33.0 330 — 33.0 33.0 — 33.0 33.0 — — —
United States — — — — — — 299 29.9 — 299 29.9 — 299 29.9 — — —

Table 8. Marginal rate on principal earner of income tax plus employee and employer social security contributions by
family-type and earnings level as a percentage of gross labour costs, 1999
Family type: Single person, working age Couple, working age Single pensioner
Number of children: 0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
Earnings/income: _ 0.67 1 1.67 067 0.67| 1,01,0.331067 1,01,0.331,067 10 1,0.331,0.67 0.33 0.67 1

Australia 355 445 485 84.0 104.0 445 445 445 445 445 445 445 445 445 200 355 445
Canada 345 470 436 529 354| 47.0 470 470 517 517 517 493 493 493 00 00 06
Netherlands 53.0 58.2 50.0 49.2 49.2| 474 0582 0582 474 582 582 474 582 582 272 36.7 582
Sweden 547 524 629 547 54.7| 524 524 524 524 524 524 524 524 524 306 51.7 31.8
Switzerland 32.7 382 419 282 288 334 36.0 377 323 332 377 324 358 377/ 100 176 229
United Kingdom 40.3 403 314 403 40.3| 403 403 403 403 403 403 403 403 40.3| 100 23.0 345

United States 349 349 470 544 497 349 349 349 544 349 349 349 349 349 00 300 150
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Table 9. Marginal rate on secondary earner of income tax plus employee and employer social security contributions by
family-type and earnings level as a percentage of gross labour costs, 1999

Family type: Single person, working age Couple, working age Single pensioner

Number of children: 0 0 0 2 1 0 0 0 2 2 2 1 1 1 0 0 0
Earnings/income:  0.67 1 167 0.67 0.67] 1,01,0331067 1010331067 1,01,0331,067 0.33 0.67 1
Australia — — — — — — 20.0 355 — 20.0 355 — 301 355 — — —
Canada — — — — — — 354 345 — 401 3941 — 378 36.8 — — —
Netherlands — — — — — — 429 530 — 429 530 — 429 530 — — —
Sweden — — — — — — 457 547 — 457 547 — 457 547 — — —
Switzerland — — — — — — 36.0 37.7 — 332 377 — 369 377 — — —
United Kingdom — — — — — — 403 403 — 403 403 — 403 403 — — —
United States — — — — — — 349 349 — 349 349 — 349 349 — — —
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Australia

Personal income tax

Basic relief

Income up to A$ 5 400 taxed at a zero rate.

Marital-status reliefs

Taxpayers who contribute to the maintenance of a dependent spouse (legal or
de facto) can claim a credit of A$ 1 340 for a dependent spouse and A$ 1 452
for dependent children. The credit is withdrawn at a 25% rate once the

spouse’s own net income exceeds A$ 282.

Reliefs for children

Parenting payment: designed to replace the tax credit for a dependent spouse
where there are dependent children. In the second quarter of 2000, an
average employee with a dependent spouse and dependent children would
have received an annual cash transfer of A$ 1 716 instead of the full rebate of
A$ 1452 above.

Lone parent credit: A$ 1 258 credit for resident single, widowed or divorced
taxpayers who with sole care of a dependent child.

Family tax assistance: families in receipt of more than the minimum amount of
family payment (see below) receive a fortnightly cash transfer, ‘family tax
payment’. All other eligible families received family tax assistance: an
equivalent benefit claimed through the tax system in the form of an increased
tax-free threshold. Families may be entitled to one or both of the two parts of
family tax assistance.

Part A benefits depend on the combined taxable incomes of the parents. The
income ceiling to eligibility of A$ 70 000 increases by A$ 3 000 for second and
further children. Part A benefits claimed though the tax system result in an
increase in the tax free threshold for the parent with the higher income of
A$ 1 000 for each dependant child. If it was paid in the form of a fortnightly
cash payment, the family received A$7.70 per dependant child.

Eligibility for Part B benefits requires the main income earner and his or her
spouse to meet separate income tests and have at least one dependent child
under the age of five. The income ceiling of A$ 65 000 for the main income
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earner increases by A$ 3 000 for second and additional dependant children
irrespective of their age(s). The spouse income test is the same as the cut-off
for basic parenting payment (see below). Part B benefits claimed through the
tax system increase the tax-free threshold of the main income earner by A$ 2

500. The alternative cash payment is A$ 19.24 per fortnight.

Reliefs for low incomes
A tax credit of A$ 150 for taxpayers whose taxable income is less than A$ 20
700. This credit is withdrawn at a 25% rate for taxable income above the

ceiling.

Tax schedule

Table 10 shows the tax schedule.

Table 10. Personal income tax schedule:

Australia, 1999
Lower limit of bracket (A$)  Tax rate (%)

0 0
5400 20
20 700 34
38 000 43
50 000 47

Medicare levy

1.5 per cent of taxable income subject to certain thresholds. Single taxpayers
with incomes less than A$ 13 550 are exempt. Married taxpayers or lone
parents are exempt if taxable family income is below A$ 22 865, with an extra
A$ 2 100 for each dependent child. For incomes between A$ 13 550 and A$
14 648, the levy is introduced at a 20% rate.

Social security contributions

There are no employer or employee social security contributions.

Universal cash transfers to families of working age

Fortnightly family allowances are payable at a rate of A$ 24.00 for each of the
first three children and A$ 31.90 for the fourth and subsequent children.

16



No family allowances can be claimed when family income exceeds A$ 67 134,
which increases by A$ 3 359 for second and subsequent children.
Supplementary family allowances paid to low-income families at A$ 77.60 per
fortnight for each child under 13, with higher rates for older children. The
family allowance supplement is reduced by 50% when family income exceeds
A$ 23 550, increasing by A$ 624 for second and subsequent children.
Parenting payment, instead of the tax credit for a dependent spouse with
dependent children, is payable at a basic rate of A$ 67.20. Payments are
withdrawn at a 50% rate for dependent spouse’s income between A$ 60 and
A$ 140 per fortnight and 70% for income above the latter threshold.
Additional parenting payment is asset-tested and affected by the income of
the main earning spouse. The maximum additional payment is A$ 231.90 per
fortnight, reduced by 70% cents when the main income exceeds A$ 511.00.
Additional payments are also withdrawn at the same rate as the basic

parenting payment against the dependent spouse’s income.

Canada

Personal income tax

Basic relief
Personal tax credit of C$ 1 212.27.

Marital-status relief

A taxpayer supporting a spouse receives a tax credit of C$ 972, reduced by
17% on income accruing to the spouse above C$ 572. The same amount is
granted to lone parents.

Reliefs for children

Child tax benefit provides a basic payment of C$ 1 104 per child plus C$ 219
for each child under seven where no child care expenses are deducted and
C$ 77 for the third and subsequent children. The basic payment is reduced
by 25% of child-care expenses claimed for all qualified dependants and by 5%
of family net income above C$ 30 004 for families with two or more children
and 2.5% for families with one child.

17



National child benefit supplement (NCB) is provided to low-income families
with children at a maximum rate of C$ 977 for one child, C$ 771 for a second
child and C$ 694 for the third and subsequent children. The benefit is
withdrawn against income above C$ 21 214 by 11.1% for one-child families,
19.9 per cent for two children and 27.8% for larger families.

Goods and services tax credit provides a refundable tax credit of C$ 105 per

child, withdrawn at a rate of 5% on family incomes over C$ 25 921.

Reliefs for older people

Over 65s are granted two additional sources of tax relief other than the basic
credits. An age credit of 17 per cent — to a maximum of C$3 482 — is
available on income up to C$25 921 and withdrawn at 15% of income above

that ceiling.

Reliefs for pension income

There is a credit of 17% up to C$1 000 of pension or annuity income other
than that from the public schemes (old-age security, Canada Pension Plan
and/or Québec Pension Plan). Public pension benefits are taxable, with the
exception of the means-tested component, the guaranteed income

supplement.

Tax schedule

Table 11 gives the income-tax schedule.

Table 11. Personal income tax schedule,
Canada, 1999
Lower limit of bracket (A$)  Tax rate (%)

0 17
29590 26
59 180 29

State and local income taxes

All the provinces and territories (except Québec) levy income tax as a
proportion of the federal tax liability, varying between 44 and 69%. (The
modelling uses a tax rate of 50.5%, which is the weighted average for nine
provinces.) Québec has its own income-tax statute.
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Social security contributions

Employee contributions

Contributions of 3.5% of earnings up to a maximum contribution of C$ 1
186.50 after a basic exemption of C$ 3 500. The maximum contribution is
reached at C$ 37,400.

Unemployment insurance requires a contribution of 2.55% of earnings up to
C$ 750 per week. Unemployment insurance contributions give rise to a tax

credit of 17% of the amount contributed.

Employer contributions

Employers contribute the same amount as employees for the Canada Pension
Plan and 1.4 times the employee contribution for unemployment insurance.
Three provinces levy payroll taxes for health (and, in one case, education).
Employers also pay contributions for provincial work-injury schemes, where

contribution rates vary by province and industry.

Contributions for older people

These are not levied on pension income.

Universal cash transfers to families of working age

These are now implemented as tax credits (see above).

Netherlands

Personal income tax

Basic relief
Basic allowance of NLG 8 799.

Marital-status relief

If one spouse has income less than NLG 8 380 then NLG 8 380 can be

transferred and claimed by the other spouse.
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Reliefs for lone parents
Single parents receive an extra allowance of NLG 6 704 plus 12% of earnings

earned outside the household (to a maximum of NLG 6 704).

Work-related expenses
Work-related expenses are deemed to be 12% of earnings, with a minimum of
NLG 258 and a maximum of NLG 3 174.

Reliefs for older people

There is a basic additional allowance for over 65s of NLG 511. This
allowance is increased to NLG 2 152 for incomes of less than NLG 56 974.
There is an additional allowance for individuals ‘who have a general old-age
pension for a single person’. This is worth a further NLG 511 (or NLG 3 057
for incomes under NLG 56 974).

Reliefs for pension income

No special reliefs are available.

Tax schedule

Table 12 gives the tax schedule.

Table 12. Personal income tax schedule:

Netherlands, 1999
Lower limit of bracket (NLG)  Tax rate (%)

0 6.2
15 000 7.5
48 175 50
105 955 60

Social security contributions

Employee contributions

For unemployment insurance, 6.1% of gross wage less compensation
allowance up to NLG 80 910. There is a contribution floor of NLG 28 188.

For health insurance, 1.55% of gross wage less compensation allowance if
earnings below NLG 64 300 up to a ceiling of NLG 54 810. Also a fixed
payment of NLG 396 if earnings below NLG 64 300.
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Contributions to other schemes are levied on the same income as the first and
second brackets of the income tax system. Rates are 17.9% for old-age
pensions, 1.4% for survivors’ pensions and 10.25% for exceptional medical
expenses.

Employers pay the compensation allowance to employees to compensate for
the switch from employer to employee contributions for exceptional medical
expenses. The allowance is 2.2% of gross earnings less employees’ social
security contributions less the standard deduction for work-related expenses
plus the employers’ contribution for health insurance. The maximum is 2.2%
of NLG 83 200.

Employer contributions

For unemployment insurance, 4.95% on the same base as employee
contributions. This includes 4% to the general unemployment fund (with a
threshold of NLG 28 188) and 0.95% for the redundancy payments fund.

For invalidity benefits, 7.75% of gross wage less compensation allowance
(again with a ceiling NLG 80 910).

For health insurance, 5.85% on the same base as employee contributions.

Contributions for older people
Pensioners pay 11% of pension income for health insurance and survivors’

pensions.

Universal cash transfers to families of working age

Family cash transfers depend on the number and age of the children. For a
family with two children aged between 6 and 12 years the total benefit is NLG
4 230 a year.

Sweden

Personal income tax

Basic reliefs
Basic allowance against central government taxation varies between SKr 8

700 and SKr 18 100 depending on income.
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There is also a tax credit of SKr 1 320 if the income does not exceed SKr 135
000. The tax credit is reduced by 1.2% of income above this ceiling.

There are no reliefs for marital status or children.

Reliefs for older people

Older people are entitled to a special deduction, which varies between SKr 8
700 and SKr 55 900, depending on the amount of pension income received.
The additional exemption for older people is withdrawn at a rate of 65% on
income in excess of the minimum pension level. The net effect is that there is
no special deduction for pensioners whose incomes are above SKr 109,000.
This special deduction can not be less than the deduction to which a worker

on the same income would be entitled.

Reliefs for pension income

No special reliefs are available.

Tax schedule
The schedule is set out in Table 13.

Table 13. Personal income tax schedule:

Sweden, 1999
Lower limit of bracket (SKr)  Tax rate (%)

0 0
219 400 20
360 000 25

Local income taxes
The local taxes vary between 26.4 and 33.15%, and averages 30.59%.

There is also a lump sum tax of SKr 200 a year.
Social security contributions

Employee contributions

For pensions, employees pay 6.95% of income.
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Employer contributions
Employers pay a total contribution of 33.06%, divided as follows: old-age
pension, 8.1%; parental insurance, 2.2%; health insurance, 7.5%; labour

market, 5.84%; industrial injury, 1.38%; general wage fee, 8.04%.

Contributions for older people

Social security contributions are not levied on pension income.

Universal cash transfers to families of working age
SKr 9 000 per dependent child.

Switzerland

Personal income tax
Basic reliefs

There are no basic reliefs (but there is a zero-rate band: see below).

Reliefs for children
SFr 5 600 for each dependent child.

Work-related expenses
A deduction of 3% of net income (after social security contributions) with a

minimum of SFr 1 800 and a maximum of SFr 3 600.

Reliefs for older people

There are no specific reliefs for older people in the federal income tax.

Reliefs for pension income

There are no specific reliefs for pension income.
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Tax schedule

The schedule shown in Table 14 is for a single person. There is a separate

schedule for married couples. Also, sub-central government operates a

different schedule: see below.

Table 14. Personal income tax schedule:
Switzerland, 1999
Lower limit of bracket (£)  Tax rate (%)

0 0
16 100 0.77
27 900 0.88
36 500 2.64
48 600 297
63 800 5.94
68 800 6.6
91100 8.8
118 400 11
154 700 13.2
664 400 11.5%

* Applies to total income

State and local income taxes

These vary between cantons and communities. The modelling assumes that

the taxpayer lives in the canton and city of Zurich. Table 15 shows the

cantonal tax schedule.

Table 15. Personal income tax schedule, cantonal level:

Switzerland, 1999

Lower limit of bracket (£)  Tax rate (%)
0
5500
9600
13700
20 400
28 600
38 100
49 000
63 900
92 500 10
121 000 11
165 900 12
224 300 13

O©CoO~NOOThWNO

The actual tax liability is calculated as a multiple of the amount resulting once

this schedule is applied. The commune levies a further charge on the same

base, and church taxes are calculated in the same way.

multiples for 1999 were:
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Zurich canton 108%
Zurich commune 130%
Church taxes:
Roman Catholic 13%
Protestant 11%
The modelling assumes that the taxpayer is covered by the Protestant
(reform) church, given a total multiple of 249%.
Zurich offers older people an additional personal deduction of SFr 3 200 for a

single person (SFr 4 500 for a couple)

Social security contributions

Employee contributions

For public pensions, 5.05%. For unemployment insurance, 1.5% of income
up

to SFr 97 200 plus 0.5% of income between SFr 97 200 and SFr 243 000.

Employer contributions

Same as employee contributions.

Mandatory occupational pensions

The minimum contribution varies with age from 7% to 18%, of which the
employee must pay no more than half. The modelling assumes a 10% total
contribution (which applies to men aged between 35 and 44 and women aged

between 32 and 41) divided equally between employee and employer.

Universal cash transfers to families of working age

There are no public benefits. However, employers must pay SFr 2 476 per
dependent child to their employees. (This applies only to the canton of
Zurich).
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United Kingdom

Personal income tax

Basic relief

Personal allowance of £4 335 for each individual.

Marital-status reliefs

Additional allowance of £1 970. A couple can choose to allocate the whole
allowance to the wife or to split it equally between them. The wife has the
right to claim half the allowance although the default is to give it to the

husband. The 10% relief is implemented as a wasteable tax credit.

Reliefs for children

Additional allowance of £1 970 for single parents, implemented as the married
couple’s allowance. The working families’ tax credit was introduced in
October 1999. Since this is after the start of the 1999-2000 tax year, it has

not been modelled.

Reliefs for older people

People of pension age receive a higher tax allowance: £5 720 for single 65-74
year olds and £5 980 for single people 75 or over.

Married couples aged between 65 and 74 receive an extra allowance of £5
125 and couples aged 75 or over an extra £5 195. The allowances for
couples are deductible only at 10% (and so work like a wasteable tax credit).
Once a pensioner’s total income exceeds £16 800, the additional allowances

are withdrawn at 50% of the excess.

Reliefs for pension income

No special reliefs are available.

Tax schedule

The income tax schedule is shown in Table 16.
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Table 16. Personal income tax schedule:

United Kingdom, 1999
Lower limit of bracket (£)  Tax rate (%)

0 10
1500 23
28 000 40

Social security contributions

Employees’ contributions

Payable at 10% on weekly earnings between £66 and £500. These rates are
reduced for employees who contract out of the state earnings-related pension

scheme (Serps).

Employers’ contributions

Payable at 12.2% on earnings above £83 per week. Again, the rate is
reduced for employees who are contracted out of Serps (but only on earnings
between £83 and £500 per week).

Contributions for older people
Social security contributions are not levied on pension income. People of

pension age who are employed are also not liable.

Universal cash transfers to families of working age

Child benefit of £14.40 per week for the first child and £9.60 per week for each
subsequent child. An extra £2.70 per week is paid to lone parents in respect
of the first child.

United States

Personal income tax

Basic reliefs

Taxpayers who do not itemise their deductions are entitled to a lump-sum
standard deduction of US$ 7 200 for married couple filing jointly, US$ 6 350
for heads of households and US$ 4 300 for single people.
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There is also a US$ 2 750 personal exemption. This is reduced by 2% for
each US$ 2 500 by which the income exceeds US$ 189 950 for married
couples, US$ 126 600 for single taxpayers and US$ 158 300 for heads of

households.

Reliefs for children

For each child and other dependant, the taxpayer can deduct US$ 2 750.
There is a child credit of up to US$ 500 per child. This is withdrawn at a 5%
rate once income exceeds US$ 110 000 for married taxpayers and US$ 75
000 for others.

Taxpayers with three or more qualifying children may be eligible for a non-
wasteable child credit, subject to certain restrictions. The refundable amount
is equal to the amount by which the child credit exceeds the taxpayer’s tax
liability, but cannot exceed the taxpayer’s social security taxes less the earned

income credit received (see below).

Reliefs for low-income workers

Low-income workers with dependants receive a non-wasteable earned-
income credit. For taxpayers with one child, the credit is 34% of earnings up
to US$ 6 800. The credit is withdrawn on earnings between US$ 12 460 and
US$ 26 928.

For taxpayers with two or more children, the credit is 40% of earnings up to
US$ 9 540. The credit is withdrawn on earnings between US$ 12 460 and
US$ 30 580.

The earned income credit for people without children (aged between 25 and
65) is 7.65 per cent on earnings up to US$ 4 530. The credit is withdrawn on
earnings between US$ 5 670 and US$ 10 200.

Reliefs for older people

There is an additional standard deduction in the federal income tax. For
single people the deduction is US$ 5 350 and it is US$ 8 900 for married
couples.

There is also a tax credit targeted on poorer pensioners and the disabled.

The maximum credit is US$ 1 125, but this is withdrawn once total income
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exceeds US$ 17 500 or non-taxable public pension benefits exceed US$ 5
000.

Reliefs for pension income

Social security (public pension) benefits included in taxable income for are
limited the lesser of one-half of annual benefits or the excess of income
(including half the benefits) over US$ 32 000 for married couples and US$ 25
000 for others. A maximum of up 85% of benefits is taxable (if income,
including half the benefits, exceeds US$ 44 000 for married couples and US$
34 000 for others.

Tax schedule

Table 17 shows the personal income tax schedule.

Table 17. Personal income tax schedule:
United States, 1999

Lower limit of bracket (US$) Tax rate (%)
Single person Married couple filing jointly
0 0 15
25750 43 050 28
62 450 104 050 31
130 250 158 550 36
283 150 283 150 39.6

State and local income taxes

The vast majority of states levy an income tax."® The modelling assumes that
the taxpayer lives in Detroit, Michigan. The state of Michigan has a personal
exemption of U$ 2 800 for each taxpayer, their spouse and each child
dependent child. The tax rate is 4.4%. The city of Detroit has a personal
exemption of US$ 750 and a tax rate of 3%. Michigan provides a credit for
city taxes. For city income tax paid up to US$ 100, the credit is 20%. The
credit is 10% on city taxes between US$ 100 and US$ 150 and 5% on city
taxes over US$ 150.

State and local treatment of pension income varies. The state income tax

system for Michigan gives an extra tax-free allowance of US$ 900 for people

1 See Keenay and Whitehouse (forthcoming) and Penner (2000) for broader data on

different states tax treatment of older people.
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over age 65 (US$ 1 800 for a married couple filing jointly). Public pensions
are entirely exempt from the state income tax, as is the first US$ 33 810 of
income from a private pension. All income from pensions is exempt from the

Detroit income tax.

Social security contributions

Employee contributions

Contributions are 6.2% for old-age, survivors, and disability insurance, and
1.45% for old-age hospital insurance. The former applies only to earnings up

to a ceiling of US$ 72 600 while there is no ceiling on the latter.

Employer contributions

Employers pay the same contributions as employees for pensions and
hospital insurance. There is also a levy for unemployment insurance of 6.2
per cent on earnings up to US$ 7 000. There are also state-sponsored

unemployment and work-injury plans to which employers must contribute.

Contributions for older people
Social security contributions are not levied on pension income. However,
people working between pensionable age and age 70 continue to pay

contributions.

Universal cash transfers to families of working age

There are no general transfers related either to marital status or the number of

dependent children.
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