(@ (@

OECD OCDE

The Social Expenditure database: An Interpretive Guide

SOCX 198062003

OECD 2007

(Version: June 2007)

www.oecd.org/els/social/expenditure

email: social.contact@oecd.org



http://www.oecd.org/els/social/expenditure
mailto:social.contact@oecd.org

TABLE OF CONTENTS

THE SOCIAL EXPENDITWRE DATABASE: AN INTERPRETIVE GUIDE............ccccviiiiieeee e 4
R |11 0T [ o110 o USSR 4
1.1.  Changes to SOCX fOr thiS ISSUE......uuuuiiiiiiiiiiiiimr e eeer e a e s e e ane 5
N [ BES1 (=T 0JP 5
1.3.  Outline of INterpretive QUIAE...........uueiiiiieeii e eeee e eenaa 5
2. Defining the SOCIal OMAIN..........euiiiiiiiii e e e e e e e 6
2.1.  What is social and What iS NQL2..........coiiiiiiiiiiiieeeiieiii e eree e ee e e eas 7
2.1.1. Towards a SOCIal PUIMPOSE.......uuuriiiieeeiiiiiiiremriiirrereeeeeeessssnsreesesnrneeeeeesssasnnnnssnessnnedd
2.1.2. Inter-personal redistribution or COMPUISION...........uuviiiiiiiiiiiire e 8
2.1.3. Public private social and exclusively private expenditure...........cccccvvvvvvineeeeeeeeeeeennn. 8

3. Social expenditure programme data in the database..............ccoo v, 11
3.1. Categorisation of programmes across POlICY ArBaS........uuuuuurmuiiicieeeieeeeeeeeeeeeereeeeeeees 11
3.2.  Accounting conventions and PracCtiCeS............oovviiiiiiiieeeiiiiiei e ee s e es e eee s e e e e e e eeeaees 15
3.2.1. Reference, fiscal and taX YEALS........uuuuiiiiiiiiiicmr e eeeer s 15
3.2.2. SOCX does not include adminiStrative COSLS.........uuuuurrrmrrimmmreerieeeieieeeeeeereeeeeseeeeenns 16
3.2.3. SOCX includes cdtal transfers, and SOCX records transactions on an accrual.basi®
TR T B - [ v B0 10 [ (oL U TP PPPTRRR 16
4. Social spending on cash benefits and social SErVICES...........covvvvvvvieeeieeiiiii e, 17
4.1.  PubIliC eXpemiture treNdS..........uuiiiiiiiie e iceee et e e e e e e e 17
4.2. The composition of public social spending in 2003.............ueuiiiee e 20
4.3. Private social expenditure: trends and COMPOSItIQN............uevviiiiiireeeeeeieeeeeeeceee e 22
5. Net (after tax) SOCIAl EXPEMIUIE ..........cooiiiiiiiiiii it ceee e eeeee e e e e seeenees 24
5.1. Direct taxation of cash DENEefitS.........ccooiiiiiiiiiiieeeiii e 25
5.1.1. Methods and sources; administrative records, microsimulation and microdata....... 26
5.1.2. The value of direct taation of transfer INCOME..............uuviiiiiiiirr e 29
5.2. Indirect taxation of consumption out of benefit INCOME...........oooviiiimemiiiiiiii e 29
5.2.1. Methods and sources: national accounts and revenue StatistiCS..................cceeeuveeee. 31
5.22. The value of indirect taxation of consumption out of benefit incame........................ 33
5.3, Tax breaks fOr SOCIAl PUIMPOSES........uuuiiiiiieeeeiiiieee ettt e e e e e e s simnes st e e e e e e e s e enie 33
5.3.1. Methods and sources; the valuation of tax revenue forgone............cccccoovvccceeeeeeeenn. 34
5.3.2. Thevalue of TBSPS N 2003 ........ccoiiiiiiiii e e e e e e e e e e e e e e e e e e e e e e e e e 35
5.4. Net social spending aCroSS COUNIIIES..........cceiiiiiiiiececciiiiii e mmmr e e e e e e e e e e e ees 38
5.4.1. The framework: @ CONCISE OVEIVIEW............uuuuurriuririmmneeeeeeeeaaeaaaaaaaaeeaasssmesnnsnnnnnnnnnnn 38
5.4.2. The overall impacof the tax system on social spending...............cooooiiieeciiiinnnnns 40
5.4.3. PubIic SOCIAl SPENAING .......coiiiiiiiiiiiiiiieeee e eeenre e 40
5.4.4. Social spending from the perspective of households.................o i ceeee, 42
BIBLIOGRAPHY ..ottt ettt ettt e e e e e e smmme e e e ettt e e e e e e e e e e s ammne e e e snsssseeneaaeeeeesesnnnnans 44
ANNEX 1. DETAILED INFORMATION ON SOURCIES..........c.uutiiiiiieieeeiiiimeee s ssiiiieeee e e e e e e esmeee e a7
A.LL. From ESSPROS 10 SOCX.....ciiiiiiiieiiieeiiiicmmeeeiias et sttt s s sesssn s s e e e s e eeabe s s e e e asannneeeeeeses 47
A.1.2. OECD HeaIth JALA.........eeeeieiiiieee et rmmee e e e e e e e e e e s rmmne s s nnnnnneeeeaeesd 49



A.1.3. OECD Active Labour Market Programn@EHabase............cccoviiiiuiiiimmmiriiiieiee e e seiieeeeeeas 51

A.1.4. OECD Education database. ............oouiiuiiiimmmiiiiiiiieie et sess e e s enesseee s 53
ANNEX 2. ADDITIONAL INFORMATION ON NET SOCIAL EXPENDITURE: COUNTRY
RESPONSES: 2001 ANROOS........uuuutiiiieeeeesiiitimmmasieerreeeeeeeeaaaansssennnssssssseeeeeeesssnssssssnmnsssssseeeeeees 56
ANNEX 3 ADDITIONAL INFORMATION: FROM GRGCsS PUBLIC TO TOTAL NET SOCIAL
EXEPENDITURE ...ttt ettt e e e e e e s s s ammne s s s b bbbt e e e e e e e e s e mnnnsns 80

PART I. NET SOCIAL EXPENDITURE INDICATORS RELATED TO GDP AT MARKET PRICES

AND NATIONAL INCOME, IN 2003......ccceiiiietitiiiieeeeeeemee e e s ssssnnnseeeeeeaeessammmeeessssssssnneeeeeeeesssamnnnd 80

PART II. TRENDS IN GROS&ND NET SOCIAL EXPENDITURE.........cccccvvieiiiiieeen e 83
ANNEX 4. HOW TO ACESS SOCX ELECTRONICBLY? ..oiiiieieeeciiiiiiiee e e eeiivnveenaaa e e 85
Boxes

Box 1: The relationship between OECD, Etat and ILO social accounting systems.................... 6.

Box 2: ldentifying and categorising benefits with a social PUrPOSE..........euveeiiiiiccceieeeeeeeeeeeee, 10

Box 3: An example of calculating Average Itemised TaX raes............ccooeerieeeivviveinninnnnnnnnns 28



THE SOCIAL EXPENDITU RE DATABASE: AN INTE RPRETIVE GUIDE

1. Introduction

1 The OECD Social Expenditurdatabasewas developd in the 1990s to facilitate social policy
analysis (OECD, 1996)In principle the $stem ofNational Accounts(SNA) provides a comprehensive
accounting framework for social expenditure atgdfinancing (SNA, 1993). In practice, howevethe

aggregate ature of datancludedind6 soci al tr ansf einmtse@®NApoaedihadeguatthr i n ki
analysis of public social policy programmes and trénigisthe context ofts work-programme on public
spending the Secretariat tried unsuccessfully to ésitabh a comprehensive basis what spending items

were included in the (sulaggregate spending amounts recorded as government outlays by function in the
National Accounts (Varley, 1986, and Oxletyal, 1990).As a resultwhen theOECD Social Expenditure
databasg(SOCX) was set up in the early 1990s, it was designed to be transparent through the recording of
spending items at a detailed levél.e G6soci al e X p e hod example,8OCXY inaudes a mme 6
information for60 separateocial programmes forabadaand65 for both the Netherlands and the US.

2. The detailed information on social expenditure items included in SOCX permits a variety of
types of analysis of the effects of social policy to be undertakemdetail in SOCX allows for imdepth

study of national and crosmtional social protection policy, as for example in @ECD Economic
Surveysof individual member countriesand also allowdgor a grouping of expenditures to match the
analyticalneeds olusers, as for example: using different definitions of active social pdicygssessment

of spending on all incapaciglated support programmesn evaluation of expenditures targeted primarily

at different age groupsetc. Both OECD analysts and extermakearchers makextensive use of
information on trendand changes in the composition of social spendsim SOCX for example, Adema

and Ladaique (2006 astles (2004)Hennessey and Warin (2008earson and kttin (20®), Siegel
(2005),andWhiteford and Adema (2007).

3. The detailed nature of expenditure data in SQHS6 constitutes an important form of quality
control as the high level of transparenagsociated with detailed recordidgnits the scope for
inappropriate recordin@ncluding double counting)f spending itemg SOCX

4, For the years 198R003, his issue of SOCX presergpending information by social expenditure
programme for all 30 countriesis expessed in national currency. SOCX also presents the aggregated
public and private social expenditure grouped along 9 social policy areas, and to facilitate international

1. Prior to this release of SOCX the OE®@Bs produced 4 updated volunadghe data bassince the initial
release;OECD (1999; 2000a; and, 20Dp¥ia CD-ROM, while the Social Expenditure datde 1986
2001 was releasdéd September 2004 through threernet

2. For the regular data collection for the NatioAacounts countries only report two items that are directly
related to public social expenditure 1), social transfers in cash (D62)auttial transfers in kind (3.
Data recorded for th€lassification of Function of Governmef@OFOG) typically record 4 public social
expenditure items (spending by General government, central government, local government and social
security funds, ' OECD 2006a), althoughational sources may provide more det&ibr example,
Statstics Canadaeports about 20 items on public social transfers in Canvaga (statca.cg.


../../../../../SOCX/STD-QR/www.statcan

comparisons this information is related to gross domestic praglesis national inaoe, total government
expenditure, and in purchasing power parities per head.

1.1. Changes to SOCX for this issue

All OECD Databases have been or are being assessed using a framework developed by the OECD
Statistics Directorate in order to improve their qualithis quality assessment suggested there were two
areas where further work was urgently required to improve data quadlitythe recording of longerm
care and child care, whene the pastherewasinconsistency of treatment across countries and nmeso
cases double counting of expenditures or missing &atathis issue of SOCX data have been improved
which required changes to be-oodinated across a number of different data batbesOECD Health
Data, the OECD database on Labour Market Programmes theOECD Education databageeesources
in section3.3 and Annex 1)

5. In order to remain consistent with the SNA93, SOCX now records pensions paid to former civil
servants through autonomous funds as a pra@eading itera (sectior2.1.3.

6. The OECD has developetifferent and more comprehensive measures of the resources devoted
to social policies in OECD countriegndicators on net (after tax) total (public and ptd&) social
expenditureThis work started in the miti990s with initial estimates fan net public social expenditure

for 6 countries(Ademaet al, 1996) butover the years the methodological framework and available data
have been extended to coved CECD countries Australia, Austria, Belgium, Canada, the Czech
Republic, Denmark, Finland, France, Germany, Iceland, Ireland, Italy, Japan, Korea, Mexico, the
Netherlands, New Zealand, Norwaortugal,the Slovak Republic, Sweden, Spain, the United Kingdom
and the United State$his work is undertakeim close collaboration with th @ ECD Centre for Tax Policy

and Administration, anffom now on these indicators areated as an integral part of SOC3ection5),

andwill be updatedas the rest of the ddtasej.e. every two years.

1.2. Next steps

7. Work is under way to develop data baserobenefit recipientsthis wouldallow for a mapping

of expenditures to benefit recipients, so permitting analysis of trends iridi@ne$ and average spending
per Dbeneficiary. An initial overview of data will be presented in a working paper
(www.oecd.org/els/workingpapgrto be released in 2007. Including information on besetitpients in
SOCX will be considered for the next issue of SOCX in 2008/9.

8. A number of other areas are identified where further work is desirable, include: further
development of metadathetter recording of exgnditures by suational units, and NGOs (charities);
and more comprehensive recording of informatiorpawmate pensiongthe currentreatmentis accurate,

but says little on the maturing of pension fun@&ecial features in futureditions of SOCXmay cover

some of thesand other topicas, for example, social protection in selected-ma&mber countries.

1.3.  Outline of interpretive guide

9. This interpretiveguide first defines the social protection domdsection 2), then outlines
categorisation and recording practi¢ssction 3), before discussiniget main gross (before tax) spending
trendsin section 4 Section5 discusgs the net social spending indicators. Annexpresents detailed
information on sources useAnnex 2and 3give additional information on net social expenditure; and
Annex4 shows how to access SOCX electronically.
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2. Defining the social domain

10. To facilitate crossountry comparisons of social expendituthe first step is to demarcate what
spending is 6socialé and what is not. The OECD de
AThe provision by public and private institu

targeted at, households and individualoider to provide support during circumstances which
adversely affect their welfareprovided that the provision of the benefits and financial
contributions constitutes neither a direct payment for a particular good or service nor an

Y

individual contractot r ansf er . 0

Since only benefits provided by institutions are includethe social expenditure definitiptransfers
between householdsalbeit of a social nature, are rintthe social domain

11 Social benefitsriclude cash benefits (e.g. pensionspme support during maternity leawand

social assistancpayment}, social services (e.g. childcare, care for the elderly and disabled) and tax breaks
with a social purpose (e.g. tax expenditures towards familigschildren, or favourable tax treatment of
contributions to private health plans).

12, The OECD Social Expenditurdatabase(SOCX) has been designed to be compatible with the
System of National Accounts arnter alia the System of Health Accoun(©ECD, 2000h and SNA,
1993 . It i s al so br oadI|Eyropean Bystam of Sdcial Prnatectioh Stdfisticso st at

ESSPROSand the ILO Social Security InquifySSI(Box 1; Eurostat, 1996andILO, 2005) Information

on social expenditure and reapcy of social support that is collected by the Asian Development Bank as
part of its SocialProtection Indexinitiative is alsobroadly compatible with theother databases (ADB,
2006).

Box 1: The relationship between OECD, Eurostat and ILO social accounting systems

Compared to SOCX, the scope of Eur ost at 6s European System i0ESSPROSI|anPd ototeede] t | b@®06 St
Security Inquiry 7 SSI, is wider as these systems also include information on financing of social expenditure. From a statistical
perspective it may be desirable that the OECD Social Expenditure database is extended to include information on the financing of
social programmes that is consistent with the OECD Revenue Statistics (OECD, 2006a), but the resources that would be required for
such an exercise are likely to far exceed the gains that could be made in terms of strengthening policy analysis.

In terms of social domain, the OECD has arguably the largest scope as it has developed a methodology, which facilitates the
comprehensive accounting of fiscal measures that affect social protection (see below and, for example, Adema, and Ladaique, 2005).
In terms of gross spending items, the SSI has a relatively large scope as it includes spending supporting on basic education, as for
example spending on school-books (SOCX reports public spending on education as a memorandum item, see Annex 1.4). The scope
of ESSPROS is narrower than that of SOCX and the SSl asitf ocuses on suppattotcamdedd anmo [biendi vi ¢
consequently, it does not include all spending on public health expenditures or active labour market programmes. The ILO and the
OECD both record spending on Active Labour Market Policies, with the OECD-definitions being the least restrictive as they include
government subsidies towards the cost of employment of previously unemployed persons.

Functional categorisations in ESSPROS (Eurostat, 1996) and the Social Security Inquiry (ILO, 2005) are slightly different, also from
each other. ESSPROS groups items in 7 functions, the SSI identifies 11 functions, while SOCX has 9 social policy areas at present.

The SSI aims to record data on persons by and recipients of social benefits. The OECD is currently developing SOCX to also include
information on benefiti recipiency and intends to publish preliminary information on 21 OECD countries in 2007. Eurostat collects data
on pension beneficiaries.

3. Social spending does not include remuneration ¥eork, as it does not cover market transactions, i.e.
payments in return for the simultaneous provision of services of equivalent value. Employer costs such as
allowances towards transport, holiday pay, etc. are part of remuneration in this sense.



2.1. What is social and whais not?

13. There arewo main criteriawhich have to be simultaneously satisfied for an expenditure item to

be classified as social. First, the benefits have to be intended to address one or more social purposes.
Second, programmes regulating the provision of benefits have vavéneither a) interpersonal
redistribution, or b) compulsory participation.

2.1.1Towards a social purpose

14. The OECD Social Expenditure Databageoups benefits with a social purpaee policy areas
(see also se¢ion 3.1 for more detail)

Old-agei pensions, early retirement pensions, hdralp and residential services for the elderly;
Survivorsi pensions and funeral payments;

Incapacityrelated benefitsi care services, disability benefits, benefits accruingmfr
occupational injury and accident legislation, employee sickness payments;

Healthi spending on inand outpatient care, medical goods, prevention;

Family i child allowances and credits, childcare support, income support during leave, sole
parent payrants;

1 Active labour market policie$ Employment services, training youth measures subsidised
employment, employment measures for the disabled;

1 Unemploymenti unemployment compensation, severance pay, early retirement for labour
market reasons;

Housingi housing allowances and rent subsidies; and,

Other social policy areas noncategorical cash benefits to lamcome households, other social
services i.e. support programmesuch as, food subsidies, which are prevalent in some non
OECD countries.

15. The borderline of the social domain is not always immediately clear because policy objectives
differ across countries. Tackling child poverty is an important policy objective in all OECD countries, and
support for chitiren (either through cash transfers, services or through the tax system) is considered as
social. However, favourable fiscal treatment of marital status is not considered as social support in the
OECD Social Expenditurglatabase as there is no OECide agreement on whether such support
reflects the pursuit of social policy objectives (across countries there are also different views on the basic
economic unit, which is the appropriate basis for taxation).

16. In pradice, data issues also play a role in determining whether certain items are considered social

or not. For example, en saving programmes are earmarked towards income support in retilement
towards contingencies covered by other social policy areasythar e consi dered to be
general savings programmes are considered to be outside the social domain even though part of these
savings are likely to be usedl for example retirement.Life insurance programmes which are often-tax
advantged can also perform a social function, includprgvision ofsurvivor® b e m@relfaccidest
insuranceamong the contingencies covered. However, such policies are often taken up to cover mortgage
policies, and there is no data available on a etossity basis that allows for a comprehensive
demarcation. Therefore, life insurance saving is not included in the social domain.

17. Rent subsidies are considered social, as is residential support for the elderlgddisabbther
population groups (as recorded under-@d, Incapacityelated benefits, etc). Mortgage relief for low



income households has some similarities with such programmes. However, it is unclear up to what level of
income, or what level of propertyalue, suchsupport should be considered socRé&levant thresholds

differ across countries, while, in any casecomprehensiverossnationaldataset is not available. For
these reasons, mortgage relief is not considered here as a tax break wiih puspase.

2.1.2Inter-personal redistribution or compulsion

18 Expenditure programmes ar e considered 6soci
entitlements involve intepersonal redistribution of seurces amongprogramme participantsn other

words, if entitlements are not the result of direct market transactions by individuals given their individual
risk profiles. The provision of acial services(by public authoritiesand/or or norrgovernment
organisations and social insurance and social assistance programmes practically always snvolve
redistribution across households. Such programmes are either financed through general taxation or social
security contributions, which lead to the redistribution of resourcesss the population or within
population groupse(g.all members ofin unemployment insurance fund).

19. Inter-personal redistribution in private programmes is often introduced by government regulation
or fiscal irtervention. Governments may force individuals and/or employers to upk@rotection
provisions regardless of their rigkofiles or the prevailing market prices. For example, through risk
sharing €.g.through forcing insurance companies to have one pocdoth sick and healthy people)
public policy can subsidise sick people, and thus ensure redistribution between households. Public fiscal
intervention to stimulate private takg on a collective or individual basis also means that theuke
decisionis not fully determined by the individual rigkofile or prevalent market priséthe same holds

for social benefits derived from collective agreements or taken out by employers on a collective basis).
There is a high degree of similarity between legatlpulated private arrangements and-aalvantaged

plans.

20. Social benefits are also defined to include some (public and private) pension programiimes that
theory do not necessarily involvedistribution of resawes across households, for example,the
compulsory government managed individual savings scheme in Singapore (Ramesh, 2005). This is because
just aswith the provision of tax relief, compulsion reflects a policy judgement that coverage of these plans

is desirable, and hence, these programmes are considered social.

2.1.3Public, private social and exclusively private expenditure

21. The distinction between public and privaecial protection is made ahe basis of whoeer
controls the relevant financial flows; public institutions or private bodHablic social expenditure: social
spending with financial flows controlled by General Government (different levels of government and
social security funds), as social insurarand social assistance payments. For exaniplkaess benefits
financed by compulsory employer and employee contribuijmteipts)to social insurance funds are by
convention considered puhlim line with SNA93, SOCX records pensions paid to fornearil servants

4. SNA (199 3) , para 8.63 states: ifé Soci al i nsurance sc
employees, as opposed to the working population at large, are classified as private funded schemes or
unfunded schemes as appropriate and are not classifedasi a | security schemes.

for pension payments to former civil servants top be classified as private, these payments have to go
through autonomous private funds (e.g. separate pension and/or insurance companies), for which the
governnent does not make up the deficit on a regular basis (e.g. in practice benefit schemes which are
defined contributions plans). Neautonomous pension schemes (including pension benefits paid directly
from the government budget) remain institutionally inglogernment sector.

¢



through autonomous funds as a private spending item (Australia (parti@inada, Denmark, Iceland,
Finland, the Netherlands, Sweden and the UK). All social bemefifgrovided by general government are
considered O6privatebo.

22. Within the group of private socifknefits, a further two broad categories can be distinguished

1 Mandatory privatesocial expendituresocial supportstipulated by legislatiorbut operated
through the private sectoeg. direct sickness payments by employers to their absent empl@ses
legislated by public authoritie®r benefits accruing from mandatory contributions to private insurance
funds

i Voluntary private social expenditure: benefits accruing from privatelyatgd programmes that
involve the redistribution of resources across househalds include benefits provided by NGOs, and
benefit accruingrbm tax advantaged individual plans and collective (often enmpéorelated support
arrangementssuch as for exaple, pensions, childcare support, and, in the US, employraktéd health
plans

SOCX includes datan the magnitude of private social spending across the QBQDhis data is
nevertheless deemed ofserquality than informatiomn budgetary allod#ons for social support.

23. Takeup of individual insurance, even with a social purpose, is a matter for the persons
concerned, and premiums are based on the individual preferences and the individual risk profile. F
example, if someone takes out private pension insurance which is actuarially fair, then thexe &teo
redistribution across households. The insurance company sets the price so that the individual can expect to
receive back in compensation paymesgactly what it costs him or her. Such spending is not considered
soci al, but 0 e x c Rlusammarzésyhichpekpenditureseade. social and Iwbkich are not

while Box 2 provides further detail on issues with the categorisation of bendfita social purpose.

Table 2.1: Categorisation of benefits with a social purpose L2

Public Private
Mandatory Voluntary Mandatory Voluntary
Redistribution Meanstested benefits,| Voluntary Employerprovided Tax-advantaged benefits,
social insurance participation in public | sickness benefits, e.g. individual retirement
benefits insurance benefits accruing from accaints, occupational
programmes. Self mandatory pensions, employer

empl oy ed 0] contributions, to, for | provided health plans
to obtain insurance example, pension or

coverage. disability insurance.

No redistribution Benefits from Non taxadvantaged | Exclusively privateBenefits
government managed actuarially fair accruing from insurance
individual saving pension benefits plans mught at market
schemes prices given individual

preferences.

(1) By definition transfers between individuals, even when of a social nature, are not considered to be within the social domain.
(2) The shaded cells reflect benefits that are NOT classified as social.

5. The Australian pension arrangements for former civil servants constitute a hybrid of public and private
components. The relevant pension payment is a defined benefit scheme which is guaranteed by the
government and thus classified public. In contrast, the lurgum payment which many civil servants
take on retirement is based on their compulsory contributions and interest rates; relevant spending has been
grouped under mandatory private social expenditure for Australia.

6. It might be argued that only the value of the fiscal intervention towardgrivete pensiofenefit should
be considered social. However, relevant fiscal measures redistribute resources up to the level where tax
advantages no longer apply, and thus all benafitruing from such contributions should be included.



Box 2: Identifying and categorising benefits with a social purpose.

The OECD Social Expenditure database groups social benefits by the nature of provision into public, mandatory
private and voluntary private social expenditure across 9 different social policy areas (issues related to the
classification of items across policy areas are discussed in section 3.1). All other (insurance) arrangements with a
social purpose, which are based on individual risk-profiles and obtained at prevailing market prices are outside the
social domain. Examples of such arrangements that do not involve redistribution or compulsory participation are
individual pension plans and individual health insurance packages.

In theory, information on the purpose of social expenditure programmes, their redistributive nature, their legal
basis and control of financial flows, provides clear benchmarks for identifying public, mandatory private, voluntary
private and exclusively private programmes. Sometimes classification is straightforward. For example, income support

during parental |l eave paid by a public insurance fulnd

employers to fathers on paternity | eave are Omandat oonly
their own initiative (or because they signed up to a collective labour agreement), are voluntary private. More difficult is
it, when payments involve a mixture of these forms, and in the absence of good data classification decisions have to
be made.

In particular, regarding private pension funds it can be very difficult to make an unambiguous categorisation
between mandatory private benefits, voluntary private benefits, and, benefits that are not considered part of the social
domain. Classification problems are exacerbated by the fact that contributions that underlie pension payments are
made over various years and the nature of the contributions can shift over time.

Consider the case where benefit payment in year t, B(t), is related to contributions in previous years, C(t - n), and
the rate of return on investment income, I(t-n):

Bt)y=F[S (C(t-n), I(t-n) ) ]

The total amount of contributions (C) paid to a particular arrangement over the years can be sum of different
types of contributions: mandatory contributions (Cm); (Cv); and, exclusively private contributions (Ce). In any particular
year:

C=Cm+Cv + Ce.

Thus, benefit payments in a given year can be related to four types of contributions made over previous years
and the relative importance of the different types of contributions can shift from year to year.

Often, data on benefit payments only record aggregate payments (Bx) and do not separately identify payments
due to different types of contributions (Cm, Cv, Ce). For example, data on pensions paid by Superannuation plans in
Australia or private pension plans in Switzerland do not separately identify payments derived from mandatory private,
voluntary private or exclusively private pension contributions. All superannuation pension payments (not the lump-sum
payments) to former private sector workers are grouped under voluntary private social benefits, as the pension
payments that derive from mandatory contributions are currently relatively small. However, with recently increased
mandatory contributions rates, pension payments deriving from mandatory contributions in Australia are expected to
increase with the maturing of Superannuation plans.

Individual pension plans, for example, individual retirement accounts in the US, are only in the (voluntary private)
social domain in as much the underlying contributions were tax advantaged (in New Zealand, where favourable tax
treatment concerns payments and not contributions, only the pension payments subject to tax-advantages would be
included). Ideally, we would not include those private benefits that derive non-fiscally advantaged contributions, but
data, which allow for such a distinction is not always available. The decision on whether or not to include individual
pension programmes is made on a case-by-case basis. For example, available tax data for the US facilitates the
identification of pensions and individual retirement disbursements, which are part of social domain as defined above,
and are therefore included in the private pension expenditure data in SOCX (see section 4.3).

24. Life insurance savings plans are considered outside the social domain as comprehensive

information on that part of life insurance payments which is earmarked for poguases is not available
in fact, there is nocomprehensive information olife insurance benefitsAlthough the practice of

1C



reinsuance makes it difficult to get a precise view on the importance of-liisurance arrangements,
available information orife insurancepremiums suggests that life insurance arrangements play an
importantrole (OECD, 20®b). To a considerable extent life insurance polices are taken up to cover
mortgage arrangementsvhich is not considered to serve a social purpose, buatpriNfeinsurance
benefits with a social element, such payments towards death, disability, medical interventions and
retirement, can be important and are included where these are separately identifiable (see below).

25. There are significant differences across countries in the extent to which social policy goals are
pursued through the tax system or in the role of private provision within nation social protection systems
(see below). These differences point to sutishvariance in the rdistributional nature of social systems.
Some private social programmes may generate a more limitisgtrdution of resources than public ones,

and tax advantages towards private pension and health plans are more likely tharbeoefit the
relatively weltto-do. Private employmesntlated social benefits mostly-aflocate income between the
(formerly) employed population, and the same holds largely true for fismdsntaged individual or
group retirement plansCrossnational differences in redistribution are not just related to individual
programme design, but also to the overall level of social spendiogmk redistribution in a high public
spending country such as Denmark tends to be larger than in, for exampls, thdnere private social
spending plays a much more substanti al role (F°r s
2007).

3. Social expenditure programme data in the database
3.1. Categorisation of programmes across policy areas

26. The OECD Social Expenditure Databageups benefits with a social purpdse policy areas
Old-age, Survivors, Incapaciglated benefits, Health, Family, Active labour market policies,
Unemployment, Housing, and Other socialigy areas Table 3.h shows the structure of SOCX database

for public and mandatory private programmes, Table 3.1b shows the simplified structure of SOCX
database for voluntary privaxpenditureasthe quality of informatioris not as high asn budgedry
allocations and spending detail by programme is not available on a comprehensive basis
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Table 3.1a Structure of SOCX database for public and mandatory private programmes
by branch (1-9), type of expenditure (cash / in kind) and type of programme

1. OLD AGE

Cash benefits
Pension
Early retirement pension
Other cash benefits

Benefits in kind
Residential care / Home-help services
Other benefits in kind

2. SURVIVORS
Cash benefits
Pension
Other cash benefits
Benefits in kind
Funeral expenses
Other benefits in kind

3. INCAPACITY-RELATED BENEFITS
Cash benefits

5. FAMILY

Cash benefits
Family allowances
Maternity and parental leave
Other cash benefits

Benefits in kind
Day care / Home-help services
Other benefits in kind

6. ACTIVE LABOUR MARKET PROGRAMMES
Employment service and administration
Labour market training
Youth measures
Subsided employment
Employment measures for disabled

7. UNEMPLOYMENT
Cash benefits

Disability pensions

Pensions (occupational injury and disease)

Paid sick leave (occupational injury and disease)
Paid sick leave (other sickness daily allowances)

Unemployment compensation / severance pay
Early retirement for labour market reasons
Benefits in kind

Other cash benefits
Benefits in kind
Residential care / Home-help services
Rehabilitation services
Other benefits in kind

4. HEALTH
Benefits in kind

8. HOUSING
Benefits in kind
Housing assistance
Other benefits in kind

9. OTHER SOCIAL POLICY AREAS
Cash benefits
Income maintenance
Other cash benefits
Benefits in kind
Social assistance
Other benefits in kind

Table 3.1b Structure of SOCX database for voluntary private expenditure

1. OLD AGE
Pensions to former private sector workers
Pensions to former civil servants

3. INCAPACITY-RELATED BENEFITS

4. HEALTH

9. OTHER SOCIAL POLICY AREAS

12



27. The nine policy areas are defined as follows, includixeyrglesof programmes (seAnnex 4
for details on codes girogranmes):

1 1. Oldage - comprisesall cash expenditures (including lusspm payments) on olage
pensions. Oléhge cash benefits provide an income for persons retired from the labour market or
guarantee incomes when a person has reached a 'standaidhalele age or fulfilled the
necessary contributory requirements. This category also includes early retirement pensions:
pensions paid before the beneficiary has reached the 'standard’ pensionable age relevant to the
programme. Excluded are programmesaswning early retirement for labour market reasons
which are classified under unemployment. -@igk includes supplements for dependants paid to
old-age pensioners with dependants underaglel cash benefits. Old age also includes social
expenditure on seices for the elderly people, services such as day care and rehabilitation
services, homéelp services and other benefits in kind. It also includes expenditure on the
provision of residential care in an institutidior(example the cost of operating homdor the
elderly). Examples of programmes include:

- f250.10.1.1.1.1Basic scheme: CNAY i s the French public bas
AR®gi me g®n®r al o

- f208.10.1.2.1.Assistance in carrying daily tasks forthe eldérlyi s t he Dani sh ¢
from municimlities that offers services to the elderly

- A392.20.1.1.1.EEmployees' pension fundls i s t he Japanese mandator
pension scheme

- 1826.30.1.0.0.Pensions to former civil servapts i s t he UK progr amme r
benefits to formecivil servants;

9 2. Survivors- many countries have social expenditure programmes in the public sphere which
provide the spouse or dependent of a deceased person with a benefit (either in cash or in kind).
Expenditure in this policy area has been groupeatkusurvivors. Allowances and supplements
for dependent children of the reci pilarepesof of a
programmes include:

- A124.10.2.1.1.ZPP and QPP: surviving spouse's persioni s t he Canadi an Pe
Quelec Pension Plan programs paying benefits to surviving spouses

- f348.10.2.2.1.1Funeral expenses (meatestedd i s t he Hutesteé prog@am me a |
giving public support for funerals.

1 3. Incapacityrelated benefits disability cash benefits comprise adigh payments on account of
complete or partial inability to participate gainfully in the labour market due to disability. The
di sability may be congenital, or the result |
Spending on Occupational injuand disease records all cash payments such as paid sick leave,
special allowances and disability related payments such as pensions, if they are related to
prescribed occupational injuries and diseases. Sickness cash benefits related to loss of earning
because of the temporary inability to work due to iliness are also recorded. This excludes paid
leave related to sickness or injury of a dependent child which is recorded under family cash
benefits. All expenditure regarding the public provision of healtk arecorded under health.
Social expenditure on services for the disabled people encompasses services such as day care and
rehabilitation services, horfeelp services and other benefits in kitkamples of programmes
include:



- f756.10.3.1.1.1Disability pension: invalidity insurance (non meaasted i s t he Sw
public nonmeans tested disability insurance pension

- M42.103.14.Paidsickleave i s the public programme in LI
of wage (up to a ceiling) for sick blue collar doyees from I day of sickness up to 3
months and sick white collar employees frafim3onth up to 12 month of sickness

- 1578.20.3.1.4.5ickness and waiting period benéfit i s an esti mation of
paid by employers in Norway during thestitwo weeks of sickness

- A752.30.3.0.0.0ncapacityr el at ed benefitsodo include Swedi s
disability pensions.

4. Health- social expenditure data in the health policy deestaken from the OECBlealth Data
(OECD, 2008). All public expenditure on health is included (not total health expenditure):
current expenditure on health (personal and collective services and investment. Expenditure in
this category encompasses, among other things, expenditure-patieint care, ambulatory
medical services and pharmaceutical goods. Individual health expenditure, insofar as it is not
reimbursed by a public institution, is not included. As already noted, cash benefits related to
sickness are recorded under sickness ben#&fidkintary privatesocial health expenditure are
estimates on the benefits to recipients that derive from private health plans which contain an
element of redistribution (such private health insurance plan are often empldyasedtand/or
tax-advantaged)For more informatin (including the longerm care double counting issusge

Annex 1.2.

5. Familyi includes expenditure which supports families (i.e. excludingpamson households).

This expenditure is often related to the costs associated with raising childreth tnevsupport

of other dependants. Expenditure related to maternity and parental leave is grouped under the
family cash benefits sutategory Examples of programmes include:

- f56.10.5.1.1.FFamily allowance: National office for employees' family allonesdc i s t he
Belgian public programme giving child benefits to families

- fi246.10.5.1.2.2Maternity and parent's allowarte i s t he soci al secur
income maintenance in the event of childbintfrinland

- f203.10.5.2.1.6Child care (preprimary edeationp i s the public spend
Republic to care for child under mandatory school age

6. Active labour market programmescontains all social expenditure (other than education)
which i s aimed at the i mpr ooffiadimg gainful emiploymbent b e n ¢
or to otherwise increase their earnings capacity. This category includes spending on public
employment services and administration, labour market training, special programmes for youth
when in transition from school to workadour market programmes to provide or promote
employment for unemployed and other persons (excluding young and disabled persons) and
special programmes for the disabled. For more detailed information regarding the categorization

of expenditure on ALMP, sennex A.1.3.Examples of programmes include:

- M84.10.6.0.1.National employment service (STR®) Mexico

- M0.10.6.0.2.Institutional trainin@ i n Austri a

- 1620.10.6.0.3.46upport of apprenticestbp i n Por t ugal

- A300.10.6.0.4.Bupport of unemployed workein enterprises in difficulty i n Gr eec e
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- f554.10.6.0.5.¥ocational rehabilitatiof or di s aib NesvZgalerwip | e 0

1 7. Unemployment includes all cash expenditure to people compensating for unemployment.
This includes redundancy payments out of pul#sources as well as pensions to beneficiaries
before they reach the 'standard' pensionable age if these payments are made because they are out
of work or otherwise for reasons of labour market pokxamples of programmes include:

- f36.10.7.1.1.2 Newstat all owanceo for Austr al-dft@onk unemg
unemployment benefit

- A380.10.7.1.2.1Early retirement for labour market reasons f r om Nat i onal Soc
Institute in Italy.

1 8. Housing- rent subsidies and other benefits to theviitlial to help with housing costs. This
includes direct public subsidies to tenarsspme countries, e.g. Norwaypmeowners living in
their house) earmarked feupport with the cost of housing. SOCX also reports direct housing
provision to the elderlydisabled, lonincome families, but excludes mortgage relief (fiscal),
(capital)subsidies towards the construction of housing) support or implicit subsidies. By
convention, all housing benefits are classified askind benefit as they arearmarked
expenditures.

- A372.10.8.2.1.Housing benefits f kooahAuthority Housing Subsidies Ireland for low
earners

1 9. Other social policy areasincludes social expenditure (both in cash and in kind) for those
people who for various reasons fall outside theps of the relevant programme covering a
particular contingency, or if this other benefit is insufficient to meet their needs. Social
expenditure related to immigrants/refugees and indigenous people are separately recorded in this
category. Finally, anyagial expenditure which is not attributable to other categories is included
in the subcategory other.

- f276.10.9.1.1.Income support (Social assistarice) i n Ger many

- Ai840.10.9.1.1.1 Earned income t éeecalsorséiodi t : r
5.3.2)

3.2.  Accounting conventions and practices
3.2.1Reference, fiscal and tax years

28. The recording period with respect to the social expenditure data is not the same for each country.
Most countries report data byleadar year (1 January to 31 December), except for Australia, Canada,
Japan, New Zealand, the United Kingdom and the United States where the data reported pertain to a
financial year which differs from the calendar year. Adopting the same conventiomasidoal accounts,

year fAno is taken to mean the year in which a fir
1 July or 1 October. In cases where the financial year for social expenditure does not coincide with the
calendar year, theslevant periods have been taken on a prorata temporis basis when using GDP (available

for calendar years) and the GDP deflator, see below. For all other countries, GDP data refer to the calendar
year.

1 In Canada, Japan and the United Kingdom, the finaryeiai (n) runs from 1 April (n) to 31
March (n+1) for soci al expenditur e, requirin
0.25*GDP(n+1).



1 In the United States, the financial year (n) runs from 1 Octobé) (o 30 September (n) for
social expenditure, equi ri ng an adj ust menl+0f79GDP(QDP ( inod)

1 In Australia and New Zealand, the reference years for social expenditure, although defined as
July to June and not by calendar year, correspond to the calculation period for GDP.
Consequethy no special adjustments are requirédl.the data refer to fiscal years beginning on
the 1st July of the year indicated

3.2.2S0CX does not include administrative costs

29. SOCX generally excludes administration costs, the costs incurred with the provision of
benefits, as these expenditures do not go directly to the beneficiary. Administration costs cover
expenditure on the general overheads of a social expenditure programme: registration of beneficiaries,
adminigration of benefits, collection of contributions, controls, inspection, evaluation and reinsurance.

30. However, regarding the provision of services such as uihdire Labour Market Programmes
(ALMP) and public expediture on health, the administration costs are included in the totals. It should be
noted that these are data from BECD ALMP database and OECBealth Data which have their own
concepts and definitions. The inclusion of these costs in the expenditjustfied as they are part of the
service being provided to beneficiaries, such assprker reception and counselling, or patient reception
and hospital services.

3.2.3S0CX includscapital transfersand SOCX records transactions on an accrual basis
3.3. Data sources

31 The nature of SOCX datprocessing is not straightforward as data do not derive from one all
encompassing questionnaire, but are taken from diffecemtesn different formats

1 For all OECD countriesdata on public expenditure on health and public expenditurtire
labourmarketpolicies (ALMPSs) are taken fronthe OECD Health Dateaand theOECD database
on Labour Market Rogrammesrespectivell(OECD, 2006, and 2006, Statistical Annex)Data
on uremployment compensation (cash transfers) are taken from the LMP database for OECD
countries that do not belong to the EU and from ESSPROSfa@ountries.

9 For 8 NonEuropean OECD countries, data deliveredirpugh the services of the delegates to
the Waking party on Social Policy of the Employment Labour and Social Affairs committee
responding to the SOCRuestionnaire.

9 For 22 European countries (E19, Iceland, Norway and Switzerland), data on social expenditure
is provided by EUROSTATas based on theinformation in their ESSPROSdatabase
(EUROSTAT, 208).

32 This is notan ideal way to collealata,not least because it limits interactiaith dataproducers

in European OECD countries. However, there has bé&#n dhoice in the matter. From the start, OECD
member states that also belong to the EU have insisted on providing data to the OECD via EUROSTAT in
order to avoid having to deal withultiple social spendinguestionnaires. This is understandable, busdoe

mean that) information is only received froBUROSTAT oncdéthas6 val i dat edd6 t he dat
countriesand b) data received BSSPROSormat has to be madeompatible with information for nen

European OECD countriesurthermore, as ESSPRO&ta do not includall public spendingon health
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and/or spending on active labour market policaé individual country files are inevitably built from
different sources (see Box.1)

33. To achieve comparability adpending data for all OECD countries invohgsing through the
EUROSTAT data submission to identify and sipfoant voluntary privatesocial expenditure itemt

ensure compatibility with the public (and mandatory private) spending datdl OECD counties and

more generally ensure consistency of the spending data that are taken from different stonessl

includesmore detail ordatasources.

34. Other reference series used in SO&¥ from OECD (2008§), Naional Accounts:

9 Gross Domestic Produ¢GDP),

9 Deflator for GDP,

9 Gross Domestic Produat 2000 price$GDPV),
9 Purchase Power Parities (PPP),

9 Exchange ratéEXC),

9 Population(POP)

9 Growth National Income (GNI),

1 Total general government expendit(&OV).

4, Social spending on ashbenefits and sociakervices
4.1.  Public expenditure trends

35. Since 1980, gross public social expenditure has increased from about 16% to 21% of GDP in
2003 on average acros8 QECD countris (Chart4.1). Experiences differ across OECD countries, but on
average public social spendit@GDP ratios increased most significantly in the early 1980s, early 1990s
and, again in the beginning of this millennium, when the average public speodiiaP increased by 1%

of GDP from 2000 to 2003. In between these decennial turning points spéox@iP ratios changed

little; during the 1980s the average OECD public social spending to GDP ratio oscillated just below 20%
of GDP while during the 1990s iteinded downwards after the economic downturn in the early 1990s, but
nevertheless remained above 20% of GDP. In most OECD countries, speEr@Gibg ratios in 2003 were

well above 1980s levels, except for the Benelux countries, and the Netherlands ilgoamticere during

the 1990s persistent economic growth, tightening of generosity of, and inflow into, disability benefits, and
the privatisation of siclpay led to a decline in the public social spendm&DP ratio by 4% GDP
(Chart4.1).

7. Thec&ore system of ESSPROSocuses on support that can be 6all oc
it does not includall spending orpublic health expenditures or active labour market ognes For
example, ESSPROS does not include spendingneestment in medical facilitiegpreventive health
initiatives as antsmoking campaignsnd health education and training more generally.
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Chart 4.1: The public social spending-to-GDP ratio has been rising again since 2000

Public social spending, in percentage of GDP, 1980-2003
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Note: Information for 1980 to 2003 is available for 23 countries, while information for the Czech Republic, Iceland, Korea, Mexico, and Poland is availi
1990 onwards. OECD-28 refers to an unweighted average of OECD countries, not including Hungary (data from 1999 onwards), Slovak Republic (dat
onwards); data for Turkey is assumed constant from 1999. EU-15 refers to the 15 countries which constituted the European Union prior to its enlarger
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36. Chart4.2 shows that in real terms, public social spending has grown faster than GDP across the
OECD area, and particularly in Japan whexal spending growth has outpaced sluggish real-Gid®th

since 1990, anthe public social expenditur®-GDP ratiohas steadily increased froyust over 1% in

1990 to almost 8% in 2003(Chart4.1).

Chart 4.2: Since 1990, growth in real social spending has outpaced real GDP growth

Annua | growth in real public social spending and real GDP, Index 1990 = 100, 1990-2003
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Notes:

Information on Superannuation benefits paid to former civil servants in Australia became available in 1995, which contributed to the rapid increase of real public social spendi
Rapid growth of Australian social spending in 2000 reflects policy changes: in particular the one-off payment of the "Aged Persons Savings Bonus" and increased spending o
through the "Family Tax Benefit".

The Japanese health accounts record data on basis of the principles of the OECD System of Health Accounts from 1995 onwards; the break in the series contributes to seen
spending growth in Japan for 1995.

37. Thetwo key drivers of increases in social spending over the last 25 years have been increased
support for the (growing) retired population and health expendituré populatiomprojections suggest
further spending increases in these two areas in fudur@verage across 28untries, public spending on

old age increased from®6 of GDP in 1980 t®%.%6 in 2003. Similarly, public expenditure on health
increased from Z.per cenof GDP in 1980 t&.9% in 2003. The other area where there seems sore
structural spending growth is family benefits. On average across the OECD (and the same holds for EU
15), spending on family benefits has increased by half a percentage poDPdite 1990 (there was no
significant change in the 1980s).

38. Spending on unemployment compensation fluctuates with the economi¢ dypkaked at 1.9%

of GDP in 1993, but at 1.2% of GDP spending was as higlo03 as it was ithe early 1980Q90n average
across the OECD, spending on incapacgiated support does not appear to be vengitiveto economic
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patterns: it has been at around 2.5% of GDP since 1980. The stability of the OECD average masks widely
different country experiences. For example, in the Netherlands, public spending on disability has fallen
from 6.3% of GDP in 1980 to 3.9% in 2003; over the same pesuotspending increased from 1.3% in

New Zealand to 2.9%.

4.2.  The composition opublic sccial spending in 2003

39. In 2003, gross public social expendituvas206% of GDP on average across OECD countries,
with spending on cash benefits twice as large as on services @3)arCrosscountry differencesn

public social spending are wide, ranging from 6% of GDP in Mexico and Korea to more than 31% in
Sweden. In terms of magnitude, the largest category of public social sperutiogrnsold-age and
survivor pensions; on average across the OE@Rmuntingto almost 7% of GDPeven withouincluding
pension payments through autonomous programmes to former civil servants. However, public spending on
old-age and survivor pensions account for more than 12% of iB¥Ristria, France, Greecéaly and
Poland, btiless thar% in Australia, Iceland, Ireland, Korea, Mexico and Turkey. On average across the
OECD, income transfers to the workiage population amoued to almost5% of GDP, and within the
latter category, public spending targeted to families withdokil and to persons on unemployment
benefits each represented nearly 1.3% of GDP.

Chart 4.3: On average OECD countries spend 7% of GDP on pensions and 6% on health services

Public social expenditure by broad social policy area, in percentage of GDP, i 2003
Cash benefits Services
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Note: Countries are ranked by decreasing order of public social expenditure as a percentage of GDP. Spending on Active Labot
Programs (ALMPs) cannot be split by cash/services breakdown; they are however included in the total public spending (shown ir
a) 1999 instead of 2003 for Turkey where more recent data is not available.

40. On average public expenditure on hleaservices amounted to 6% of GDP in 2003 while
spending on other social services was about 2% of GDP. The latter exceeds 5% of GDP only in the Nordic
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countries, where the public role in providing services to the elderly, the disabled and familiessvexten
whereas it fluctuates around 1 per cent of GDP in southern European countries and the US, where there is a
greater reliance on private and informal care.

41, Since the previous version 80CX, considerable effts have been made to improve reporting

in SOCX of childcare and early education services. Spending figures are now more consistent across
countries. All available data on public financial support for families with children participating in both
formal day/-care services (i.e. créches, dare centres and family dare for children under 3) and pre

school institutions (including kindergartens and -daye centres for children aged from 3 to 6) are
included.The improvednformationin SOCX onpublicly sipportedchildcare and early education services
show thaton averageublic spending in this regard is just below 1% of GDP, with considecabss

country variationfrom about0.2% of GDP in Korea to over 2% of GDP in Denmérk.

42, Most OECD countries pay income support to households which do not have sufficient other
resources to support themselvbat theextent to which countries use incottested programmegaries

across the OECD areBy selecting appropriatgrograms from country data files, SOCX allow identifying
incometested spending items. Table 4Howssuchspendingfor 2003, by includings pendi ng on A
soci al p orlcametgstec spendirg) on the unemployed (e.g. unemployment assistan@nisaym

for Germany), incomgested support payments to elderly and disabled (e.g. Belgium, and thandK),

other income tested payments (family cash transféngpmetested spending in Table 4does not

include specific housing subsidies, spending orivectabour Market Policies, or incontested medical

support

43, In 2003, spending on incontested social programmes accounted on average for 1.5% of GDP,
which corresponds to 8% of public social spending or 16§ubfic social spending in cash. In countries

that have developed an insurath@sed support system (Nordic countries, Belgium, France and Germany),
the role for incomdested programmes is relatively limited to persons who have exhausted their
unemploymen insurance entitlements are eligible for unemployment assistance or social assistance;
spending is less than 5% of all public social spending. But in countries as Australia, Canada, the Czech
Republic and the UK, the role of incortested programmes issiderably larger.

8. A sideeffect of making SOCX more consistent is teatme spending is included both in SOCX and in
OECD Statistics on education spending. If for some reasons it is desirable to sum the two data series; an
adjustment isiow required, see Anneix4.
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Table 4.1: Spending income-tested programmes, in 2003

Millions, national currency %GDP % SOCX public % SOCX public in cash
Australia 61011 7.3 40.7 82.8
Austria 2652.0 1.2 45 6.2
Belgium 2586 0.9 3.6 5.7
Canada 41 989.5 35 20.0 46.9
Czech Republic 46 584.1 1.8 8.6 14.6
Denmark 14 299.8 1.0 3.7 7.2
Finland 4186.5 2.9 13.0 23.9
France 22 358.0 1.4 4.9 8.1
Germany 22984.9 1.1 3.9 6.5
Greece 21351 1.4 6.5 9.6
Hungary 107 713.5 0.6 25 4.3
Iceland 10 048.6 1.2 6.6 18.7
Ireland 3564.0 2.6 16.1 30.3
Italy 9274.0 0.7 2.9 4.2
Japan 1856 767.2 0.4 21 3.8
Korea 3255 840.2 0.4 7.9 20.0
Luxembourg 2135 0.9 4.0 6.3
Mexico 35968.0 0.5 7.6 28.0
Netherlands 5437.0 1.1 5.5 9.9
New Zealand 4710 3.4 18.8 36.0
Norway 17 996.0 11 4.6 8.8
Poland 7022.0 0.9 3.8 4.9
Portugal 0.0 0.0 0.0 0.0
Slovak Republic 15 245.2 1.3 7.3 11.8
Spain 11 400.7 15 7.2 111
Sweden 17 761.0 0.7 2.3 4.7
Switzerland 7530.1 1.7 8.4 14.4
Turkey (1999) 354.7 0.5 3.5 5.1
United Kingdom 25122.7 2.2 10.9 21.9
United States 138 596.0 13 7.9 15.3
OECD average - 1.5 8.0 15.7

4.3.  Private social expenditurgrends and composition

44, There are considerable differences across countries in the extent to which social protection
systems rely on private provisioim. 2003, goss private social spendinggs at 10% of GDP in the United
States, while it is negligible iBenmark, most Eastern European countries, Mexico, Spain and Tlrkey.
some OECD countries at least, the role of private social benefits has increased in sgsepspecially in

the United States and the Netherlands (Chéjt

45, Different factors underlie this trend. The maturing of private pension programmes largely
account for the upward trend in private social exiieine, especially in Canada. Reductions in the
generosity of public employmentlated social benefits (sickness and incapacity related income support)
since the 1980s have also encouraged the growth of private benefitsup pablic programmes. In
Demar k , the Netherlands and Sweden, governments
for the provision of sickness benefits during the first part of the 1990s. In the United States, higher health
care costs since the 1980s contributed to tieockase in private social spending, while a decline in the
proportion of employers providing health care coverage (and lower benefit rates) partly offset this increase
during the first part of the 1990s.
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Chart 4.4 Gross private social spending has increased since 1990
Mandatory and voluntary private social spending, in percentage of GDP, 1980 to 2003
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46. On awrage, around 2/3 of all private social expenditure takes the form of voluntary spending,
with the reminder being mandated by law (Tabl®.4rivate social benefits are common in the case of
occupational accidents and diseases (e.g. Australia), sicleesfits (e.g. Germany) and edge
pensions, in the form of either mandatory participation in emplbgsed programmes (e.g. the United
Kingdom), or tax-supported individual pension plans (e.g. the United Stabegensions paid to former

civil servans through autonomous funds g.Australia (partially), Canada, Denmark, Iceland, Finland, the
Netherlands, Sweden and the UK).

Table 4.2 Composition of private social expenditure
Total, mandatory and voluntary private social spending, percentage of GDP, 2003

Share of private in total

Mandatory private Voluntary private T.mal (public+private) social
private -
spending
Total Old age Incapacity Health Other Total Old age Incapacity Health  Other %

Australia 1.2 0.5 0.8 - 0.0 3.2 2.5 - 0.7 0.0 4.5 20.0
Austria 0.9 - 0.9 - - 1.2 0.6 - 0.6 0.0 2.1 7.4
Belgium 0.0 0.0 0.0 - 0.0 3.9 2.3 0.5 0.3 0.7 3.9 12.9
Canada - - - - - 5.4 4.2 - 1.2 0.0 5.4 23.9
Czech Republic 0.2 0.2 0.0 - 0.0 0.1 0.0 0.1 0.0 0.0 0.4 1.7
Denmark 0.2 - 0.2 - - 2.3 2.2 - 0.1 0.0 2.5 8.3
Finland 3.5 2.7 0.4 - 0.4 1.2 0.2 0.7 0.2 0.1 4.6 17.2
France 0.4 0.1 0.2 - 0.1 2.3 0.1 0.3 1.3 0.7 2.7 8.5
Germany 1.2 - 1.1 - 0.1 1.8 0.8 0.1 1.0 0.0 3.0 9.8
Greece - - - - - 2.4 0.5 0.7 0.2 0.9 2.4 10.0
Hungary - - - - - 0.0 - - 0.0 - 0.0 0.2
Iceland 5.1 2.4 2.2 - 0.6 - - - 0.0 - 51 21.6
Ireland - - - - - 0.5 - - 0.5 - 0.5 2.8
Italy 1.8 1.2 0.5 - 0.1 0.5 0.2 0.0 0.1 0.2 2.3 8.5
Japan 0.7 0.6 0.1 - 0.0 2.6 2.6 - 0.0 0.0 3.3 15.6
Korea 2.2 2.0 0.1 - 0.0 0.2 0.0 0.0 0.2 0.1 2.4 29.6
Luxembourg 2.6 1.6 0.4 - 0.6 0.1 - 0.0 0.1 0.0 2.7 10.7
Mexico - - - - - 0.2 - - 0.2 - 0.2 2.7
Netherlands 0.7 0.0 0.7 - 0.0 7.0 3.8 0.5 1.6 1.1 7.7 27.1
New Zealand - - - - - 0.5 - - 0.5 - 0.5 2.5
Norway 1.6 - 1.6 - - 1.0 0.7 0.3 - 2.6 9.4
Poland - - - - - 0.0 - - 0.0 - 0.0 0.2
Portugal 0.4 - 0.4 - - 1.0 0.5 0.1 - 0.5 1.5 6.0
Slovak Republic 0.2 0.1 0.0 - 0.0 1.1 0.3 0.1 - 0.6 1.3 6.9
Spain - - - - - 0.3 - - 0.3 - 0.3 15
Sweden 0.6 - 0.6 - - 2.4 2.0 0.3 - 0.1 3.0 8.7
Switzerland 7.2 4.5 15 - 1.2 1.1 0.0 0.0 1.0 0.0 8.3 28.8
Turkey - - - - - - - - - - - -
United Kingdom 0.8 0.5 0.0 - 0.3 6.0 4.2 0.5 0.6 0.6 6.8 25.1
United States 0.4 - 0.2 0.2 0.0 9.7 3.8 0.3 5.6 0.0 10.0 38.3
OECD 1.1 0.5 0.4 0.0 0.1 1.9 1.1 0.2 0.5 0.2 3.0 12.2
- Zero.



47. In the absence of a public health insurance system with universal coverageHKerswprivate
health spending is most important in the US: emplgyevided health benefits to their workers,
dependents and retirees were estimated to be around60&Dillion in 20 or 56% of GDP (these
expenditures do not include payments by indigid for health services). In 2BQotal health expenditure
was highest in the US ab2% of GDP and Switzerland {5%) and Germany (18%), compared to
8.8% of GDP on average across the OECD (OECD6E0MRelativdy high health expenditure in the US
leads to total social spending in the US being clogiestO@ECD average (Tabld .2).

48 Non-health pivate social cash transfers to the working age population include mandatory
employerprovided incapacityelated ash transfer$ sickness, disability and occupational injury benefits

T as, recorded for Australia, Austria, Denmark, Finland, Germany, Iceland, Korea, the Netherlands,
Norway, Slovak Republic, Sweden, the UK and the US (in some states). Other exanmpiest@fsocial
benefits include: supplementary unemployment compensation in the US, empioyided childcare
support in the Netherlands and employer payments during parental leave periods in many.countries

5. Net (after tax) social expenditure

49, The detailed social expenditure programdatadiscussed abovis indispensable for kaepth
monitoring of welfare policy trends and changes therkin they do not account for how tax systems
affect public and private speling on social protectiorAnd as the overall effect can be considerable and
vary across countries, it affects crasdional comparisons of social expenditure.

50. General tax revenue is used to finance public s@gianding, and sometimes revenue streams
(i.e. social security contributions) are earmarked for that purpose (OECD, 2B@ga&ver, tax systems
also affectevels of social expenditure, and broadly speaking it do@sthoee ways

1. Direct taxation of benefit income (section5.1): Governments levy income tax and social security
contributions on cash transfers to beneficiaries, in which case redistribution of resources is lower than
suggested by gross spending indicators.

2. Indirect taxation of consumption by benefit recipients (section5.2): Benefitincome is provided to
finance consumption of goods and servicésdirect taxes reduce the consumption which can be
financed out of a given level of benefit income.

3. Tax breaks for social purposes(section5.3): Governments also make use of the tax system to
directly pursue social policy goals. Fiscal measures with social effects are those which can be seen as
replacing cash benefits (e.g. child tax allowances) or stimulating the provision of privatesh@ngfit
tax relief towards the provision of private health plans). Tax breaks for social pu(p&&Rs)can
be directly awarded to households, but also includes tax relief for employers and private funds that
ultimately benefit households (e.g. favoumkiax treatment of employdenefits provided to
household, favourable tax treatment of private funds).

The adjustments for direct and indirect taxation of benefits doafieict service spendingeven
though such services,g. pharmaceutical productsan be subject to indirect taxation. Data on spending
on social services that are subject to indirect taxation and at what rate is not available on a comprehensive
basis.

9. These fiscaladj ust ment s me as uroacerdifgithe set valuecoiberefitse Hefice, ditest 6 ¢
taxation of the earnings of those who provide serviees. $taff in hospitals or childcare centres) is not
included in the calculations.
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51. The effect of indirect taxation on sociaxpenditure totals iscalculatedusing economic
aggregates as in th@ECD Nadional Accountsand information in theOECD Revenue Statisticgsee
below). To measure the magnitude difect taxes and TBSPslelegates to the Committee on Fiscal

Af f ai r ogsPartwhla. X anTax Policy Analysis and Tax Statistics, completed a questionnaire on the
value of direct taxation (including social security contributions) paid by benefit recipients and tax breaks
with a social purpos¢Adema and Ladaique, 2008ecauseof the differences in tax and information
systems there will always remaanosscountry differences in estimating the amount of direct taxation
levied overcash benefitsAnnex 2 contains the key featuresf the responses for the followingd 2
countries:Australia, Austria, Belgium, Canada, the Czech Republic, Denmark, Finland, France, Germany,
Iceland, Ireland, Italy, JapaKprea,Mexico, the Netherlands, New Zealand, NorwRgrtugal the Slovak
Republic, Sweden, Spain, the United Kingdom and the Ufitats.

5.1. Direct taxationof cash benefits

52. In some OECD countries benefits are taxed in the same way as earnings, while in other countries
most benefits are taxed at a reduced rate. Yet in other countries, alhuetefits are paid net of direct
taxation. Treatment of unemployment insurance benefits varies considerably across c@latilids 1).

For example, in Austria the recipient of an unemployment benefit who previvadlgarnings equivalent

to averageearnings and who lives in a couéamily with two young children received the equivalent of
EUR 11 491in 2008, on which he or she did not pay tax. By contrast, a similar person in Sweden received
annual income support of EUR0906 but paid EURG6 147 in income taxes and socisécurity
contributions so that net benefit income was EUR/39 (OECD, 20®f, 2007). Thus, net income for

such a family in Sweden is still higher than in Austria, but differences in net transfers are much smaller
than gross paymms. In aggregate spending terms, this means that countries that tax transfesincome
rather heavily divert a significant part of transferred income to flow back into the coffers of the Treasury.
As a result, nefafter tax)public spending omnemploymenbenefits is about 70% of the level suggested

by gross indicators in Sweden (Annex 2).

53. Moreover there are considerable differences between how different types of benefits are being
taxed (Tables.1). In general, npemployment assistance, social assistance and housing benefits and family
benefits are generally not taxed. In contrast, public and private retirement and disability pension payments
are generally taxed, but frequently at reducgds (OECD, 2005), whileontinued wag@ayments in case

of absence due to sickness are tea®darnings (OECD, 26f).



Table 5.1 Tax treatment of benefits differs across countries
Tax and social security treatment of benefits in 2003

Pension transfers

(old-age. disability) Child benefits Unemployment Housing Social assistanc
Australia T(reduced) N T(n)S(n) N -
Austria TS(reduced) N * N N
Belgium T(n) N T(n) -- N
Canada T(reduced) N T -- N
Czech Republic T(reduced) N N N N
Denmark T N TS(reduced) N TS(reduced)
Finland TS(reduced) N TS(reduced) N N
France TS(reduced) S(reduced) TS(reduced) S(reduced) N
Germany TS(reduced) tc * N N
Iceland T N TS N TS
Ireland TS(reduced) N T(n) N N
Italy T(reduced) N TS(reduced) -- N
Japan TS(reduced) N N N N
Korea T(reduced) - N -- N
Mexico T(n) N -- -- -
Netherlands T(reduced)S(reduce N TS N *
New Zealand T N -- N -
Norway T(reduced)S(reduce N TS N N
Slovak Republic T(n) N N -- N
Spain T N TS(reduced) -- T(n)
Sweden T N TS N N
United Kingdom T(reduced) N T(n)S(n) N N
United States T(reduced) N T N N
Notes:
T Taxes are payable. T(n) or S(n) (Long-term) recipients will not pay the ta
S Social security contributions (SSC) are payable. or SSC as the credits, allowances or zer
N Neither taxes nor SSC are levied. rate bands exceed the benefit level.
--  No specific scheme or no information available. (reduced) A reduced rate is payable for beneficiarie
*  Benefit is a proportion of after tax income tc Non-wastable tax credit

(and thus not taxable).

Sources:OECD (2007, forthcomingBenefits and Wage©ECD (2005)Pensions at a Glance.
5.1.1 Methods and sourceadministrative records, microsimulation and microdata.

54. Broadly speaking, there are two veayo adjust gross spending items (e.g. spending on
unemployment compensation or old age cash benefits) for the impact of direct taxation. Sometimes,
national sources provide concrete information on the value of tax paid on a particular (set of) benefit(s).
Such information is the most reliable source, and is based on data from tax offices and/or social insurance
funds for social security contributions. However, such information is rare, and is restricted to information
on payments of social security contritons by benefit recipients iGermany andpain. In some other
countries(Austria, Czech Republic, France, Italy, Ireland and Portutfat) adjustment for direct taxation

on cash benefits has been calculated on basis of estimates of tax paid byrbeipédiits (over some

items) based on administrative sources, including tax statfsgesAnnexX). For Belgium the amounts of
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tax and social security contributions paid on benefit income are based on the national tax statistics and
national accounts, spectively.

55. For other countries the magnitude of direct tax paid by benefit recipients was determined while
using estimates supplied by national sources on
rate (including social security contributions) on particular a spending item, e.g. public pension benefit,
unemployment compensation or parental leave payments. These AITRs were estimated on the basis of a
variety of national sources including: adminititra data on the basis of tax records (France, Iceland, Japan
and the US). Ot hemwidsles®macocdomi mubatdtaba sets wer
rates. Such information underlies the estimates of direct taxation of benefits in AusDatada,

Denmark, Finland, Korea, the Netherlands, New Zealand, Norway, Sweden and the UK. Subsequently,
these AITRs were applied to grasscialspending items as recorded in taabase.

56. Countries where almostll benefit income is taxable and that use microsimulation models and
microdata sets to estimate AITRs generally report such information at the greatest level of detail, have the
greatest detail report the greatest number of AITRs for different trarefas,i e.g. Denmark reports
AITRs for 21 different transfer items and Sweden for Countries that have only a few taxable benefits,

and (therefore) base their estimated AITR on administrative information (as related to the level of detail on
the filed in@me tax form) report only a few different tax rates.

5.1.1.1. Estimating Average Itemised Tax Ratemoughé Mi cr osi mul ati ono

57. The concept of AITRs has been developed to facilitate identification of different tax levies o
different social benefits. The AITR can be defined as the total taxes paid by those receiving a given benefit,
divided by the total income (from all sources) of those receiving that benefit. Formally, the relevant
calculations are:

AITR i = S[u =1,nTI i/ Stu=1,nI i
where: | is the amount of taxable incomey pe #Ai 6, and Tl is the amount of tax paid
type or category of i ncetnyep,e Mftiudd iasn da Atnadx in tiesarmplewithtiobombéar c confie t

type fio. The broad i neagencash leaefitg gnemploywrent compgensationc wagedeeetc dskeed
tableQ3).

58. Microsimulationmodels and micralata sets contaidetailed information on both the incomes
received by households and their taxation. Microsimulation techniques generate reliable estimates, but
estimation procedures require assumptions on the way income is allocated. Here it is assumed that if a
benefit B nontaxable, as are many child payments, then the relevant AITR is a priori considered to be
equal to zero. If transfer income is the only income received, the average tax rate (including social security
contributions) on this income can be used to dateunet transfer income. However, the calculation of
direct taxation of benefit income is more complicated when different types of income are involved; people
who receive either different benefits during a year, or whose annual income is a combinatiomnajs

with, say, unemployment benefit, or a combination of transfers from different pension plans. In this
situation it is necessary to allocate taxes paid to the various ircmmgonents, and it is assumed that the

tax due is divided over the differeimcome components according to the weight of each type of income.
Hence, if benefits provide 75% of annual income and earnings 25%, 75% af¢otaktax is assumed to

be paid on benefit inconté.

10. For some aspects of taxatiomd. deductible expenses relatamwork), there is a direct link between the
income component and taxation. In these cases it is preferable to allocate such deductions only to the
relevant income component.
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59. Furthermorepenefit income can be subject to a progressive tax schedule (possibly applied to the
total of several income sources). In order to avoid an ordering of different parts of income and arbitrary
decisions on what part of household income should be taxeé &igher or the lower rate, the average
itemised tax rate should be calculated on basis of the tax rates that households face over a particular
income (or group of incomes). Allocating income tax paid according to the relative weight of the different
income components (see above) and grossing up for the households in the sénipdaafy be calculated

(Box 3).

Box 3: An example of calculating Average Itemised Tax rates

It is straightforward to calculate average itemised tax rates (AITRs) on benefit income if households have only one
source of income. For example, if a retiree receives a public pension payment worth 100 units per annum at a
6standardd tax rate of 10 %, net annual transfer incic
retirement income had no income from other sources, the AITR on public pension income would be 10%. If among the
retirees some were to receive non-taxable child supplements, this income would be disregarded for the calculation of
the tax rate on his/her household income, while the AITR on child supplements would be nil.

Often pensioners receive income from different sources. Consider the case of a retiree who receives a public pension
worth 50 units and a private pension worth 100 units. In the absence of progressivity in the tax system, the household
tax rate would remain 10%, and net transfer income would be 135 units. However, a substantial increase of income
may well lead to parts of incomes being taxed at a higher rate (see household 4in TableBox1) , so t hat
tax rate increases. In this case 100 units of transfer income are taxed at 10% and 50 units are taxed at a rate of 15%.
Total income tax is worth 17.5 units, which is allocated over public and private pension income components according
to their relative weight in total household income (see Table Box 3). Thus, the methodology does not imply an ordering
of different parts of income, whereby different income sources are taxed differently according to an arbitrary decision
on which of income should be taxed at higher or lower tax rates. Differences in AITRs are associated with income
groupings wherein benefit recipients typically find themselves.

Table Box 3: Calculating AITRs on two types of income

Allocation of tax over
Total

H Public Private Income Tax pension income
ousehold . . household :
pension pension income tax rate paid components
Public Private
1 50 25 75 10% 7.5 5.0 25
2 75 50 125 15% 13.8 8.3 55
3 100 0 100 10% 10.0 10.0 0.0
4 50 100 150 15% 17.5 5.8 11.7
5 50 250 300 15% 40.0 6.7 33.3
Total 325 425 750 88.8 35.8 53
AITR public pension income = tax paid over public pension/total public pension 11.1%
income
AITR private pension income = tax paid over private pension/total private pension 12.5%
income

Assumed: standard tax rate is 10% when income is less than 100 Units, and 15% of income over and above the 100 unit threshold.

60. As already notedif benefit income of a particular type is ntaxable, then the relevaAITR is

a priori equal to zero. However, it is possible that income derived frortaxable benefits affectdirect

taxation of taxable benefit income in an indirect manner, as it is considered in the -tesbrok other

benefit programmessoreceipt d nontaxable benefits may reduce the amount of other income transfers
households may receive. In Canada, three social programmes (guaranteed income supplement, (provincial)
social assistance, and workers compensation) affect the calculation of taxdiemeffs in this manner.

These three benefit payments are -teprable, but relevant income is considered in the inemsiebr

other benefits, and thus reduces payments under other benefit programmes to these recipients. In order to
take this indirect ééct intoaccount, the Canadian authorities removed these three programmes as sources
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of income from their simulations to calculate areimge (marginal) tax rate. This rate was applied to each
of these three social transfers to determine the implicip&éc, which was then divided by the amount of
transfer spending for the three items to find the AITRs (see AZnex

5.1.2The value of direct taxation of transfer income

61 There are large differences in the level of clifxes and social security contributions paid by
recipients of social benefits across countries. ChartPanel A shows that in 280direct tax and social
security contributions paid by beneffécipients amounted to9% and Z% of gross public spenay on

cash transfers in Denmark and Sweden, respectively. On average, 3mnotpublic transfer income is
clawed back through the tax system in OECD countries. Direct taxation of benefit income is below average
in the US, FranceGGermany, Canada (withbdully accounting fordirect taxes across Provingesvhile

direct taxation of transfer income is below 5%HFartugal,Ireland, Japanthe UK, Australia, Korea, the

Czech republic, Mexico and the Slovak Repulfidvate benefit income is generally taxadh higher rate

than public transfer income (on average about at arol®d: Jprivate benefit income is on average taxed

at a rate in excess of 30% in Denmark.

62. Chart5.1, Panel Bshows that direct tax paid byehefit recipients irDenmark and Sweden
amounted taver4.0% of GDP in 203. Direct tax paid by public benefit recipiersceeds 2.0%f GDP

in Austria, Finland andNorway. It is around OECD average at 1.2% GDP in New Zealand, France Spain
and Germanywhile this is less than 0.6% of GDP in Australia, Canada, Iceland, Ireland, Japan, the UK
and the US. Tax paid by public benefit recipieistsnegligiblein Korea and inthe Czech Republjc
whereas benefits are tépee in Mexico and in he Slovak RepublicAs private transfer spending is
considerably smaller than public transfers spending, the amount of tax paid over private benefit income is
relatively small being at ithighest in the Netherlands a% of GDP.

5.2. Indirect taxationof consumption out of bnefit income

63. Social benefitsaare given in ordeto finance consumption of goods and services such as housing,
food, clothing and so orisovernments tax the consumption of different goods andrtoeiats involved

are substantial. For example, in Finlaredue added tax receiptgere worth EURL2.4 billion in 2003; in

the same year in France, duties on the consumption of electricity and heating (gas) amounted to about EUR
2.3billion, while those on watezonsumptio were EUR 36 billion (OECD, 20G3a).

64. In some countries, policy explicitly recognises the impact of indirect taxation on the financial
position of lowincome households (many of whom receive transfer income)ekample, when the

Goods and Services Tax was introduced in Australia in July 2000 at a rate of 10% (with food being
exempt), a compensation package for social protection benefit recipients was introduced at the same time.
Similarly, Canada has a Goods &etvices Tax rebate to support kavecome households.
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Chart 5.1 A large tax burden on benefit income in Denmark and Sweden

A. Direct taxes paid by recipients of public/private benefits,
in percentage of aross public/private social spending in cash, in"2003
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65. Consumption taxes reduce the real value of consumption which can be financed out of a given
level of benefits, and (asith direct taxation of benefit ingoe) establish another flow back in tax receipts

to thegovernment* Similarly to differences in direct taxation of benefit income, cxammstry differences

in indirect taxation affect comparisons of welfare stgiending In countries where indirect tatkan is
relatively limited (i.e. in nofEuropean OECD countries), gross spending levels can also be relatively low
to generate the same net income level for benefit recipients in countries with high indirect tax rates. For
example, in order to provide bditegecipients with a net income of 100 units, a country like the US with

an average indirect tax rate of close to 5% needs to pay a gross benefit of about 106 units. In Denmark,
where the average indirect tax rate is about 25% a gross payment woula feevaround 133 units to

have an equivalent net value. To some extent the relatively low social spending t@t®Bm the US

and in other noteuropean OECD countries are related to the low indirect tax levels that prevail in these
countries, and accoting for this feature improves the quality of crassintry comparisons of social
spending.

5.2.1 Methods and sourcersational accounts and revenue statistics

66. Detailed information on consumption by benefit recipieistsnot available. Alternatively
household expenditure surveys allow for the analysis of different spending patterns across different income
groups, but such information is not readily available for all countries on a comprehensive basis. Moreover,
the results of such survey suggest that indirect tax paynmeetanderreported as estimatesaggregate

tax receips on the basis of such surveys is well below actual tax receipts, see for examplet @ho

(200). Therefore, the approach followed here i€éatculate an average implicit indirect tax rate based on
aggregate data available for all countries as in the ORElenue Statisticand the OECDNational
Account§ OECD, 2006a, and2006€e). This approachwhile approximate, is clear and transparent.

67. Table 5.2 contains three possible measures of indirect taxes. The first, as presented in line 3,
captures the amount of indirect tax receipts through general consumption taxes and excise duties charged
on particulargoods. Line 4 in Tabl®.2 includes these taxes as well as profits from fiscal monopolies,
customs duties, taxes on services, and some other minor taxes. Line 5 adds additional taxes on the use of
goods, such as licenses for motor vehicles and for theoaleohol. A case could be made for using any

of these measures of indirect taxation, but the indirect tax concepts reflected in lines 4 and 5 ®fTable
include more items of indirect taxation that are not paid by the household sector than refldicied i

(and even this relatively limited measure includes some taxes not paid by the household sector). The
indirect tax measure in line 3 of Tak#e? includes the smallest margin of error, and is tthesmost
appropriate to use for calculating indir¢égxes paid on consumption out of benefit income.

68. Private consumption as in the National Accounts is given in line 1 of Babléiowever, the

OECD Revenue Statistidacludes tax revenue collected by governiiom itself. For example, if one

part of government purchases some goods and services, it may be charged indirect tax (which constitutes a
tax flow within the government sector). To reflect this, government consumption expenditure is added to
private camsumption expenditure while subtracting that part of government consumption which consists of
compensation of employees (line 2, Tabld). In this manner, a consistent approximation of the tax base

of indirect taxes is found.

11. The chosen methodologyight becriticised for implicitly assuming that befiterecipients do not save but
consume all their benefit incom8avings are, presumably, consumed at some point, and in anthease
marginal propensity to consume out of benefit inconli&kédy close to 1limiting the scope for error.
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Table 5.2 Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of national currency, in 2003

AUS AUT BEL CAN CZE DNK_FIN FRA DEU ISL _RL A PN KOR __ MEX ND NZL NOR PRT SVK ESP SWE GBR _ USA _ OECD-24
(1) Private final consumption expenditure 434552 122932 140 300 605 966 1192 323 631 687 69003 838227 1258570 417064 54130 737680 285965500 343416700 4044 878 224244 72435 651339 75252 502057 401210 ###iitt 660429 7055000
(py Private consumption plus Govermment e oca 410 619 166 576 690 503 1532 382 742086 79517 980235 1492580 484575 61532 842890 339698500 382980500 4 187737 282809 8357 766276 G2349 TL1 446 448 GT2 ###hE 749 961 7554200
consumptlon minus Government wages
General consumption taxes plus excise
® g (5110:;12’)1')& plis exd 57020 23988 25243 85480 251915 204374 18657 158765 206353 112423 14483 112185 21793000 51029000 376888 49440 15122 188123 16623 119707 66247 306858 115711 355001
5110 General taxes 35122 17944 19076 62604 164376 135092 12455 115705 137568 87938 9814 79486 12107000 33447000 254433 34754 12775 135667 11072 81876 46767 226370 77630 234292
5121 Excises 21907 6044 6168 22885 87530 69282 6202 43060 68785 24485 4669 32699 9686000 18482000 122455 14686 2347 52456 5551 37831 19480 80488 38081 120709
(4) Taes on production sale transfer (5100) 69921 25698 28079 102262 262443 200847 20011 171504 218371 120368 14668 120538 22732000 66354000 675640 50844 16137 198048 17629 128153 71373 315641 123117 433266
(5) Taxes on Goods and Senvices (5000) 76330 27468 30147 108132 285546 222024 20500 175805 225051 130083 15362 143950 25793000 68197000 689054 55918 17247 211505 17770 134928 76666 323968 128088 509054
Implicit average indirect tax rate on consumption out of benefit income
®) g:c'?fegdin[ieer:'é;?zs)“mp“”"taxeSp'us 101% 170% 152% 124% 164% 275% 235% 162% 138% 232% 235% 133%  64% 136%  90% 175% 181% 246% 202% 168% 148% 223% 154% 47%  165%
) b:zg‘%s;(bzr)”ad°°”°ep‘°“he'”d"ec“ax 135% 195% 181% 157% 18.6% 209% 258% 17.9% 151% 268% 25.0% 171%  7.6% 178%  16454% 108% 206% 27.6% 216% 1900% 17.1% 236% 17.1%  6.7% 19.1%
using a broad concept of the indirect tax
(8) base and ignoring government consumpion  17.6% 22.3% 215% 17.8% 239% 35.1% 207% 21.0% 18.0% 312% 284% 195%  9.0% 109%  17.035% 24.9% 238% 325% 236% 228% 101% 288% 194% 72%  22.3%
(5)/(2)
Indirect t d out of ti f total
navectiaxes pac out ol COnSUMPon o081y oye 3006 299  13%  21%  36% 33% 29%  24%  24% 21% 23%  08% 06%  02% 2% 16% 33% 31% 20% 18% 33% 24%  05% 22%

cash transfers, in percentage of GDP

a) The 4-digit codes in the second column refer to the categorisation used in the OECD Revenue Statistics.
b) Excises for Norway (5121) do not include excises on oil and gas products, while Excises for Korea do not include the special excise tax (e.g. on jewellery).

Sources: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version), OECD, Paris (Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).
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5.2.2The value of indirect taation of consumption out of benefit income

69. The average implicit indirect tax rate is then the ratio of revenue from general consumption taxes
plus excise duties to a broad consumption tax bas@rivate conamption and government consumption
minus government wagesline 6, in Tables.2 The implicit average indirect tax rates are lowest in the US
(4.7%), Japan (@%) and Mexico 9.0%) and are around 112% in Australia and Canada. Indirect tax
rates rangerbm 13 to 21% in most European countries, and are high&kirway (2.6%) and Denmark
(27.5%). Indirect taxation levied on consumption of benefit income is about 2% of GDP on average across
the OECD, and is highest in Denmark at abo6¥3of GDP, compad to 0.5% in the US, and only2

of GDP in Mexico. This implies that net transfers from government to households, particularly in European
countries are rather less than gross expenditure figures suggest. Since low indirect tax rates generally
prevail n low social spending countries, this also leads to a reduction of variation in net spending levels
across countries (see below).

5.3.  Tax breaks for social purposes

70. Expenditures made through the tax system, or taerafures can take different forms:
exemptions (income excluded from the tax base); allowances (amounts deducted from gross income);
credits (amounts deducted from tax liability); rate reliefs (tax rate reduction for specific groups, e.g. senior
citizens);an d , tax deferrals. However, definitions of
1996) . I n particul ar, there is no international
which can be used to identify tax expenditures. Natioeahtlct hmar ks (t he o&énor mal 6
system) against which tax expenditures are being measured vary considerably, which hampers the
measurement of tax expenditures on a comparable basis across countries. However, that does not rule out a
comparisorofasubgr oup of Ot d sucheax thasenreldted to saeial protection systems. This

is because the approach followed here measures the amount clawed back in taxation over cash transfers
and the value of direct support to benefit recipientsigenl through the tax system, for which reference to

a O0benchmarkdéd tax system is not required.

71 Many governments of OECD countries pursue social policy objectives through the tax system.
Broadly speaking there etwo groups of such measures. One is reduced taxation on particular sources of
income or types of household. For example, some cash transfers could be taxed at a zero or reduced rate.
This sort of tax relief is equivalent to a variation in direct taxabibbenefit income and has already been
accounted for in the section on direct taxation (see above). Thus, exemptions of benefits from taxation or
reduced rates on benefit income are reflected in the calculations of direct taxation levied on benefit income
(e.g. a zero tax rate is applied to spendinghild benefits) and are not recorded here againTasxareak

with a Social Purpose (TBSH) order to avoid double counting. A tax allowance for dependent children
(which is different from nottaxation ofchild benefits) are recorded as TBSPs (see below).

72 The second group of tax measures with social effects concern Tax Breaks for Social Purposes
(TBSPs) and are defined as:

fithose reductions, exemptions, dedudiar postponements of taxes, whid).perform the
same policy function as transfer payments which, if they existed, would be classified as social
expenditures; ob) are aimed at stimulating private provision of benefits"

73. TBSPs which can be seen as replacing cash benefits often involve tax credits towards dependent
children. TBSPs that aim to stimulate the provision of private expenditures include tax relief for non
commercial nofgovernment organisations, taxvattages towards private health insurance contributions,

and favourable tax treatment of private pensions.
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5.3.1Methods and sourcgthevaluation of tax revenue forgone

74. Information on the value of tax breaks witls@cial purpose can often be foundincsa | | ed 6t a
expenditure reportsodé as publ i shedn Ggoernmen(2006)n a | alt
Department of Finance Canada (2004), Government of Ireland))(280dthe USOMB (2004). Such

repors generally present estimates on the revenue forjonghtax measures: i.e. the amount by which

tax revenue is reduced because of the presence of fiscal measures. Such reports generally cover favourable
tax treatment bycentral/federal governments, badid not account (and neither does this report) for tax
assistance by swufational levels of government, as in for example, Canada, Japan and the United States.
Comprehensive information across countries is not (yet) available, but the valueraitisumal TBSPs in

Canada could be close t&% of GDP'

75. Tax expenditure reports in many countries do aggregate different measures to give an overall
picture of the importance of tax expenditures. Strictly speakingahises methodological problensince

tax expenditures (and TBSPs) are interdependent. For example, consider the combined existence of a tax
allowance for s@ parents and another separate tax relief towards the cost of childcare. The value of these
two fiscal measures would normally be calculated (and presented) separately. However, if one of the two
TBSPs were to be eliminated, then some taxpayers may end up in a higher marginal tax rate category,
thereby increasing the value of the other TBSP (unlesddimteant already received the maximum amount

of relief). The value of both schemes considered jointly would be greater than the sum of the separate
measures, since each is calculated assuming the other remains in force. Whereas individual revenue
forgone stimates overstate the cost of TBSPs (they take no account of behavioural effects which can be
expected to reduce (future) tax payments) the aggregate of such estimates understate the overall costs.

76. There are dferent ways of calculating the value of TBSPs (OECD, 1996). The already
mentioned O6revenue forgoned method is an ex post
because of a particular meastif&nother approach is thutlay equivalerimethod which measures the

cost of providing the sammonetary benefit as the TBSP through direct spending. However, because of the
relative ease of computation most countries use the revenue forgone method and the results in this study
are based on that meith

77. Table 5.3 shows that depending on the measurement technique the estimated value of the tax
break can vary significantly. The outlay equivalent method generally leads to larger estimates of the value
of TBSPsthat the revenue forgone method. As TabBshows, calculating the present value of favourable
treatment of pension plans does not necessarily lead to estimates that are larger than the revenue forgone
and outlay equivalent methods that do not accountiéderred pension earnings on current contributions

or tax paid over benefits in future. While the present value of favourable tax treatment of individual
retirement accounts is well below results generated by the other two mdtie@dgposite holds fahe

exclusion ofpension contributions and earning®ployer plansandfor Keogh PlansThis suggests that
participants of individual retirement plans do have very favourable tax treatment on their contributions
relative to their future tax payments onlerant income transfers. In fact, participants in individual

12. In Canada egtiates of direct and indirect taxation of benefit income account for the impact of both federal
and provincial taxes, where provincial taxes are about 50% of federal taxes. Using the latter-a$-a rule
thumb the real value of TBSPs may well be around 108%DP in 2003 rather than 1.2% of GBfthe
value of Federal TBSPs. A small part of provin¢&d reductions areecorded herepr social objectives
(family size, presence of children, dependants etc)

13. Another measurement technique is the revegaie method: an ex ante measure of the expected increase
in revenues were particular tax concessions to be abolished. However, this method is rarely used as it
requires making assumptions about the behavioural changes in face of tax reform.
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retirement accounts can choose as to whether they wish to pay tax on current contributions or future
payments: it appears that many choose the latter option.

Table 5.3 Value of selected tax breaks for pensions, the United States, 2003

Calculation Method
Revenue Forgone Outlay Equivalent  Present value
Value (in million US dollars)

Exclusion of Pension contributions and earnings 53080 65 130 97 290
employer plans

Exclusion of contributionand earnings for 18 660 25 280 6 090
Individual Retirement Accounts

Exclusion of contributions and earnings for Keo 6670 8 620 9780
Plans

Source: US OMB (2004), Analytical Perspectives, Budget of the United States Government, Fiscal year 2004.

78. Social expenditure and TBSPs can both be calculated on a cash or on an accruals basis. The
former approach estimates the effect on government cash tlogvlatter on the tax liabilities accruing to
government in garticular period. Except for TBSPs for pensions, there is likely to be little difference
between estimatesalculates on these two baséFavourable tax treatment of funded pension payments
also has to account for the effect that tax treatment of dysesrsion contributions may have on future tax
payments. For example, a pension contribution ir3200uld cause a deferral of tgwayments on wages

in 20@ and on pension earnings on this contributieig.fnterest, capital gains) in later years. Howeugr

some future year the 28@ension contribution and accrued earnings will be paid out and taxes will be
due: these receipts are included in the present value estimate.

79. Tax breaks for pensions include tax exions for contributions to private pensions, and tax
relief for investment income of capitalised pension funds. Because of the complexities of calculating of the
value of these tax reliefs that are given at various stages of what is a form of contaitgd, there is

no comparable data set available on the value of tax breaks for pensions across countries (Annex 2).
Therefore, a comprehensive of analysis of Bagaks for Pensions is not yet possible, and estimates that
are only available for a fewoantries are not included in the overview calculations in this report, but only
presented asmemorandum iterfsee below).

5.3.2The value of TBSPs in 280
5.3.2.1. Tax breaks which mirror the effect of cash benefits
80. Tax bre&s that are similar to cash benefits can be substantial and often concern support for
families. For example, in the Slovak republic the value of tax allowances for families with children and

handicapped dependants approxima®&K 6 billion or about 06% o GDP. Sometimes, fiscal support
and cash transfers (i.e. nomstable tax credity for families are an integral part of the same social

14. As most coatries currently publish information on tax expenditures on a cash basis, that convention has
been followed here. However, in line with recent changes to reporting t®dhenue Statistics is
expected that estimates on the value of TBSPs on an adxasisl will become available on a cross
national basis.

15. I n case of a -bwbhehdadbkéd)otrtadnonedit, entitlement :
off-s e t against t ax -wlaisafaibll iethi eosr, Owleif lhen chdhitdansférs to a x cr
people €.g.low income workers) whose tax liabilities are not large enough to make (full) use from a
particular entittement (tax credit). Namastable tax credits thus reinforce thedigtributive nature of a
tax/benefit system.



programme, with cash payments recorded inQE€D Social Expenditure Databd8and fiscal support

in theOECD RevenuS8tatistics For example, in Germany in 2B€ax relief for children amounted to EUR
36.1 billion (Annex 2), of which EUR22.0 billion was offset against tax liabilities (and thus recorded as a
TBSP) and EUR 4.1 billion paid out in transfer income, ankuss recorded as a cashnsfer. Similarly,

for the UK GBP4.0 billion spent under the WTCITC programme was recorded as a TBSP irB2@Mile
GBP 9.5 billion is recorded agrosstransfer spendingin 2003, the cost of the Earned Income Tax Credit
in the US amounted to USD731 billion, of which USD5.1 billion in the form of tax credits that mirror a
cash benefit, while USB2.0 billion concerned tax credits exceeglitax liabilities of recipients.

81. In many OECDcountries (e.g. Germany and Fransejpportfor families with childrenis
embeddedn the tax unit. Although these measures may not be establish a deviation from the national
standard tax system (and thus do not establish a tax expenditure in thees#)t such support clearly
establishes financial and social support and should thus be included in the reported TBSPs. However,
support for married couples is not considered as social in all OECD countries, and fiscal measures in this
regard are not cordéred as a TBSH he appropriate analogy is that thesence of dependent children

leads to eligibility to cash benefits in social protection systems, whereas a marriage contract does not.
Hence, tax advantages for married people, as exist in for exalBgpum, France, Germany and Japan
arenotconsi dered to serve a 6soci al purposeb6, and ar
of whether or not such measures are part of the basic tax strugaredxample, value of support to
chiden in France through the o6quot i en%bilidgnanm?003i al 6
(Annex 2)*'

82 Governments thus make ample use of tax systems to support families with children, and
accounting for releant fiscal support thus allows to consider public support on family benefits in a
comprehensive manner, i.e. accounting for cash transfers, spending on services (e.g. childcare) and fiscal
support. Charb.2 shows that accounting for fiscal support to fil@sigive a more comprehensivéew of
crosscountryspending on family benefitdn particular exclusion of fiscal family support lsad a very
incomplete picture of public family suppan France, Germany and the US, while the effect is also
significant for Belgium, Canada, the Czech Republic, Ireland, Japan, the Slovak Republic, and the
Netherlands. In all, public spending on family benefits was just over 2% of GDP on averag8, iwig90
Denmark, France, Norway and Sweden spending well over 3% Bf GD

16. Despite its name the Canada Child Tax Benefit is delivered and recorded as a cash payment in SOCX as
are child payments by the fiscal authorities in Austria are recorded as a cash transfer, not as fiscal support.

17. The French system of income taxatiamsiders the household as the tax unit: favourable tax treatment of
families is thus an integral part of the tax syst
household income, which allows incomes to be taxed at a lower rate on rasgirog marginal rate
schedule. The 6quotient familiald is obtained by c
which is determined by household composition. Thi s
spouses countasice part each, while the first two children
child onwards each child counts as one &6dhousehol d

and families with handicapped dependarfsy. exampe, for a couple family with two children is 3, and
for a couplefamily with 3 children it is 4. Obviously, at a given income level the larger the family, the
lower is the quotient familial (R/N).
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Chart 5.2. Fiscal support for families is largest in France, Germany and in the Unites States
Family spending in cash, services and tax measures, in percentage of GDP, in 2003
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Note: Public support accounted here only concerns public support that is exclusively for families (e.g. child payments and allowe
parental leave benefits and childcare support). Spending recorded in other social policy areas as health and housing support als
families, but not exclusively, and is not included here.

Source See Annex :

5.3.2.2. TBSPs aimed at stimulating tak of private social benefits:

83. Governments sometimes also use the tax system to stimulate theptaleprivate social
insurance coverage by individuals and/or employmelated plans. These tax breaks can be categorised in
t wo broad groups. Fi r s tcyrrentphreirvea taer es o6cTi aaxl bbreenaekfsi tts

treatment aimed at stimulating the provision of private social benefits in the current yeas sodintary

private unemployment coverage or private health insurance. This type of tax break is important in
Germany (where about 18% of the population is covered by private health insurance) and, particularly in
the US where the exclusion of employentributions for medical insurance premiums and medical care
amounted to USDLO019 billion in 2003, equivalent to ®% of GDP (Chart 5.3) Tax breaks towards
currentprivate social benefits also include favourable treatment of contributions to and intdlG®©s.

Again this form of fiscal support is most prevalent in the US where deductibility of contributions to
charities amounted to USDD® billion in 2003, or 0.3% of GDRANnex 2.

84. The second group of tax bieatowards private benefits is arguably the most important.
However, as discussed above, there is no comparable data set available on the value of tax breaks for
pensions. However, available information for 2@0H 2003 Annex 2) shows that the value @ivburable

tax treatment of private pension arrangements was in excess of 1% of GDP in Australia, Canada, Ireland,
the UK and the US (estimates for previous years suggests this type of support is also important in the
Netherlands). These are also the ctiaatwhere private pension benefits are most impotiartierefore,

18. It is difficult to be precise on the extent to whiclx tadvantages are instrumental in stimulating private
coverage. Tax breaks certainly affect individual behaviour and provide governments with a tool to
influence takeup of particular plans, but may not lead to much additional saving on a national basis. Fo
example, in the late 1980s individual retirement accounts were introduced in the US. Favourable tax
treatment certainly increasetietcoverage of this programme, but as in 1990 82% of all programme
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these estimates are not included in the overview calculations in the following section, but are presented as
amemorandum item

Chart 5.3 A high value of TBSPs in the United States, while they are virtually non-existent in Scandinavian countries
Tax breaks with a social purpose, in percentage of GDP, in®2003
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a) 2002 for Ireland and Italy.
Source: See Annex :
5.4. Net social spending across countries
5.4.1The framework: a carse overview
85. A crosscountry comparison of social expenditure indicators requires that information on gross

spending and the role of the tax system in the pursuit of social policy is integrated in a frametvork tha
derives net social expenditure indicators. Tablg presents a schematic overview of this framework
(below, the numbers/letters in between brackets refers to the appropriate line in this Table).

86. First of all, drect taxes clawetback by the Exchequer and the imputed value of indirect taxation

on goods consumed out of public benefits are subtracteddiross public social expendituf&) to obtain

Net direct public social expendituf@). Subsequently, as thelwa of tax breaks for social purposes
(excluding pensions) that are similar to cash benefits (T1) is used for consumption, the imputed value of
the indirect taxation on these items is subtracted to obtain Net TBSPs similar to cash benefits (4). The
value d TBSPs towards current private benefits (T2) is added to obtaincurrent public social
expenditurg6). From the government perspectinet public social spending gives a better impression of
budgetary efforts in the social field and the proportioneaifsocial output reallocated to benefit recipients.

87. In order to measure the social support that is provided under government control, mandatory
private benefits should also be included, and account taken fafcthihat these benefits are also subject to
direct and indirect taxation. Net governmenntrolled social expenditure is captured under the heading of
net publicly mandated social expendit(@¢. Finally, the gross voluntary private benefits are atjoséed

for direct and indirect taxatiomet direct voluntary private social expendit(té).

88. Adding together these net public, mandatory private and voluntary benefits gives an indicator on
net total social epgenditure( 1 3) , whi ch quantifies the proportion

contributions were Or ol Impleymentbased pension Iplans,ithe reffeé onf r o m
overall pension savings was limited (Adema and Einerhand, 1998).
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the disposal of recipients of social benefits. However, as noted above, the tax breaks towards current

private social benefits (T3), are tantamount to financing prisatéal benefits. Thus, while these TBSPs

are clearly a public expenditure item, they finance private benefits and simply adding net public social
expenditure to net private social expenditure would overestimate the amount of support received by
householdsTherefore net total social expendituf@3) is the sum ofiet current public social expenditure

(6) andnet direct private social expenditu®2) minusTBSPs towards current private social benefits
(T2)."® Net total social expenditure identifies thatpror t i on of an economy®és

which recipients of social benefits lay claim.

89.

Finally, the net social spending indicators are related to GDP at factor cost rather than GDP at
market priceg the nost frequently used indicator on the size of an economy. The reason for this is that,

d «

since adjustment has been made to benefits for the value of indirect taxation, the denominator (GDP) has to

be adjusted similarly. As GDP at factor cost does not indlugl@alue of indirect taxation and government
subsidies to private enterprises and public corporations, it seems the most appropriate indicator for
international comparisons. Nevertheless, to facilitate comparisons with gross spending to GDP quota,

Annex 3includes the net spending indicators to GDP at market prices. This annex also relates net spending
indicators to national (rather than domestic) income

Table 5.4. From gross to net social expenditure: a concise overview

+/-

Line #

Item

o W
[EEN

~o o+ N

B © ©

11.
12.
13.1

Gross drect public social expenditure
Direct taxes and social contributions paid out of public cash benefits
Net cash direct public social expenditure
Indirect taxes on private consumption financed by net cash transfers
Net direct publicsocial expenditure
Tax breaks for social purposes that mirror cash benefits
Indirect taxes on private consumption financed by tax breaks similar to cash
Net TBSPs similar to cash benefits
Tax breaks for social pposes towards current private social benefits
Net TBSPs (not including pensions)
Net current public social expenditure [3+5]
Gross mandatory private social expenditure
Direct taxes and social contributions paid out of mandatorytercash benefits
Indirect taxes on consumption purchased out of net mandatory private cash t
Net direct mandatory private social expenditure
Net publicly mandated social expenditure [6+8]
Gross voluntary private social exuiture
Direct taxes and social contributions paid out of voluntary private cash benefii
Indirect taxes on consumption purchased out of net voluntary private cash be
Net direct voluntary private social expenditure
Net direct pivate social expenditure [8+11]
Net total social expenditure [6+12T2]

Tax adjustments in the shaded areas.

1.

In order to avoid double counting, net total social expenditure is obtained by adding up net public and net private social
expenditure while subtracting tax breaks towards current private benefits.

19.

Ideally, the value of tax breaks aimed at stimulating private benefit provision would be netted out against
the direct and indirect taxes led on the private benefits it generated. However, as noted above, it is not
possible to determine to what extent these TBSPs actually affeetipadprivate benefits, and therefore

this calculation was not attempted.



5.4.2The overall impact of the tax system on social spending
0. Table5.5 pulls together information on the importance of different tax items in eagttrgo

91 Direct taxes and social security contributions.The size of direct taxationf gublic benefit
income in the Czech Republic, Korea, Mexico and the Slovak Republic is negligible, and the
value of direct taxation of public benefit income is also beld of GDP at factor cost in
Australia, Canada, Iceland, Ireland, Japaortugal the United Kingdom and the United States.
Taxes and social security contributions on public cash transferdaitsm exceed 2% of GDP at
factor cost inBelgium, France Gemany,NetherlandsNew Zealand and Spain, and the value of
direct taxation of public benefit income is around 2 to 3% of GDP in Austria, Finland, Italy, and
Norway. Public benefit income is taxed most heavily in Sweden and Denmark, amounti®g to 4.
and5.0% of GDP respectively. The value of direct taxation of private incapesligyed benefits
(often taxed as wages) is significant in Austf@land, Icelandandthe Netherlands, and was
highestDenmark,Germany Norway and Sweden Compared to practice ite other countries,
the value of direct tax levied over private social benefits is highd3eimark,Finland andhe
Netherlands at jusiver 1% of GDP.

91 Indirect taxes. The value of benefit income clawed back through taxes on consumption is much
largerin European countries and in Denmark in particular, than in Australia, Canada, and in
particular, Japan, Korea, Mexico and the United States, where indirect tax rates on consumption
out of benefit income is significantly lower.

9 Tax breaks for social purpcses(excluding pensions). These are generally least important in
countries with relatively high direct tax levies: Denmark, Finldodlandand Sweden, and its
value is also minimal in Austria (where support for families though the tax system is paid out
cash), New ZealandNorwayand Spain. Taxreaks similar to cash benefissworthalmost 1.%6
of GDP inJapan, Mexico and the United Statasd is wortlover 1% of GDP inCanadaFrance,
Germany andPortugal Tax breaks to current private spendingaagements (health insurance)
are largest in Germany and the United States.

5.4.3 Public social spending
91 Gross public social expenditure indicators (Tehl line 1) lead us to believe that public social

expendituren Nordic countries (30% of GDP at factor costs) and Europe in general (28%) is much higher
than in norREuropean OECD countries (18%).
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Table 5.5 From gross public to total net social spending, 2003
Social expenditure, in percentage of GDP at factor cost, 2003

o © o X 2 2 ° = ) c € N
s £ 5 § g3 ¢ B & § T BT - § § 8§ & :5 % &% ¥5 £ 2 353 2
9 E] g g N oc = o s © ° s & S 3 @ 2w £ £ da a ¢ £ ES )
: 2 8 80gg &£ 2 g &8 & = 5 2 2 5 F82 §vE S 5 5550 3
1 Gross public social expenditure 20.3 293 300 196 231 322 257 331 305 217 178 27.7 191 6.5 76 232 206 282 258 19.0 226 371 237 174 23.4
- Direct taxes and social contributions 0.2 29 18 04 00 48 25 15 13 08 03 20 03 00 00 1.8 16 24 07 0.0 13 5.0 02 07 1.4
2 Net cash direct public social expenditure 20.1 264 282 191 231 274 231 315 292 209 176 257 189 6.5 76 214 19.0 258 250 19.0 212 320 234 16.7
- Indirect taxes (on cash benefits) 1.0 3.2 2.7 1.0 2.3 3.7 2.9 3.1 25 1.6 2.3 2.4 0.7 0.4 0.2 21 1.9 3.2 3.2 2.0 21 3.2 1.8 0.4 21
3 Net direct public social expenditure 19.1 232 254 181 208 237 203 284 26.7 193 153 234 182 6.1 74 193 172 226 218 17.0 19.2 288 216 16.3
+ T1  TBSPs similar to cash benefits 0.1 0.0 0.6 1.2 0.5 0.0 0.0 1.2 1.9 0.0 0.3 0.2 0.8 0.7 0.8 0.5 0.0 0.2 1.2 0.6 0.2 0.0 0.4 0.8
- Indirect taxes 0.0 0.0 0.1 0.1 0.1 0.0 0.0 0.2 0.3 0.0 0.1 0.0 0.1 0.1 0.1 0.1 0.0 0.0 0.2 0.1 0.0 0.0 0.1 0.0
4 Net TBSPs similar to cash benefits 0.1 0.0 0.5 1.0 0.4 0.0 0.0 1.0 1.6 0.0 0.2 0.1 0.8 0.6 0.7 0.4 0.0 0.1 1.0 0.5 0.1 0.0 0.3 0.8
+ T2  TBSPs towards current private benefits 0.3 0.0 0.0 0.3 0.1 0.0 0.0 0.0 0.5 0.0 0.2 0.1 0.0 0.0 0.2 0.4 0.1 0.0 0.1 0.1 0.3 0.0 0.1 15
5 Net TBSPs (not including pensions) 0.4 0.0 0.5 13 0.5 0.0 0.0 1.0 21 0.0 0.4 0.3 0.8 0.6 1.0 0.8 0.1 0.1 1.0 0.6 0.4 0.0 0.5 2.3 0.6
6 Net current public social expenditure 195 232 260 195 213 237 203 294 288 193 156 236 190 6.8 84 201 172 228 229 176 196 288 221 186 20.6
7 Gross mandatory private soc. Exp. 1.4 1.0 00 00 03 03 39 04 13 60 00 20 07 25 00 08 00 18 05 02 0.0 0.7 09 04 11
- Direct taxes and social contributions 0.2 03 00 00 00 ©01 08 00 05 09 00 02 00 01 00 02 00 05 00 00 OO0 0.2 0.0 0.0
- Indirect taxes 0.1 0.1 0.0 0.0 0.0 0.0 0.7 0.1 0.1 1.2 0.0 0.3 0.0 0.3 0.0 0.1 0.0 0.3 0.1 0.0 0.0 0.1 0.1 0.0
8 Net current mand. private soc. exp. 1.1 0.6 0.0 0.0 0.2 0.1 2.4 0.4 0.7 39 0.0 1.6 0.7 2.1 0.0 0.5 0.0 1.0 0.4 0.2 0.0 0.4 0.7 0.4 0.7
9 Net publicly mandated soc. exp. [6+8‘] 206 239 26.0 195 215 238 227 298 295 232 156 253 19.7 89 84 206 172 238 232 178 196 29.2 228 189 21.3
10 Gross voluntary private soc. exp. 3.7 1.3 4.4 6.1 0.1 2.7 1.4 2.7 2.1 0.0 0.5 0.6 2.8 0.2 0.2 7.8 0.5 11 1.2 1.2 0.3 29 6.8 104 25
- Direct taxes and social contributions 0.3 01 04 08 00 09 03 00 02 00 00 00 01 00 00 12 00 02 00 00 00 0.6 05 06
- Indirect taxes 0.3 0.1 0.6 0.5 0.0 0.5 0.2 0.1 0.1 0.0 0.0 0.0 0.2 0.0 0.0 0.8 0.0 0.2 0.0 0.2 0.0 0.5 0.9 0.2
11 Net current voluntary private soc. exp. 3.1 1.1 3.5 4.8 0.1 1.3 0.9 25 1.8 0.0 0.5 0.5 2.6 0.2 0.2 5.8 0.5 0.6 1.1 1.0 0.3 1.8 55 9.5 2.1
12 Net current private soc. exp. [8+11] 4.2 1.7 35 4.8 0.3 15 3.3 2.9 2.4 3.9 0.5 21 3.2 2.3 0.2 6.3 0.5 17 15 12 0.3 21 6.2 9.9
13 Net total social expenditure [6+12-T2f 234 250 295 240 216 252 236 322 308 232 160 256 222 9.1 83 26.0 177 244 243 187 197 309 282 27.0 23.2
Memorandum item
TBSPs towards pensioﬁs 2.0 0.1 0.2 1.9 0.1 . 0.2 0.0 0.9 1.2 2.2 0.0 0.7 . 0.1 . . 0.8 0.1 0.0 0.3 0.0 11 13
Average indirect tax rate 101 17.0 152 124 164 275 235 162 138 232 235 133 64 136 9.0 175 181 246 202 168 148 223 154 47 16.5
a) 2002 tax amounts in Spain, 2002 TBSPs in Ireland and ltaly, and 2001 tax rates in the Net
b) Numbers in square brackets refer to |ine numbers in the second col umn; A. .o cell with no information.
c) I'n order to avoid double counting, the value of TBSPs towards fAcurrento private social benefits has been

d) Because of conceptual issues and gaps in data availability, tax breaks towards old-age pensions are shown in the table as a memorandum item.
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92. In general, however, governments claw back more money through directdinedt taxation of

public transfer income than the value of the tax advantages awarded for social purposetet Thuldic

social expenditures usually less than gross spending indicators suggest: average gross public spending
amounts to 23.4% of GDR &actor cost for the countries for which data is available, and net public social
spending averages B%. In Austria, Belgium, Finland, France, Italy, the Netherlands, and Norway net
spending is around 4% of more below gross spending levels, the adjtstimetaxation imply that net

public social spending as a proportion of GDP at factor costs in Denmark and Swedgpéscéntage

points of GDP below gross spending levelsChnada andapan gross and public net spending levels are
virtually the sam while in Korea, Mexico and the United States gross public spending actually
underestimatepublic social effort by more than 1 percentage point of GDP (Tabldines 1 and 6).

93. Table 5.5 also reveals that lowross public spending countries (around 20% of GDP or less)
impose limited direct taxation on benefit income (Australia, Canada, Ireland, Japan, Korea, Mexico,
Slovak Republic and the US), but that the opposite does not always hold true. Countriesiificrig

claw back less than 2% of GDP in direct taxation (the average) intheddletherlandsthe UK, and
particularly France and Germany (countries with gross spending above the average). Indeed, because
France and Germany are high gross public spgndountries with a relatively limited tax burden on
benefit income compared to most other European countries, they have the highest level of net government
social effort.

94. Accounting for the impact of the taxsfgm on social benefits also increases the importance of

social services (including health care)-#i8 i s cash transfers. The O6serv
increases from on avera§&% (gross public social expenditure) to just ov&d% when net puldi social
expenditure is considered. When fiscal measures are accounted for, the value of social services (including
health) exceeds the value of transfers in Adlistr Canada, Denmark, Iceland, Korea, Mexico, Norway
Swederand the UK

5.4.4 Socialspendingrom the perspective of households

95. To get a picture of the amount of resources devoted to meeting social needs in a countgt, both
public andnet privatesocial benefits should be consideratthough it should é borne in mind that the
guality of data on the impact of tax systems and private social spending is not as high as the quality of
information on budgetary allocatian€onsidering all social benefits and differences in relevant average
tax rates facilitd s t he i dentification of that proportion
recipients of social benefits lay claimet total social expendituréTable 5.5, line 13). The highest
proportion (2% of GDP at factor cost) is recorded for Francdpfeéd closely by Germany and Sweden

at around31% of GDP at factor costand Belgium at close to 30% of GDP at factor cott total
expenditure is lowest in Mexico and Korea8% and9% of GDP at factor costs respectively, and

bellow 22%in the CzechRepublic,Ireland, New Zealandhe Slovak Republiand Spain. Recipients of

social benefits in Australia, Austri&ganada Denmark, Finland|celand, Italy, Japan, the Netherlands,
Norway, Portugalthe United Kingdom and the United States all claiméabouo ne quarter of t
domestic production (with a margin of variation of 3 percentage points of GDP either way). The similarity
of net spending levels is driven by two factoad:the inclusion of private social spending, which are
particulaty important in the United States; amd the impact of the tax system. Considering &l 2
countries for which information is available, the coefficient of variation irB20&s 3% for gross public

social expenditure but 26% when considering net total sogaineliture(not shown in table 5.5)

96. Overall, the results lead to the following general conclusions to be drawn:
9 Accounting for private social benefits and the impact of the tax system on social expenditure has

an equalising effect on levels of social expenditure to GDP ratios across the countries considered.
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Except for Canada,Japan, Korea, Mexico and the United States, public social effort is
significantly below the levels suggested by gross expenditure dasasTbecause most countries
have significant taxes on social benefits.

Accounting for both the tax system and the role of private social benefits reveals that the
proportion of an economyods domestic pdammduct i
is similar in countries often thought to have very differgmtss publicexpenditure levels. For

example, total net social spending in Australia, Austtianada Denmark, Finland, Italythe
Netherlands, NorwagndPortugalare within a few perceate points of one another.
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ANNEX 1. DETAILED INFORMATION ON SOURCES

A.1.1. From ESSPROS to SOCX

For 22 European countries (El9, Iceland, Norway and Switzerland), data on social expenditure is
provided by EUROSTAT as based on the information in their E&PRatabase (EUROSTAT, 2006).
Although the definition of social expenditure is quite similar between SOCX and ESSPROS, the coverage
of SOCX is different. Table 1.Aalbelow shows a brief overview.

TableA.1.1a From ESSPROS to SOCX: a brief overview

ESSPROS SOCX
1. Sickness/Health care
cash -> [3. Incapacity
SEIVICES ———————————————pF————- 4. Health (OECD Health data)
2. Disability -> (! LTC overlap for NOR DNK ISL JPN SIW GER
Economic integration of no LTC overlap for AUS FIN FRA HUN NLD & ESP )
the handicapped \
3. 0ld age \\\ -> 1.0ld age
4. Survivors ‘\\ -> 2. Survivors
5. Family/children \ -> 5. Family
\\ Child care (pre-primary education
\ from OECD Education database)
\
6. Unemployment \l7. Unemployment
cash -> \
Vocational training allgwance \
: \
services ~—_ Sso \
7. Housing TS~ ™8 H‘dqsing
8. Social exclusion \\\k\g.\ché( social policy areas

T~ 6. ALMPs (OECD LMP database)

Note: ESSPROS can also be downloaded from EUROSTAT websitgpidepp.eurostat.ec.europa.eu
Then click:> Data >>Living conditions and welfare >>>Social protection

All ESSPROS social protectioctsemes are included in SOCX, except:
I Sickness /Health care services, which are taken from OECD Health data
1 Programmes for the economic integration of the handicapped, and Vocational training allowance
for the unemployed and Unemployment services, whiehiaken from OECD Activeabour
Market Programmes database
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To regroup ESSPROS items into SOCX, the following calculations are comjpatedthe ESSPROS
total:
(1) ESSPROS Social protection benefits

- (2) ESSPROS Economic integration of the disabled

- (3) ESSPROS Sickness benefits in kind

- (4) ESSPROSS Vocational training allowance and unemployment benefits in kind

+ (5) Health services (OECD Health data)

+ (6) Childcare- pre-primary school (OECD Education database, for some countries)

+ (7) Active labour market programmes (OECD ALMP database)

(11) SOCX Public social expenditure
+ (8) SOCX Mandatory private social expenditure
including mandatory private ESSPROS schemes
+ (9) SOCX Voluntaryprivate social expenditure
including:
voluntary private ESSPROS schemaad
(10) Health private insurance (OECD Health data)

Example for Swedefor 2003
Table A.1.1b

Passage from Esspros to SOCX (public / mandatory-voluntary private)
SWEDEN, in millions of Swedish Kronas

e ESSPROSS/SOCX Code 2003

[:::: ] -

1) [ ESSPROS Social protection benefits 1100000 788 710

- (@) - ESSPROS Disability Economic integration of the handicapped | 1121114 | 2168

- ) - ESSPROS Sickness Benefits in kind | 1111200 | 147 385

- (4) - ESSPROS Unemployment Cash - Vocational training allowance | 1161114 | 8 586

Benefits in kind | 1161200 | 6604

+ (5) SOCX / Health HEALTH Public benefits in kind | 752.10.4.0.0.0 | 175 367

+ (6) SOCX / EDU-EAG FAMILY Services Child care (pre-primary education) | 752.10.5.2.1.2 | 12 344

+ (7) SOCX/ ALMP ACTIVE LABOUR MARKET PROGRAMMES | 752.10.6.0.0.0 | 31350

- 8) [ = SOCX MANDATORY PRIVATE SOCIAL EXPENDITURE [ 752.20.90.0.0.0 | 14 200]

ESSPROS SICKNESS Paid sick leave: 13. Arbetsgivarens sjuklén (Employers' sick pay) 1111111.00 14 200

- 9) [ = SOCX VOLUNTARY PRIVATE SOCIAL EXPENDITURE [ 752.30.90.0.0.0 | 59 531]

ESSPROS (several functions) 14.Avtalspensioner (Contractual pensions) 59 531

+ (10) SOCX / Health HEALTH Voluntary private insurance, benefits in kind 752.30.4.2.0.0 a

= (11) [ SOCX PUBLIC SOCIAL EXPENDITURE 752.10.90.0.0.0 769 297]
Notes:

"ESSPROS / Social protection benefits" are Total ESSPROS expenditures (1000000) less Administration costs (1200000) and other expenditure

@ (1400000, property income and other).

@ The ESSPROS data within "Disability / Economic integration of the handicapped" are not included in SOCX database to avoid double counting
with SOCX "Active Labour Market Programmes / Measures for the disabled".

(3) The ESSPROS data within "Sickness / Benefits in kind" are not included in SOCX database to avoid double counting with SOCX "Health / Benefits

@ The ESSPROS data within "Unemployment / Cash Vocational training allowance" "Unemployment / Benefits in kind" are not included in SOCX
database to avoid any double counting with SOCX "Active Labour Market Programmes".

(5) SOCX Health benefits in kind are from "OECD Health Data (www.oecd.org/health/healthdata)".

(6) SOCX includes public spending on pre-primary education from OECD education database, unless such data are already included in "5.2.1. Day ca

(@) SOCX Active Labour Market Programmes are from "OECD database on labour market programmes".

8) Spending on some programmes recorded under the schemes below are categorised as Mandatory private in SOCX.

9) Spending on some programmes recorded under the schemes below are categorised as Voluntary private in SOCX. (9) Includes (10).

(10) SOCX Private insurance Health benefits in kind are from "OECD Health Data (www.oecd.org/health/healthdata)”.

(11) =(D)-(2)-@) -4 +(5) +(6) +(7) - (8) - (9) + (10)

See country notgattached to detailed dati@y othercountries angears.
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A.1.2. OECD Health data

Data in SOX on public expenditure on health are not taken from the S@Q@stionnaire (or from
ESSPROS for Etdountries), but for reasons of comprehensiveness are taken from OECD Health Data
2005.However, including these data in SOCX raises the possibility ofdatiog inconsistencies vésvis
healthrelated spending items recorded elsewhere in SOCX. For some countries there is an issue with items
recorded as spending on services for elderly and/or the disabled provided by institutions other than
hospitals alsoding included under public expenditure on health.

From the 12 countries for which information is currently available, estimates suggest that for 6 countries
there exist overlap of spending data recorded as services for elderly and/or the disabledliand pub
expenditure on health. For Denmark, Iceland and Norway relevant spendingssk@sedentage point of

GDP in value.

Table A.1.2.a shows theoverlap figures, andTable A.1.2b showstotal public spending on health
(including longterm-care overlap).

Table A.1.2.a Estimation of overlap between OECD Public Health spending and SOCX
In national currency, millions

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Denmark 9079 10345 11928 12728 13128 14283 14907 15710 16 576 17 197 18 731 19 126
Germany . . . . . . . . . . . .
Iceland . . . . . . . . . . 3 456 3831
Japan . . . . . . . . . . . .
Norway 3276 . . . . 6 373 . . 18 631 19 928 14 867 16 550
Sweden . . . . . . . . . .
Switzerland . . . . . . . . . . 1247 1383

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Denmark 19 433 19620 20672 21822 23181 24138 21395 21641 22274 23 357 24 784 25787
Germany . . . 1268 4999 8 828 9585 10192 10 635 10 943 11 341 11 541
Iceland 3946 4189 4227 4 661 5155 5521 6 258 7227 8218 9172 11 482 12 608
Japan . . . 22599 25044 27708 30383 32854 1669923 1746995 1989 048 2061 29¢
Norway 18 335 19030 20464 21659 22610 23644 25785 27680 29 649 32203 30 787 32 389
Sweden . 10525 10768 11866 12871 13248 14105 14835 15702 16 819 18 148 19 170
Switzerland 1670 1808 1908 1996 2076 2181 2278 2334 2424 2627 2777 2993




Table A.1.2.b Total public spending on Health
At current prices in national currency, millions

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Australia 6 396 7 254 7934 9510 11 686 13103 14 644 16 008 17 540 19 262 20 696 21812
Austria 3921 m m m m 5061 m m m m 6 978 7 515
Belgium 4737 5183 6118 6 358 6 769 7 148 7 442 8 230 9441 10 132 10 808 11 812
Canada 16 693 19 766 23 249 25851 27 695 29 799 32178 34 721 37778 41 467 44 942 48 868
Czech Republic m m m m m m m m m m 30 452 38 242
Denmark 30 861 34 543 39 377 41 651 43 438 47 112 48 220 52 459 55617 57 257 58 030 60 031
Finland 1654 1937 2231 2 504 2789 3198 3512 3878 4 264 4 831 5592 6 099
France 25 034 29378 33722 38 067 42 411 46 755 51 099 55 443 59 788 64 132 66 173 70 333
Germany 52 266 56 535 57 731 59 390 62 950 66 854 69 822 72 427 77 592 76 089 82 521 105 89z
Greece 224 365 486 607 727 848 969 994 980 1323 1554 1864
Hungary m m m m m m m m m m m 160 60C
Iceland m m m m m m m m m m 25105 27 97C
Ireland 881 1026 1157 1255 1319 1409 1460 1455 1458 1533 1599 1801
Italy 11214 12 841 15 387 18 200 20121 22 836 24 639 29 142 33741 36 649 42 856 48 072
Japan 11162 700 12 082 600 12 996 950 14 075 300 14 531 300 15 295 300 16 273 550 17 237 860 18 067 320 19 043 900 20 261 900 21 839 40(
Korea m m m m m m m m m m 3127 000 323353(
Luxembourg 209 232 253 262 284 308 331 393 419 466 523 554
Mexico m m m m m 485 761 1885 4 575 7 604 14 424 21 645
Netherlands 8 394 9 037 9742 9 994 10 127 10 393 10 466 10 807 11 058 12 224 13 094 14 501
New Zealand 1216 1580 1695 1852 1953 2072 2519 3169 3681 3997 4183 4 436
Norway 18 628 m m m m 31092 m m 42 920 44 223 46 564 52 392
Poland m m m m m m m m m m 2710 4019
Portugal 267 340 364 398 483 690 922 1026 1325 1421 2059 2483
Slovak Republic m m m m m m m m m m m m
Spain 4126 4 688 5570 6 900 7 249 7 803 8720 9872 12121 13818 16 413 18 258
Sweden 46 068 50 762 56 094 62 136 68 140 70 458 74 629 80 901 86 848 96 821 107 189 110 49z
Switzerland 6 553 7 225 7 851 8 540 8 855 9 538 10 203 10 869 11719 13102 14 201 16 17¢
Turkey o o} (o} o} [0} (0] 1 1 2 4 9 15
United Kingdom 11633 13 374 14 081 15928 16 781 17 889 19 164 21 190 23202 25 424 28 039 31511
United States 99 671 115 844 128 655 141 435 153 646 166 843 182 200 199 498 216 381 240 891 270 758 307 78¢€
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Australia 23002 24009 25427 27622 29507 32284 34045 37718 41566 44318 48 291 52008
Austria 8402 9230 9751 10 350 10 683 9282 9868 10319 10784 10715 11179 11 52¢
Belgium 12692 13267 13612 13397 14075 13974 14523 15386 16 317 17123 17870 19762
Canada 51085 51394 52023 52238 52 325 54 204 58 201 61223 66 612 71785 76 403 82702
Czech Republic 43597 69 289 81126 93310 102 399 108 934 119651 123 453 129 626 145 096 157 554 173 23¢
Denmark 62 461 65193 67757 68 364 72378 75 489 79410 84 508 88 147 94 546 99 744 104 142
Finland 5940 5258 5124 5403 5715 5932 6127 6254 6538 7136 7722 8169
France 75216 79 563 81433 85843 87739 89 260 92123 95 605 100 319 105 810 112 493 120 38¢
Germany 129 263 131902 141720 153214 160 573 158 385 160 975 165 356 169 248 175348 181150 184 067
Greece 2408 3027 3458 4003 4457 4855 5159 5807 6353 7237 7121 7782
Hungary 200 500 241 000 317 400 352300 405 000 482 500 551704 606 479 664 488 754 414 912575 1124 72¢
Iceland 27783 28513 29687 31269 33138 34972 40511 47 875 50721 57411 65033 70997
Ireland 2018 2209 2339 2560 2734 3222 3677 4085 4794 6015 7065 7767
Italy 49 434 49171 48 799 48 542 52218 56 641 58 987 61700 69 306 76 154 79 967 82382
Japan 23304900 24836300 25957100 28190 468 29 414 100 29354 152 29718844 30 439 404 31435615 32314548 31896 184 32 454 53¢
Korea 3906360 4396890 5060890 6427 990 8044 110 9331 060 10 565 500 11572 399 13615632 17 873 980 19 165 832 21095 46
Luxembourg 614 687 710 7 829 849 912 1040 1149 1263 1472 1482
Mexico 27077 31431 37 065 43 697 53 634 74742 94912 122 868 142 155 156 497 169 392 192 961
Netherlands 16313 17223 17611 18 059 17 376 18 450 18744 19589 20981 23333 25773 27 81E
New Zealand 4 475 4488 4870 5160 5342 5750 6183 6490 6984 7455 8319 8739
Norway 54 697 56 318 58 381 62 602 68 055 76 436 86 715 95 530 102 896 113025 125239 134 664
Poland 5821 7308 9787 13 460 18218 20787 23204 27153 28781 32840 36 460 36 797
Portugal 2734 3180 3477 4137 4741 5169 5700 6362 7364 8095 8466 8736
Slovak Republic m m m 33240 35601 38129 40 837 43678 46 166 50 166 55 594 62872
Spain 20 620 22069 22774 24031 25589 26781 28509 30561 32550 35079 37695 40702
Sweden 111 165* 115 860 117 286 124 884 132154 133149 140992 150 279 157 306 169 509 184 585 194 537
Switzerland 17 603 18331 18915 19 444 20729 21330 22107 23013 24118 26351 27782 2923t
Turkey 28 49 96 184 399 870 1815 3047 m m m m
United Kingdom 35730 37 955 40 054 42003 44377 44568 47 552 52192 55 996 62 090 67 201 74 872
United States 344 658 376 147 412 633 441122 466 791 486 105 501 247 528 709 566 646 624 377 684 062 728 04C

Source: OECD Health data (www.oecd.org/health/healthdata).

Finally, indicators on voluntary private social health expenditure are estimates on the benefits to recipients
that derive from private health plans which contain an element of redistribution (such private health
insurance plan are often emplogntbased and/or taadvantaged). The estimates are based on OECD
Health Data(see Private insurance, withkealth expenditure by sources of fupdavailable data on
individual payments does not distinguish between individuglagonents and other eaf-pocket health
expenditure. But the OECD Health Data are being refined to cover this distinction in future. By not
including data on individual payments, it is thus implicitly assumed that none of the individual payments
(including capayments) are in anyay subject to redistribution. This is a very strong assumption, which is
unlikely to fully reflect reality, but it was judged more realistic than the alternative include all
individual payments. The estimates on private social health benefits osgdmewhat underestimate the
Atrued soci adarepravisiena.t of heal th
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A.1.3. OECD Active Labour Market Programmes database

Data on public spending on ALMPs (social tipeolicy
OECD Active Labour MarketProgrammes database. This database has recently been restructured to
identify 7 fAactiveoO categories (PES and administr
disabled, direct job creation, and staptincentives). To ensure consistemdth the historical series as in
SOCX, data from 2002 have been regrouped in the i
measuresas follows:

6.1 Public employment services and administration

The following services are included: pdament, counselling and vocational guidance:gearch courses

and related forms of intensified counselling for persons with difficulties in finding employment; support of
geographic mobility and similar costs in connection with job search and placeimesddition, all
administration costs of labour market agencies (at central and decentralised levels), including
unemployment benefit agencies (even if these are separate institutions) as well as administrative costs of
other labour market programmes areliided.

6.2. Labour market training
Training measures undertaken for reasons of labour market policy, other than special programmes for
youth and the disabled. Expenditures include both course costs and subsistence allowances to trainees,
when such aregid. Subsidies to employers for enterprise training are also included, but not employers'
own expenses.
A Training for unemployed adults and those at risk: Programmes aimed mainly, though not always
exclusively, at the unemployed and those at risk of ¢p8irir jobs, or other disadvantaged groups such as
the poor (especially in the United States). Mostly in training centres, but often also in enterprises.

Training for employed adults: training supported for reasons of labour market policy other than
theneed to help the unemployed and those at risk. Most frequently, grants to enterprises for staff training
in general.

6.3. Youth measures
They only include special programmes for youth in transition from school to work. Thus they do not cover
young peopls participation in programmes that are open to adults as well.

Measures for unemployed and disadvantaged youth: Remedial education, training or work
practice for disadvantaged youth to facilitate transition from school to work. The principal target grou
usually consists of those who do not follow regular ugse@ondary or vocational education and are
unsuccessful in finding jobs.

A Support of apprenticeship and related forms of general youth training: it covers many forms of
training and work practicén enterprises for young people. Access is not restricted to persons with
employment problems.
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6.4. Subsidised employment

Targeted measures to promote or provide employment for unemployed persons and other groups specified
as labour market policy prioiés (other than youth or the disabled).

A Subsidies to regular employment in the private sector: wage subsidies for the recruitment of
targeted workers or, in some cases, for continued employment of persons whose jobs are at risk. Grants
aiming primarily b cover enterprises' capital costs are not included, nor are general employment subsidies
or subsidies paid for all workers in certain regions.

A Support of unemployed persons starting enterprises: the support can consist of unemployment
benefits or speciarants.
A Direct job creation (public or neprofit): temporary work and, in some cases, regular jobs in the

public sector or in noprofit organisations, offered to unemployed persons.

6.5. Measures for the disabled
Only special programmes for the dited are included. The category does not cover the total policy effort
in support of the disabled.

A Vocational rehabilitation: ability testing, work adjustment measures and training other than
ordinary labour market training.
A Work for the disabled: shiered work and subsidies to regular employment.

For more information: see Statistical annex of OECD(2p&snployment Outlook
via www.oecd.org/els/employmentoutlook/statsupplement
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A.1.4. OECDEducation database

For reasons of comprehensiveness, SOCX collfErtssome countriesspending figures from OECD
Education database on Childcare and early education se(V@EEDO) - see shaded background in
TableAl.4. All available chta on public financial support for families with children participating in both
formal daycare services (i.e. créches, dare centres and family dayare for children under 3) and pre
school institutions (including kindergartens and -daye centres fochildren aged from 3 to 6) are
included from 1998 only in general, from which ISCE97 startedther levels of public spending on
education are also shown hesesaamemondum item.



Table A.1.4 Public spending on education, by level of education
Millions national currency

Australia
Austria
Belgium

Canada
Czech Republic
Denmark

Finland
France
Germany

Greece
Hungary
Iceland

Ireland
Italy
Japan

Korea
Luxembourg
Mexico

Netherlands
New Zealand
Norway

Poland

Portugal

Slovak Republic
Spain

Sweden
Switzerland

Turkey
United Kingdom
United States

Total Public spending on Education
(pre-primary + primary + secondary + tertiary)

Public spending on Education
(primary + secondary + tertiary)

Public spending on Pre-primary education (ISCED 0)

1998 1999 2000 2001 2002 2003 1998 1999 2000 2001 2002 2003 1998 1999 2000 2001 2002 2003
25721 28224 29 641 31320 32630 34608 25518 27 861 29 286 30819 32093 34036 204 362 356 500 537 572
11365 11806 11334 11453 11574 11896 10476 10901 10 380 10536 10 606 10 963 889 905 954 917 968 933
10992 12202 12358 14678 15378 15727 9975 11105 11212 13259 13 866 14129 1017 1097 1146 1419 1512 1597
47676 48774 50 906 51 660 . . 45690 46671 48775 49518 . 53076 1986 2102 2130 2141 21523 21633
71026 76 580 80277 87825 98 362 107 638 62 864 67 653 71122 78 584 88075 97 100 8162 8927 9155 9241 10287 10538
76 816 75321 79 860 88541 90 739 91174 66 843 67 587 71704 79713 81841 81867 9973 7734 8156 8828 8898 9307

6667 6876 7171 7762 8237 8652 6207 6468 6721 7307 7757 8153 460 408 451 455 480 499
74799 76 858 79 229 80 890 83349 91196 66 346 68 132 70214 71639 73761 80 624 8453 8726 9016 9251 9588 10571
79 616 80851 84844 87088 91217 91851 72 656 73885 77701 79 804 82848 84228 6961 6 966 7143 7284 8369 7623

3541 3800 4363 4655 5218 5811 3541 3800 4363 4655 5218 5811 . .. . . . ..

438 391 503 609 561 325 654 347 804 134 998 834 368 823 423179 475 625 554 975 682 734 850 803 69 568 80430 85 700 99 372 121 400 148 031
36 337 35970 43474 50 395 56 972 34574 35970 43474 50 395 52 095 1763 4877

3240 3590 4145 4634 5131 5686 3238 3588 4142 4631 5128 5682 2 2 2 3 3 4

48 302 47 636 51094 59 296 57 792 60 998 43 826 42 962 45772 53 549 52 862 55257 4475 4674 5322 5747 4930 5741
16637244 16774754 16619341 16445514 16367398 16443273 16198982 16330615 16139442 15974493 15896867 15969 663 438 262 444139 479 899 471022 470532 473610
16118834 18294231 20958402 22174611 24887406 30421046 15927193 18126325 20752412 21797957 24535214 30020334 191 641 167 905 205 990 376 654 352192 400713
. . . 729 891 950 . . . 729 891 950 . .. . . . ..

157 758 201 186 253924 291051 312078 371898 145 389 181 145 228 039 263 848 279 375 326 052 12 369 20 042 25 886 27203 32703 45 846
15805 16 012 17 263 19 340 20 643 21685 14 515 14714 15 896 17 849 19 007 19981 1289 1298 1367 1490 1636 1704

5813 6089 6 366 6616 7127 7743 5609 5890 6166 6414 6862 7495 204 199 200 202 265 248
70 885 74 636 81711 89074 98 611 98 857 64419 65 039 71059 89074 85822 94 277 6 466 9597 10 652 0 12789 4580
28529 30257 34483 41874 43638 47154 25663 27290 30901 38523 40178 43 107 2 866 2967 3582 3351 3461 4048

5401 5880 6237 6860 7092 7339 5166 5564 5888 6454 6646 6786 235 316 350 406 446 553

. 34818 34993 38323 42828 49 064 . 30 607 31091 33888 37735 43 220 0 4210 3902 4435 5092 5844
23373 24945 26 464 28286 30349 32726 21571 23092 24154 25629 27292 29 147 1802 1853 2311 2657 3057 3579
124 740 128516 137 305 140714 156 100 161 050 113585 116 982 126 663 129 936 143 827 148 706 11155 11534 10 642 10778 12273 12344
20198 20 661 21289 22 644 24248 25420 19425 19873 20410 21764 23332 24500 774 788 879 880 916 920

1379 2988 4182 6180 9390 12810 1376 2988 4182 6180 9390 12 810 3 .. . . . .
37 966 38 622 41 362 44 857 50258 54 416 34 620 35143 37584 40 609 45721 50 705 3346 3479 3777 4249 4538 3711

426 383 444944 457914 506 109 551 821 582 353 395999 413 060 423933 469 434 512810 548 229 30385 31884 33980 36 675 39011 34124
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Table A.1.4 Public spending on education, by level of education (cont’)

Millions national currency

Public spending on primary Education (ISCED 1)

Public spending on secondary education (ISCED 2-3-4)

Public spending on tertiary education (ISCED 5-6)

1998 1999 2000 2001 2002 2003 1998 1999 2000 2001 2002 2003 1998 1999 2000 2001 2002 2003
Australia 87145 105861 112526 117373 122252 129289 103582 121608 127952 13516.1 14 005.1 14980.3 6444.8 5114.2 5237.8 5565.8 5862.4 6126.4
Austria 2312.8 2386.3 23233 2396.3 24574 24355 5348.0 5605.7 5447.1 5602.4 5758.6 6087.6 28147 2908.8 2609.3 25371 2390.3 2439.9
Belgium 2632.7 27181 2868.1 35411 3663.9 3992.2 5290.9 5414.8 5538.2 67125 7038.1 6935.5 20515 2972.2 2806.2 3005.1 3164.0 32017
Canada . . . . . . 1367.0 0.0 0.0 0.0 0.0 0.0 132988 141621 157607 161554 00 156100
Czech Republic 131046 145657 155548 15889.7  16887.0 18 025.2 36190.7 384994  40497.7 45554.1 51385.7 56 436.7 135682 145883 15069.7 171404 198022 226383
Denmark 20707.0  20360.0 221730 248990 25876.0 26767.0 287740 287330  29855.0 31190.0 30524.0 31377.0 17362.0 184940 196760 236240 254410 237230
Finland 1831.0 1583.2 1667.2 1826.5 1929.7 20217 2426.3 27744 28519 3203.9 34415 3654.9 1949.7 21105 22017 2276.9 2386.2 24763
France 151685 157337 162857  16609.9 171415 173789 381222 391948  40310.2 411423 422914 453274 130556 132035 136177 138867 143286  17918.0
Germany 137205 137158 14086.0 143272  14369.7 14 361.0 40360.3 41147.0  44509.4 45884.7 47801.2 48535.7 185750 190227 191053 195924 206775 213318
Greece 1146.4 1090.7 13935 1366.6 1539.7 17485 12988 15573 19237 1825.1 1963.3 22787 1096.1 1152.5 1045.8 1463.6 17153 17834
Hungary 90340.0 100067.0 110237.0 130709.0 1527680  176213.0 197621.0 230027.0 252578.0 2911820  366770.0  479126.0 80862.0 93085.0 1128100 1330840 1631960 195464.0
Iceland 10578.6 00 152737 182328  2159.9 22 630.6 139453 00 151645 18913.1 20708.3 206715 10 050.2 0.0 5532.0 6328.2 8089.8 8792.9
Ireland 1120.0 12042 13736 1583.8 1804.1 2081.2 13253 14476 1579.7 17920 19712 22232 793.1 936.5 1189.1 1255.7 13527 13779
Italy 12497.0 114774 124788 144747 152556 15918.9 240946  23564.6  24807.0 29935.8 27789.1 30165.3 72345 7920.1 8486.1 91385 98175 9172.7
Japan 6485401.3 6478642.2 6400421.3 6410770.7 6448386.3 64296450 7555029.7 74717430 7277566.8 72177868 7189566.8 70540442 2158551.0 2380230.2 2461454.1 2345935.2 2258913.7 2485973.4
Korea 7163023.0 8235793.7 9078947.0 8867226.9 9775159.6 117913156 6828027.0 73655685 8216362.0 10499889.7 12486 261.4 137470953 1936 143.0 2524 963.2 3457 103.0 2430840.4 2273793.3 44819226
Luxembourg . . . 363.4 473.0 488.4 0.0 0.0 0.0 365.2 418.1 461.9 . § . . . .
Mexico 562559 814025 105002.0 118588.9 1256253  152433.5 590238 619446 76909.9  103118.0 91387.1  109584.5 301095 37797.6 461267 421408 623622 640344
Netherlands 4340.5 4597.5 5002.2 5722.3 6396.7 6742.7 6130.6 6312.3 6952.8 7686.4 8115.2 8450.1 4044.2 3803.7 3941.0 4440.8 44955 47885
New Zealand 19758 2080.7 21812 21776 22195 2375.1 2583.2 2818.2 2942.8 3105.1 3435.3 38225 1049.9 990.8 1041.7 1131.0 1207.2 12978
Norway 32765.0 32980.0 364430 510380 29569.1 32002.9 15861.0 149840  16937.0 18493.0 34816.9 39140.1 157930 170750 176790 195430 214360 231340
Poland 126447 151676 170863 20983.0  14730.2 15035.8 6624.2 7183.8 8576.7 9468.2 16 968.2 19 469.5 6393.9 4938.6 5238.1 8071.9 8479.3 8601.2
Portugal 16295 1769.2 1969.8 2180.2 2306.5 23152 2308.6 2572.0 2795.4 30235 3111.0 3109.9 962.2 1059.1 11224 12503 12284 13613
Slovak Republic 0.0 5053.4 5765.7 6 068.8 6554.9 7864.4 00 194948 188084 20332.7 23239.9 25896.9 0.0 6 059.0 6517.4 7486.8 7940.5 9458.4
Spain 6147.6 6716.4 6 906.6 74450 7914.9 8507.5 10996.3 115495 116823 11922.0 126773 13293.9 44213 4825.6 5564.7 6262.2 6699.9 73453
Sweden 400330 411260 452760 45279.0 50358.0 50 585.0 459210 467450  50292.0 52 204.0 57 447.0 60 196.0 27631.0 29111.0 310950 324530 360220 37925.0
Switzerland 6762.0 6745.0 6864.3 7309.9 7696.5 7818.8 84454 8416.3 8689.2 9104.9 9632.1 9664.1 42173 47116 4856.7 5349.2 6003.4 7016.8
Turkey 581.4 16245 2102.1 31416 44757 6187.4 3714 602.4 851.0 12365 2000.3 28325 4236 7615 1229.2 1801.8 29144 3790.6
United Kingdom 94731 97294 103550 112727 124859 14569.3 183300 185474 203929 21779.0 24.865.1 275545 6817.0 6866.1 6 836.6 7556.8 8369.9 8581.6
United States 1345633 1470757 156860.7 1835815 1880454  193367.8 157796.0 166669.3 1786434 1934550 2025654  223117.1 103639.5 993154 884294 923974 1221995 1317444

Note: ISCED = International Standard Classification of Education (www.oecd.org/education).

Source: OECD Education database.

55



ANNEX 2. ADDITIONAL INFORMATION ON NET SOCIAL EXPENDITURE :
COUNTRY RESPONSES 2001 AND 2003

Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 2003

AUSTRALIA

A. Average Itemised Tax Rates (AITR %)

2 001 2 003
1 Old-age cash benefits
la - public pensions
Age Pension 0.38 0.03
Wife's Pension 0.38 1.25
Widow's B Pension 0.26 0.77
1b - early retirement benefits
1c - private pensions
Superannuation pension 16.83 15.07
Superannuation Lump Sums 2.66 10.45
2 Survivors' benefits
2a - public pensions
Veteran's Service Pensions 0.68 0.00
3 Incapacity-related benefits
3c - Sickness payments
Sickness Allowance 0.45 0.09
a Family cash benefits
4da - Family benefits
Parenting Allowance 1.03 1.49
Partner Allowance 0.17 1.02
4c - Sole parent benefits
Sole Parent 0.64 0.92
6 Unemployment
6b - unemployment assistance benefit
Unemployment Benefits 1.10 0.81

The AITRs for wage income, superannuation pensions and superannuation lump sums were calculated using a sample file of Australian tax returns
other AITRs were calculated using the STINMOD model, a static microsimulation model developed by the National Center for Social and Economic
(NATSEM).

The AITRs were obtained by calculating the amount of tax paid in aggregate with and without the income streams. The difference between the taxe
then divided by the value of the income stream to reveal the value of the AITR.

Sources: STINMOD distributional model. Revenue Group of The Treasury, Australian Government.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of Australian dollars

2001 2003

@ Private final consumption expenditure 428 260 434 552
2) Private consumption plus Government consumption minus Government wages 488 771 566 853
(<) General consumption taxes plus excise duties (5110+5121) 48 445 57 029

5110 General taxes 28 180 35 122

5121 Excises 20 265 21 907
(C)) Taxes on production sale transfer (5100) 60 237 69 921
%) Taxes on Goods and Services (5000) 65 552 76 330

Implicit average indirect tax rate on consumption out of benefit income:

) using general consumption taxes plus excise duties (3)/(2) 9.9% 10.1%
@) using a broad concept of the indirect tax base (5)/(2) 13.4% 13.5%
(3) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 15.3% 17.6%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Lines 1
OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Australian dollars)

2001 2003
Tax breaks similar to cash benefits 849 798
Tax offsets for taxpayers with dependants 16 15
Tax offset for housekeeper who cares for a prescribed dependant 360 370
Tax offset for low income earners 460 400
Exemption of rent subsidy payments under the Commonwealth/State mortgage and rent relief schemes 13 13
Tax breaks to stimulate private social protection (not including pensions) 1620 2 050
Partial rebate for certain non-profit, non-government bodies 40 30
Deduction for gifts to approved donees 300 560
Capped exemption for public benevolent institutions (excluding public hospitals) 240 210
Various health-related items, see see Tax Expenditures Statement, 2004
medical expenses tax offset 150 220
exemption from the Medicare levy for residents with a taxable income below a threshold 340 370
exemption for Medicare levy for non-residents 55 65
Income tested tax offset for private health insurance - -
30% tax offset for expenditure on private health insurance 590 740
Medicare levy surcharge o5 _145
(negative tax expenditure for those above income threshold, but without insufficient private coverage
Memorandum Items
Tax breaks for pensions 11 045 14 735
Concessional taxation of funded superannuation 9 215 13 580
Concessional taxation of unfunded superannuation lump sums 470 420
Concessional treatment of non-superannuation termination benefits 990 340
Capped taxation rates for lump sum payments for unused recreation and long service leave 210 190
Taxation of five per cent of unused longservice leave accumulated by 15 August 1978 135 85
Capital gains tax exemption on the sale of a small business at retirement 25 120

Source: Tax Expenditure Statement (2003, 2005), Australian Government

5€



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

AUSTRIA

A. Average ltemised Tax Rates (AITR %)

2001 2003
Old-age cash benefits (1 +3) 17.7%
- public pensions 17.0%
- private pensions 13.0%
Incapacity-related benefits
- Disability pensions 17.7% 17.0%
- Occupational Injury benefits 17.7% 17.0%
- Sickness payments 30.0% 30.0%
Source: Ministry of Finance (Bundesministerium fur Finanzen), Wage Tax Statistics (2001 and 2003).
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros
2001 2003

1) Private final consumption expenditure 121 602 122 932
2) Private consumption plus Government consumption minus Government wages 140 693 140912
3) General consumption taxes plus excise duties (5110+5121) 22 854 23988

5110 General taxes 17 301 17 944

5121 Excises 5552 6 044
4) Taxes on production sale transfer (5100) 24 449 25 698
(5) Taxes on Goods and Services (5000) 26 073 27 468

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 16.2% 17.0%
) using a broad concept of the indirect tax base (5)/(2) 18.5% 19.5%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 21.4% 22.3%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Li
2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003

Tax breaks similar to cash benefits 42.0 40.0

Appliances for the disabled (Befreiung fir Versehrten- und Invalidenfahrzeuge) § 2 Abs.1 25,12 2.0

Special tax relief (AuBergewodhnliche Belastungen) § 34, 35 40.0
Tax credits for one-parent families 40.0
Tax breaks to stimulate private social protection (not including pensions) 20.0 0.0

Contributions to health, accident and pension insurance (Versicherungsbeitrdge) 8 18 Abs. 1 Z2 20.0

Source: Budget Accounts, Forderungsbericht (2001 and 2003), Ministry of Finance, Austria.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@3nt.)

BELGIUM

A. Amount of direct tax paid on benefit income (in millions of euros)

2 001 2 003
A.Taxes paid on transfer income (A1 minus A2 , then adding local tax rate *) 4093.5 4370.1
Pensions: PIT 5060.1 5457.8
Sickness: PIT 449.0 495.7
Early retirement: PIT 21 0.8
Unemployment benefits: PIT 525.2 581.1
Total PIT (Al) 6 036.4 6 535.4
- Pensions: tax credit 17221 1923.9
- Sickness: tax credit 177.2 213.3
- Early retirement: tax credit 1.2 0.3
- Unemployment benefits: tax credit 2145 301.5
- Others 98.4 26.4
Total tax credits (A2) 22134 2 465.4
Local tax rate 7.1% 7.4%
B. Social security contributions 885.1 999.3
Total (A + B) 4978.6 5369.4

* Local tax rate is applied to income tax, which overestimates local tax amount as local taxes are only paid when the amount of the credit does not
income tax.

Source: Ministry of Finance, Belgium.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros

2001 2003

(1) Private final consumption expenditure 138 564 140 300
2) Private consumption plus Government consumption minus Government wages 164 106 166 276
3) General consumption taxes plus excise duties (5110+5121) 23693 25243

5110 General taxes 18 060 19 076

5121 Excises 5632 6168
(4) Taxes on production sale transfer (5100) 26 478 28 079
(5) Taxes on Goods and Services (5000) 28 451 30 147

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 14.4% 15.2%
) using a broad concept of the indirect tax base (5)/(2) 17.3% 18.1%
8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 20.5% 21.5%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume I, 1993-2004 (2nd version) OECD, Paris (Lines :
and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in million of Euros)

2001 2003
Tax breaks similar to cash benefits 1355.8 1521.0
Tax credit for children 1275.6 1443.8
Compl. Sickness contr. 0.0 0.0
Allowance "ALE" 16.9 17.3
Allowance Childcare expenses 63.3 59.9
Tax breaks to stimulate private social protection (not including pensions) 0.0 0.0
Memorandum Items
Tax breaks for pensions 363.3 382.1
Pension savings (3rd pillar) 262.8 287.7
Pension savings (2d pillar) 100.5 94.4

Source: Ministry of Finance, Belgium, from IPP (Imp6t des Personnes Physiques).
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

CANADA

A. Average Itemised Tax Rates (AITR %)

2001 2003
1 Old-age Cash Benefits 15.02% 14.28%
1a - Public Pensions (OAS) 6.06% 5.76%
1b - Private Pensions 18.49% 17.54%
2 Canadian Pension Plan (Retirement) 9.46% 8.70%
3 Canadian Pension Plan (Disability) 2.57% 1.86%
4 Employment Insurance 9.05% 8.35%
4a - Regular Employment Insurance 9.68% 8.90%
4b - Parental Leave Payments 6.27% 5.71%
5 Worker's Compensation 2.41% 2.48%
6 Guaranteed Income Supplement 0.52% 0.54%
7 Social Assistance 0.02% 0.12%
8 Wage Income 22.20% 22.13%

The sample used for the microdataset simulation was a stratified sample of approximately 450 000 records, weighted to represent all taxfilers in Canada. The sample
the Canada Revenue Agency.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of Canadian dollars

2001 2003

1) Private final consumption expenditure 608 549 605 966
@) Private consumption plus Government consumption minus Government wages 693 669 690 503
®3) General consumption taxes plus excise duties (5110+5121) 77 609 85 489

5110 General taxes 58 093 62 604

5121 Excises 19516 22885
4) Taxes on production sale transfer (5100) 92 940 102 262
(5) Taxes on Goods and Services (5000) 98 466 108 132

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 11.2% 12.4%
(@] using a broad concept of the indirect tax base (5)/(2) 14.2% 15.7%
®) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 16.2% 17.8%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Lines 1 and 2) and OECC
Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Canadian dollars)

Tax breaks similar to cash benefitgtotal without 5 and 8 below) 11189 12 741
1 Disability Tax Credit 464 512
2 Provincial Tax Reduction 339 409
3 |Infirm dependant credit
Caregiver credit 85 107
4 Attendant Care expense 0.3 0.8
5 Canadian Child Tax Benefit/National Child Benefit (amount not included in total TBSP, as already accounted in SOCX 124.10.5.1.640) 8185
6 Medical expense supplement for earners 55 68
7 Deductibility of charitable donations from corporate income tax 260 290
8 Age amount (amount not included in total TBSP, as already taken into account when calculating AITRs) 1916 2036
9 Medical expense tax credit 920 1116
10 Child care expense deduction 1112 1002
11 Amount for an eligible dependant 824 873
12 Non-taxation of employer paid premiums 4444 5474
13 Portion of refundable tax credits that offsets tax liability 2686 2890
Tax breaks to stimulate private social protection (not including pensions) 7 646 9309
Non-Taxation of employer-paid CPP premiums 4 445 5474
Non-taxation of employer paid health and dental benefits 1710 2010
Charitable donations credit 1491 1825
Memorandum item
Tax breaks for pensions (1+2+3) 5610.5 20458.1
Revenue foregone method:
1 Pension Income Deduction 625.5 653.1
2 Registered retirement savings plans (RRSPs)
Deduction for contributions 6225.0 6000.0
Non-taxation of investment income 1280.0 6300.0
Taxation of withdrawals -3465.0 -3 670.0
Net tax expenditure 4040.0 8630.0
3 Registered pension plans (RPPs)
Deduction for contributions 4575.0 6615.0
Non-taxation of investment income 2785.0 11 465.0
Taxation of withdrawals -6 415.0 -6 905.0
Net tax expenditure 945.0 11175.0

Supplementary information:
Present value of tax assistance for retirement savings plans * 7 265.0
* The present-value estimates reflect the I|ifetime cost of a given yearods

estimates are not directly comparable.

Data supplied by Finance Canada, from Department of Finance Canada (2004, 2002), Tax Expenditures and Evaluations, Ottawa.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

CZECH REPUBLIC

A. Amount of direct tax paid on benefit income (in millions of Czech koruny)

2 001 2 003
Total tax paid on transfer income
old-age pensions 1.0 3.0
Source: Ministry of Finance, Tax Policy Unit; Czech Social Security Administation.
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of Czech koruny
2001 2003
1) Private final consumption expenditure 1155631 1192323
) Private consumption plus Government consumption minus Government wages 1417 253 1532382
®3) General consumption taxes plus excise duties (5110+5121) 226 064 251915
5110 General taxes 149 271 164 376
5121 Excises 76 793 87 539
4) Taxes on production sale transfer (5100) 236 231 262 443
(5) Taxes on Goods and Services (5000) 254 395 285 546
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 16.0% 16.4%
@) using a broad concept of the indirect tax base (5)/(2) 17.9% 18.6%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 22.0% 23.9%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Lines 1 and 2) and OECD (2006), Re

Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Czech koruny)

2001 2003
Tax breaks similar to cash benefits 11 084 11731
1. Tax breaks similar to cash benefits
1.1 Tax exemptions (Personal Income Tax):
* non-monetary benefits covered from the fund for cultural and social needs or profit after tax provided by an employer to his employee in forr 528 648
1.2 Allowances from the tax base (Personal Income Tax; social insurance contributions are deductible from the tax base):
* per each dependent child living with the taxpayer in one household 10 000 10 500
* per each handicapped dependent child requiring an escort 188 197
* per handicapped spouse requiring an escort living with taxpayer in one household unless the spouse's own income exceeds low income limit 8 8
* per handicapped taxpayer requiring an escort 60 63
* gifts donated to municipalities or to legal entities for financing science, education, culture, schools, police, youth welfare, animal protection, 300 315
environment, humanitarian projects etc.
Tax breaks to stimulate private social protection (not including pensions) 4073 1485
2.1 Corporate Income Tax
* tax credits for disabled employees 3973 1352
2.2 Personal Income Tax
* tax credits for disabled employee 100 133
Memorandum item
Tax breaks for pensions 1105 1679
1. Deduction of contributions to private pensions - income tax exemptions and allowances from the tax base
* exemption of contributions of employers on behalf of their employees on pension insurance with state contribution from personal income ta» 380 540
* deduction of contributions of employers on behalf of their employees on pension insurance with state contribution from employer's tax base 465 759
* contributions of employees on their pension insurance with state contribution 260 380

2. Non-taxation of investment of private pension funds

* there is income tax of 15 % from the returns of private pension funds - standard tax rate is 28 % -
* reduced 15 % withholding tax on benefits/returns paid by the pension funds to the contributors

* reduced 15 % withholding tax on benefits/returns paid by the life insurance to the contributors

Sources: Tax Statistics, Czech Ministry of Finance; and the Association of Pension Funds of the Czech Republic.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@3nt.)

DENMARK

A. Average Itemised Tax Rates (AITR %)

2001 2003
1 Social pension

- state old age pension 27.68 27.20
- disability pension 26.92 26.22
- anticipated old age pension 23.78 23.69
2 Supplementary pensions (ATP) 30.68 29.79
3 Civil servants pension 34.77 34.00
4 Early retirement pensions (Delpension) 32.30 31.48
5 Sickness benefit 36.36 36.49
6 Parental leave 28.85 28.56
7 Unemployment benefits 32.78 32.66
8 Early retirement benefits 29.38 28.16
9 Occupational accidents 36.07 32.05
10 Survivors 10.00 10.00
11 Childbirth benefit (barsel) 39.71 37.21

12 Items under active labour market policy
- Measures by regional labour market councils 26.89 26.42
- Employment measures for disabled 31.30 30.72
13 Other, war victims 35.30 33.95
14 Other, wage earn. Guar. Fond. 44.10 39.31

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions Danish kroner

2001 2003

1) Private final consumption expenditure 626 519 631 687
2) Private consumption plus Government consumption minus Government wages 741 024 742 086
?3) General consumption taxes plus excise duties (5110+5121) 196 103 204 374

5110 General taxes 128 550 135 092

5121 Excises 67 553 69 282
4) Taxes on production sale transfer (5100) 200 718 209 847
(5) Taxes on Goods and Services (5000) 212 236 222 024

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 26.5% 27.5%
(@) using a broad concept of the indirect tax base (5)/(2) 28.6% 29.9%
8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 33.9% 35.1%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Lines 1 &
OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Danish kroner)

2001 2003
Tax breaks similar to cash benefits 182 201
Supplement for older people "Engangsbelob” (67+) 135 147
Capital tax reduction for older people (67+) 0 0
Housing for older people "Plejehjem" a7 54
Tax breaks to stimulate private social protection (not including pensions) 0 0
Memorandum item
Tax breaks for pensions 0 0

Source: Ministry of Finance, Denmark.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

FINLAND

A. Average Itemised Tax Rates (%)

2 001 2 003
1 Old-age cash benefits
la - public pensions 19.7 19.4
1lc - private pensions 28.6 28.9
2 Survivors' benefits
2a - public pensions 19.1 19.8
3 Incapacity-related benefits
3a - Disability pensions 17.5 17.6
3b - Occupational Injury benefits 26.2 23.5
3c - Sickness payments 26.8 24.4
4 Family cash benefits
4a - Family benefits 16.7 17.0
4b - Maternity and parental leave payments 21.7 21.5
5 Active labour market policies
5a - benefits while on training 19.4 19.9
6 Unemployment
6a - unemployment insurance benefit 20.5 20.5
6b - unemployment assistance benefit 18.6 18.1

The micro-simulation model used in the Ministry of Finance is based on a representative sample of some 25 000 individual ta
The model is used for the planning of national tax policies and for estimating the effect of tax policy alterations on tax revenue
the income tax liabilities of taxpayers at different income levels. The information is in principle collected for the Income Distrib
Source Ministry of Finance.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros

2001 2003

(1) Private final consumption expenditure 67 978 69 003
(2) Private consumption plus Government consumption minus Government wages 78 424 79 517
(3) General consumption taxes plus excise duties (5110+5121) 16 789 18 657

5110 General taxes 11118 12 455

5121 Excises 5671 6 202
(4) Taxes on production sale transfer (5100) 18 004 20011
(5) Taxes on Goods and Services (5000) 18 462 20 509

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 21.4% 23.5%
(7) using a broad concept of the indirect tax base (5)/(2) 23.5% 25.8%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 27.2% 29.7%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version)
Paris (Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003
Tax breaks similar to cash benefits 0 0
Tax breaks to stimulate private social protection (not including pensions) 0 0
Memorandum ltems
Tax breaks for pension 170 205
- Deduction of contributions to private pensions 170 205

Source: Ministry of Finance, Finland.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@®nt.)

FRANCE

A. Amount of direct tax paid on benefit income (in millions of euros)

2001 2003
Total (income tax + social security contributions) 20 350 21384
1-2-3a Old-age, survivors' benefits, disability pensions 15160 16 292
3b  Occupational Injury benefits 110 130
3c  Sickness payments 910 919
4a-4c Family and sole parent cash benefits 280 290
4b  Maternity and parental leave payments 220 283
5 Active labour market policies 1570 1417
6 Unemployment 2 040 1987
7 Housing 60 66
Sources: See Table C below.
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros
2001 2003
(1) Private final consumption expenditure 807 494 838 227
(2) Private consumption plus Government consumption minus Government wages 951 135 980 235
(3) General consumption taxes plus excise duties (5110+5121) 150 963 158 765
5110 General taxes 110 727 115 705
5121 Excises 40 236 43 060
(4) Taxes on production sale transfer (5100) 163 101 171594
(5) Taxes on Goods and Services (5000) 167 409 175 805
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 15.9% 16.2%
@ using a broad concept of the indirect tax base (5)/(2) 17.6% 17.9%
8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 20.7% 21.0%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) O
Paris (Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003

Tax breaks Similar to cash benefits 14 750 16 280

Vieillesse

Foncier bati : Dégrevement partiel 50 138

Vieillesse - invalidité

Foncier bati : exonération totale 290 300

Vieillesse - invalidité-survie

Taxe d'habitation : exonération totale 1220 1250

Famille-invalidité

Impdt sur le revenu : quotient familial 9700 9 866

Taxe d'habitation : abattement pour charge de famille 1070 1130

Taxe d'habitation : effet du quotient familial sur les dégrévements partiels 100 100

Famille

Imp6t sur le revenu : déduction des pensions pour enfants majeurs étudiants 280 290

Imp6t sur le revenu : réduction d'impdt pour enfants scolarisés 400 399

Imp6t sur le revenu : réduction d'impdt pour frais de garde d'enfants de moins de 7 ans 190 200

Autres domaines de politique sociale

Prime pour I'Emploil 1250 2322

Taxe d'habitation : dégrévement total pour les titulaires du RMI 200 285
Tax breaks to stimulate private social protection (not including pensions) 340 320

Logement

Impdt sur le revenu : déductions pour la location a des ménages modestes - -

Impdt sur les bénéfices : exonération des offices HLM et OPAC 260 270

Autres domaines de politique sociale

Impdt sur le revenu : réduction pour dons aux personnes en difficulté 40 50

Sources: Amounts supplied by DREES/INSEE, based on estimates from various institutes:
Social security contributions: URSSAF (Union de Recouvrement des cotisations de Sécurité Sociale et d'Allocations Familiales),
DSS (Direction de la Sécurité Sociale), ACOSS (Agence Centrale des Organismes de Sécurité Sociale), et
CNAF (Caisse Nationale des Allocations Familiales).

Income tax and tax breaks for social purposes: Direction Générale des Imp6ts, INES model (Insee-Drees).



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@®nt.)

GERMANY

A. Amount of direct tax paid on benefit income (in millions of euros)

2001 2003
Direct taxes and social contributions paid on public cash benefits 24 051.9 24 487.9
Social contributions paid by recipients of benefits (unemployment , disability, etc.) 16 308.0 17 141.0
Income tax on pensions 5134.0 4748.8
Social security contributions 1009.9 928.1
Soc. Sec. Cont. on pensions for farmers 255.7 227.2
Soc Sec Cont on "versorgungswerke" 146.7 155.9
Supplementary Pensions in Civil Service 607.4 545.0
Progressionsvorbehalt 1600.0 1670.0
Direct taxes and social contributions paid on mandatory private cash benefits 10 598.7 9988.4
Continued wage payments in case of sickness (Entgeltfortzahlung) 10 007.0 9988.4
Continued Wage Payments: Maternity and parental leave 591.7
Direct taxes and social contributions paid on voluntary private cash benefits 2562.7 3192.7
Tax over BAV (company pension) 1189.5 1305.5
Soc. Sec. cont over BAV (company pension) 1092.8 1492.0
Tax and soc.sec. cont over other payments 280.4 395.2

Source: Bundesministerium fir Arbeit und Sozialordnung; Calculated while using the nettolohnquote as in the national accounts.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros

2001 2003

(1) Private final consumption expenditure 1232660 1258570
(2) Private consumption plus Government consumption minus Government wages 1461230 1492580
(3) General consumption taxes plus excise duties (5110+5121) 200 521 206 353

5110 General taxes 138 935 137 568

5121 Excises 61 586 68 785
(4) Taxes on production sale transfer (5100) 210991 218 371
(5) Taxes on Goods and Services (5000) 219 602 225951

Implicit average indirect tax rate on consumption out of benefit income:

(6)  using general consumption taxes plus excise duties (3)/(2) 13.7% 13.8%
(7)  using a broad concept of the indirect tax base (5)/(2) 15.0% 15.1%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 17.8% 18.0%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, P:
1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003
Tax breaks similar to cash benefits 33560.8 36 544.0
Special expenses for owner-occupied homes 1733.0 430.0
Child component in conjunction with sec.10 e EStG (sec. 34 f EStG) 460.0 65.0
Owner-occupied Homes Premium Law, total 8 050.0 10 536.0
Employee savings premiums for productive investment (sec. 19 a EStG) 41.0 41.0
Deduction of occupational training expenses 79.0 85.0
Motor vehicle tax exemption for physically disabled persons 135.0 130.0
Household allowance 869.0 1000.0
Deduction for extraordinary financial burdens 465.0 475.0
Deduction for extraordinary financial burdens in special instances 1334.0 900.0
Lump sum allowances for the physically disabled and others 798.0 810.0
Lump sum care allowance 72.0 72.0
Family benefits (child tax credit ) 19524.8 22 000.0
For information: Family benefits (Familienlastenausgleich: tax credit + cash benefits) (32 020.7) (36 080)
Tax breaks to stimulate private social protection (not including pensions) 9 480.0 9 485.0
Exclusion of contributions to health and accident insurance 8400.0 8400.0
Donations to (approved) NGOs and political parties 1080.0 1085.0
Memorandum Item
Tax breaks to pensions 17 520.0 18 280.0
- Deduction of contributions to public pensions 14 300.0 15 100.0
- Deduction of private life insurances 2 300.0 2200.0
- Lump sump taxation of contributions to occupational pension plans 920.0 980.0

a) Donation to political parties are not in the social domain. However, the value of these donations cannot be separately identified, but i
smaller that the donations to NGOs, and therefore this item is included in the list here.

Source Bundesministerium fur Arbeit und Sozialordnung, Bundesministerium fiir Finanzen, Germany.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

ICELAND

A. Amount of direct tax paid on benefit income (in millions of Islandic krénur)

2 001 2 003
Total tax paid (including soc. sec. cont.) on public transfer income 4240 5800
of which:
- Income tax 4 240 5800
Total tax paid (including soc. sec. cont.) on private transfer income 3700 6 400
of which:
- Income tax 3700 6 400
Source: Ministry of Finance, Economic Department.
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of Islandic krénur
2001 2003
1) Private final consumption expenditure 408 413 417 064
2) Private consumption plus Government consumption minus Government wages 475 924 484 575
3) General consumption taxes plus excise duties (5110+5121) 98 737 112 423
5110 General taxes 77 232 87 938
5121 Excises 21505 24 485
(4) Taxes on production sale transfer (5100) 106 318 120 368
(5) Taxes on Goods and Services (5000) 114 876 130 083
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 20.7% 23.2%
(@) using a broad concept of the indirect tax base (5)/(2) 24.1% 26.8%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 28.1% 31.2%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume I, 1993-2004 (2nd version) OECD, Paris (

and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Islandic krénur)

2001 2003
Tax breaks similar to cash benefits 0 0
Tax breaks to stimulate private social protection (not including pensions) 0 0
Memorendum item
Tax breaks for pension 6 700 8 400

Source: Ministry of Finance of Iceland, Economic Department.



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

IRELAND

A. Amount of direct tax paid on benefit income (in millions of euros)

2001 2003

Total tax paid (including soc. sec. cont.) on transfer income 299.4 331.6
- Social Security Pension 267.6 291.4

- Social Security Disability Benefit 20.6 23.2

- Social security Unemployment Benefit 11.2 17.0

Source Ireland Revenue, Income Tax Returns for 2003 (SAS).

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros)

2001 2003

(1) Private final consumption expenditure 53 582 54 130
(2) Private consumption plus Government consumption minus Government wages 60 950 61 532
(3) General consumption taxes plus excise duties (5110+5121) 12128 14 483

5110 General taxes 7999 9814

5121 Excises 4129 4 669
(4) Taxes on production sale transfer (5100) 12 343 14 668
(5) Taxes on Goods and Services (5000) 12 902 15 362

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 19.9% 23.5%
(7) using a broad concept of the indirect tax base (5)/(2) 21.2% 25.0%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 24.1% 28.4%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (L
2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003 *
Tax breaks similar to cash benefits 196.6 319.3
Exemption of statutory redundancy payments 8.7 251
Widowed person's allowance (data do not cover non-tax payers) 82.6 122.3
Additional allowance to widowed person in year of bereavement 4.2 6.1
Additional bereavement allowance to widowed parent 3.9 5.6
Additional personal allowance for one parent family 915 137.8
Additional allowance for incapacitated child 2.7 4.4
Dependent relative allowance 0.8 1.1
Person taking care of incapacitated taxpayer 0.4 0.6
Donations to approved bodies 1.8 16.3
Tax breaks to stimulate private social protection (not including pensions) 205.5 226.6
Relief in respect of medical insurance premiums 168 161.7
Health expenses relief 36 63.2
Contributions under permanent health benefit schemes after deduction of tax on benefits received 15 1.7
Memorendum item
Tax breaks to pensions 2009.5 2708.9

Empl oyeeds Contributions to Approved Superannu287on Sche®ma8S:
Empl oyerds Contributions to Approved Superannd49daii on Schéé28ds
Exemption of Net Income of Approved Superannuation Funds 938.4 1271.6
Retirement Annuity Premiums (Individual private pensions) 184.7 250.9

* TBSPs are for 2002 as 2003 figures are not yet available.

Source: Office of the Revenue Commissioners, Statistical Reports.
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Table Annex 2.

Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

ITALY

A. Amount of direct tax paid on benefit income (in millions of euros)

2001 2003
1 Old-age cash benefits
la - public pensions (mandatory) 16 711.5 18 697.0
1b - early retirement benefits
1c - private pensions (non mandatory) 471.7 505.0
2 Survivors' benefits
2a - public pensions (mandatory) 4082.3 43710
2b - private pensions (non mandatory) 133.6 142.7
3 Incapacity-related benefits
3b-1 - Occupational Injury benefits (mandatory) 2206.6 2142.1
3b-2 - Occupational Injury benefits (non mandatory) 15.7 14.6
Total 236214 25872.4
Source: Official administrative information from National Institute for Social Security (INPS).
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros
2001 2003
(1) Private final consumption expenditure 732 679 737 680
(2) Private consumption plus Government consumption minus Government wages 831 372 842 890
(3) General consumption taxes plus excise duties (5110+5121) 109 049 112 185
5110 General taxes 77 796 79 486
5121 Excises 31253 32699
(4) Taxes on production sale transfer (5100) 125532 129 538
(5) Taxes on Goods and Services (5000) 139 788 143 950
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 13.1% 13.3%
(7) using a broad concept of the indirect tax base (5)/(2) 16.8% 17.1%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(19.1% 19.5%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume I, 1993-2004 (2nd version) OECD, |

(Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003 *

Tax breaks similar to cash benefits 1729.9 1902.4
Tax credits:

Healthcare expenses 1493.3 1624.4

Healthcare expenses for disabled 7.1 8.0

Ot her expenses for disabled (vehicles, da&a7Bs, ¢€) 36.9

Education expenses 188.5 206.1
Tax deductions:

Medical expenses for disabled (1) 23.3 26.9
Tax breaks to stimulate private social protection (not including pensions) 1691.8 1583.2
Tax credits:

Donations to ONLUS 24.9 31.2

Contributions to mutual assistance associations 4.8 5.2

Contributions to health and accident insurance 1662.2 1546.8
Memorendum item
Tax breaks to pensions

- Deduction of contributions to private pensions 102.9 132.2

- Non-taxation of investment of private pension funds (2) 37 8.9

* TBSPs are for 2002 as 2003 figures are not yet available.

1) The estimate is based on the amount of the relevant deductions as recorded in all individual tax returns, distributed in 30 income cle
revenue foregone is calculated applying to the deductions in each income class the corresponding P.I.T. average implicit tax rate.

2) The tax break in years 2001 and 2002 are the reduction of tax rate by 1.5%. The estimate is based on administrative data for the ta
from income of pension funds. The tax revenue without the tax break is estimated by applying the ordinary tax rate of 12.5% to the 20
income. The revenue foregone is then calculated as the difference between this estimated tax revenue and the actual tax revenue.

Source: Official administrative information from National Institute for Social Security (INPS).
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

JAPAN

A. Amount of direct tax paid on benefit income (in millions of yen)

2001 2003
Income tax rate of 1.12% + Health insurance contribution of 2.33%
- public old pensions 1097 156.9 1167918
- mandatory private old age pensions 83106.0 77 246
- voluntary private old age pensions 326 416.2 329 382

Source: Ministry of Finance of Japan.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of yen

2001 2003
(1) Private final consumption expenditure 286 240 285 965 50C
(2) Private consumption plus Government consumption minus Government wages 339 798 339 698 50C
(3) General consumption taxes plus excise duties (5110+5121) 21985 21 793 000
5110 General taxes 12 241 12 107 000
5121 Excises 9744 9 686 000
(4) Taxes on production sale transfer (5100) 22991 22 732 000
(5) Taxes on Goods and Services (5000) 26 052 25 793 000
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 6.5% 6.4%
) using a broad concept of the indirect tax base (5)/(2) 7.7% 7.6%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1)  9.1% 9.0%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, P
(Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of yen)

2001 2003
TBSPs similar to cash benefits 5104 700 3750 000
Deduction for dependent family other than spouses (General taxation) 2 100 000 2 370 000
Deduction for handicapped, survivors and working students (General taxation) 700 000 140 000
Deduction for the elderly 210 000
Deduction for medical expenses 564 700 1 030 000
Deduction for retirement income 1 740 000
Tax breaks to stimulate private social protection (not including pensions) 105 000 130 000
(4) Exclusion of income from social insurance medical services 105 000 130 000
Memorendum item
Tax breaks to pensions 3620 000 3 040 000
- Deduction of contributions to private pensions (e.g occupational pension plans, individual
- ) - 2580 000
retirement accounts, RRSPs, Superannuation, etc)
- Non-taxation of investment of private pension funds - 460 000

Source: Information supplied by the Ministry of Finance of Japan.

68



Table Annex 2.

Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

KOREA

A. Amount of direct tax paid on benefit income (in millions wons)

2001 2003
Gross public social expenditure
Social contributions 34 842 51 109
Gross mandatory private social expenditure 324 073 461 607
Direct taxes 265511 395 635
Social contributions 58 562 65 972
Source: See table C below.
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of wons
2001 2003
(1) Private final consumption expenditure 326 209 873 343 416 70C
) Private consumption plus Government consumption minus Government wages 342 752 889 382 980 50C
3) General consumption taxes plus excise duties (5110+5121) 44 123 000 51 929 000
5110 General taxes 25 835 000 33447 000
5121 Excises 18 288 000 18 482 000
4) Taxes on production sale transfer (5100) 57 430 000 66 354 000
5) Taxes on Goods and Services (5000) 59 377 000 68 197 000
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 12.9% 13.6%
@) using a broad concept of the indirect tax base (5)/(2) 17.3% 17.8%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 18.2% 19.9%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Lin¢

and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of wons)

Tax breaks similar to cash benefits
Tax abatement for non-profit corporation
for social welfare support institution
for imported goods for the disabled
for the cars used by the disabled
Income deduction (tax credit)

Tax breaks to stimulate private social protection (not including pensions)

2001 2003
2024 445 4709134
20 793 30 480
186 937 202 616
7744 26 292
178 192 65 743
1630 780 4384 003
0 0

Gho, K.H, Chang Y.S (2005), Estimation of Net Social Expenditure in Korea on the Basis of the OECD Guidelines: 1995 - 2003 (in Korean only)

Institute for Health and Social Affairs (KIHASA), Korea.



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

MEXICO
A. Amount of direct tax paid on benefit income (in millions of pesos)
Cash benefits paid by general government in Mexico are not subject to income tax.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of pesos)

2001 2003

(1) Private final consumption expenditure 4 056 830 4044 878
(2) Private consumption plus Government consumption minus Government wages 4202 260 4187 737
(3) General consumption taxes plus excise duties (5110+5121) 323 706 376 888

5110 General taxes 208 408 254 433

5121 Excises 115 298 122 455
(4) Taxes on production sale transfer (5100) 550 184 675 640
(5) Taxes on Goods and Services (5000) 561 704 689 054
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 7.7% 9.0%
() using a broad concept of the indirect tax base (5)/(2) 13.4% 16.5%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 13.8% 17.0%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris (Lint
and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of pesos)

2001 * 2003
Tax breaks Similar to cash benefits 66 590.0 50 320.0
- Fiscal subsidy (Art. 80-A, ITL 2001) 52 910.0 34108.0
- Social prevision services (section VI, Art. 77, ITL 2001) 13 680.0 16 212.0
Tax breaks to stimulate private social protection (not including pensions) 12 167.0 15 250.0
- Income from saving funds (section VIII, Art. 77, ITL 2001) 12 010.0 14 989.0

- Reimbursement of medical, dental and funeral expenses (section 1V, Art. 77, ITL 2001) 157.0 261.0

* TBSPs are for 2002 as 2001 figures are not available.

Source: Fiscal Expenditure Budget 2002 and 2003 (Presupuesto de Gastos Fiscales 2002 y 2003)
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

NETHERLANDS

A. Average Itemised Tax Rates (AITR %)

2 001 2003 F

1 Old-age cash benefits 14.6 14.6
la - public pensions 7.1 7.1
1b - early retirement benefits 27.9 27.9
1lc - private pensions 16.8 16.8
2 Survivors' benefits 25.3 25.3
2a - public pensions 235 235
2b - private pensions 29.5 295
3 Incapacity-related benefits

3a - Disability pensions 20.4 20.4
6 Unemployment 20.8 20.8
6a - unemployment insurance benefit 21.6 21.6
6b - unemployment assistance benefit 14.6 14.6
8 Other contingencies 14.0 14.0
8a - Low Income benefits 14.0 14.0

* AITRs are for 2001 as 2003 rates are not available.

The micro-simulation model used is based on annual tax data from a representative sample of taxpayers (220 000 individuals, of wt
have income, or 1.5% of the taxpaying population). These tax data mainly comprise information from income and wage tax returns ¢
assessments. It normally takes three years before sufficient tax data are available and the simulation model is adjusted, and before
date estimates can be made for current and future years.

Source: Ministry of Finance, The Netherlands.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros

2001 2003

(1) Private final consumption expenditure 213121 224 244
(2) Private consumption plus Government consumption minus Government wages 269 984 282 809
(3) General consumption taxes plus excise duties (5110+5121) 46 952 49 440

5110 General taxes 32509 34754

5121 Excises 14 443 14 686
(4) Taxes on production sale transfer (5100) 48 060 50 844
(5) Taxes on Goods and Services (5000) 52 754 55918

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 17.4% 17.5%
(7) using a broad concept of the indirect tax base (5)/(2) 19.5% 19.8%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 24.8% 24.9%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECL
(Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003
Tax breaks similar to cash benefits 14825 2001.2

Child credits 163.9 163.9

Combination credit (combination of work and care for children) 225.5 225.5

Single parent credits 472.8 472.8

Deduction for medical, disability, chronically ill or handicapped expenses, child adoption 461.9 880.0

Deduction for support expenses for children 95.0 162.0
Deduction for child care contributions 45.4 97.0
Exemption for certain sign-on premiums 18.0 0.0

Tax breaks to stimulate private social protection (not including pensions) 1920.0 1648.0

Reduced wage tax for low wage employees 890.0 620.0

Reduced wage tax for long-term unemployed 207.0 130.0

Reduced wage tax for child care 92.0 162.0
Reduced wage tax for paid parental leave 18.0 42.0

Deduction of charitable and other donations 214.0 231.0

Reduced succession duty for donations to institutions with a public interest 117.0 150.0
Temporary additional tax credit for home help 52.0 41.0

Tax deduction towards employment/training of workforce 330.0 272.0
Reduced wage tax for schooling (non profit) . .

Deduction for schooling (employer) 271.0 200.0

Source: Ministry of Finance, The Netherlands.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

NEW ZEALAND

A. Average ltemised Tax Rates (AITR %)

2001 2 003
Transitional Retirement Benefit 15.9 16.0
War VeteransO6 all owances 16.8 17.0
Widows Benefit 16.3 16.0
Invalids Benefit 16.3 16.3
Sickness benefit 16.3 15.3
Earners account (ACC) 7.4 7.4
Motor vehicle account (ACC) 7.4 7.4
Non earners account (ACC) 7.4 7.3
Medical misadventure account (ACC) 7.4 7.4
Occupational injury: residual claims account (ACC) (formerly Employers account) 7.4 7.3
Occupational injury: self-employed account (ACC) 7.4 7.4
Occupational injury: employers account (ACC) 7.4 7.4
Domestic Purposes Benefit for lone parents 17.3 17.0
Training Benefit 15.8 -
Unemployment Benefit and Emergency Unemployment Benefit 16.5 159
Independent Youth Benefit 15.5 15.3

Source: New Zealand Treasury.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of New Zealand dollars

2001 2003

(1) Private final consumption expenditure 71744 72 435
(2) Private consumption plus Government consumption minus Government wages 83 246 83 597
(3) General consumption taxes plus excise duties (5110+5121) 12 979 15122

5110 General taxes 10 742 12 775

5121 Excises 2237 2347
(4) Taxes on production sale transfer (5100) 13 876 16 137
(5) Taxes on Goods and Services (5000) 14 838 17 247

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 15.6% 18.1%
(7) using a broad concept of the indirect tax base (5)/(2) 17.8% 20.6%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 20.7% 23.8%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version
Paris (Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of New Zealand dollars)

2001 2003

Tax breaks similar to cash benefits 16.9 22.2
Child rebate 8.5

Child Care 16.9 13.7

Tax breaks to stimulate private social protection (not including pensions) 77.4 89.9
Charitable Donations 77.4 89.9

Source: New Zealand Treasury.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

NORWAY

A. Average Itemised Tax Rates (AITR %)

2 001 2 003
1 Old-age cash benefits 18.3 17.8
la - public pensions 16.5 16.0
1b - early retirement benefits 22.4 225
1c - private pensions 22.1 21.3
2 Survivors' benefits 194 18.9
2a - public pensions 19.4 18.9
3 Incapacity-related benefits 16.3 15.7
3a - Disability pensions 15.8 15.3
3c - Sickness payments 254 25.0
4 Family cash benefits 0.2 0.2
4c - Sole parent benefits 1.6 0.9
5 Active labour market policies 17.2 19.8
5a - benefits while on training 17.2 19.8
6 Unemployment 204 20.8
6a - unemployment insurance benefit 20.4 20.8

Source: Ministry of Finance.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions Norwegian kroner

2001 2003

1) Private final consumption expenditure 656 990 651 339
2) Private consumption plus Government consumption minus Government wages 766 423 766 276
?3) General consumption taxes plus excise duties (5110+5121) 176 435 188 123

5110 General taxes 127 221 135 667

5121 Excises 49 214 52 456
4) Taxes on production sale transfer (5100) 200 929 198 048
(5) Taxes on Goods and Services (5000) 209 706 211 595

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 23.0% 24.6%
) using a broad concept of the indirect tax base (5)/(2) 27.4% 27.6%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)A1.0% 32.5%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OE
(Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Norwegian kroner)

2001 2003
Tax breaks similar to cash benefits 0 2290
Childcare expense deduction - 1410
Healthcare expense deduction - 330
Additional personal allowance for one-parent families - 550
Tax breaks to stimulate private social protection (not including pensions) 0 0
Memorandum item
Tax breaks for pensions 11 500 11795
Occupational pension schemes 11 500 11 500
Individual pension schemes - 295

Source: Ministry of Finance, Norway.



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@3nt.)

PORTUGAL

A. Amount of direct tax paid on benefit income (in millions of euros)

2001 2 003
Total income tax paid on public and private transfer income . 866.1
Source: estimate by the Ministry of Finance based on Personal Income Tax Returns data.
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros

2001 2003
(1) Private final consumption expenditure 74 968 75 252
(2) Private consumption plus Government consumption minus Government wages 81 822 82 349
(3) General consumption taxes plus excise duties (5110+5121) 14 994 16 623
5110 General taxes 10034 11072

5121 Excises 4960 5551
(4) Taxes on production sale transfer (5100) 16 065 17 629
(5) Taxes on Goods and Services (5000) 16 301 17 770

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 18.3% 20.2%
@) using a broad concept of the indirect tax base (5)/(2) 19.9% 21.6%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 21.7% 23.6%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Paris
and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003
Tax breaks similar to cash benefits . 1438.2
- Health care tax credits 434.9
- Housing tax credits 395.6
- Tax credits for education expenses and for payments to homes for the elderly on behalf of taxpayers, 224.6
their relatives in the ascending line and other close relatives whose incomes do not exceed the minimum wage;
- Child tax credits 253.2
- Tax credit for supporting relatives in the ascending line whose income does not exceed the minimum pension 2.6
- Tax benefits for disabled people 127.3
Tax breaks to stimulate private social protection (not including pensions) . 88.0
- Tax credits for contributions to personal accident and life insurance 55.1
- Tax credits for contributions to health insurance 18.5
- Donations to (approved) NGOs, churches, museums, libraries, schools, research institutes and associations, 14.4
and other bodies (including government bodies)
Memorandum item
Tax breaks for pensions . 158.0
- Tax credits for individual retirement accounts (PPR) 158.0

- Non-taxation of investment of private pension funds

.. 2001 figures are not available.

Source: Portuguese Ministry of Finance, 2006 State Budget Report ; and Portuguese Ministry of Finance, Personal Income Tax Returns da
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@®nt.)

SLOVAK REPUBLIC
A. Average Itemised Tax Rates / Amount of direct tax paid on benefit income (in millions of Slovak koruny)
Cash benefits paid by general government in the Slovak Repulic are not subject to income tax.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of Slovak koruny

2001 2003
(1) Private final consumption expenditure 560 237 592 057
(2) Private consumption plus Government consumption minus Government wages 667 892 711 446
(3) General consumption taxes plus excise duties (5110+5121) 101 989 119 707
5110 General taxes 73 587 81 876
5121 Excises 28 402 37 831
(4) Taxes on production sale transfer (5100) 105918 128 153
(5) Taxes on Goods and Services (5000) 105918 134 928
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 15.3% 16.8%
(7) using a broad concept of the indirect tax base (5)/(2) 15.9% 19.0%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 18.9% 22.8%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Pa
1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Slovak koruny)

2001 2003
Tax breaks similar to cash benefits 3304.3 6 349.3
Child tax allowance* 3038.6 6 039.8
Tax allowance for partially disabled people* 72.3 124.0
Tax allowance for disabled people* 193.4 185.5
* Child tax allowance and tax allowances for disabled people were deductible from tax base.
Tax breaks to stimulate private social protection (not including pensions) 681.6 1543.0
Donations to municipatlities and legal entities for selected purposes**:
- donations given by individuals 302.7 329.0
- donations given by legal entities - social and health purposes 258.2 1132.0
** tax deductibility limits for donations: taxpayer - individual - minimum 500 SKK and the valu
donation can not exceed 10% of tax base, taxpayer - legal entity - minimum 2000 SKK and tt
of donation can not exceed 2 % of tax base
Reduction of tax for employers hiring disabled people***:
- taxpayers who filed tax return for personal income tax purposes 13.1 .
- taxpayers who filed tax return for corporate income tax purposes 107.6 82.0
** Reduction of tax (tax relief) for employers hiring disabled people: 10 000 SKK/employee ¢
000 SKK/employee per year according to the level of disability.
Memorendum item
Tax breaks for pensions
- Deduction of contributions to private pensions (e.g occupational pension plans, individual retirer  939.1 404.7

Source: Data provided by Ministry of Labour, Social Affairs and Family of the Slovak Republic - aggregate data from filed tax returns (per
income tax and corporate income tax) in 2001, 2003.



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@®nt.)

SPAIN

A. Amount of direct tax paid on benefit income (in millions of euros)

2 001 2003 *
Total tax paid (including social security contribution) on public transfer income 7127 7 805
o ncoms tax 6 424 7433
- Social security contributions ** 703 372
Total tafx pr?idh_(includinq social security contribution) on private transfer income 1321 1646
ci I\:lvctl)cmé tax * 1321 1646
Total tax paid (including social security contribution) on transfer income 8 448 9451

* Estimates based on 2001 and 2002 (2003 not available) PIT statistics. Data are based on income class data based on data-set of indiv
taxpayers. The estimation method is based on calculations made on personal income tax payments multiplied by fractions of net taxable
sources (as percentage of the total tax base) at the level of income classes/tax brackets.

** SSC paid by unemployed workers perceiving unemployment benefits.

Sources: Tax Expenditures Budget, Ministry of Finance, Spain.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of euros

2001 2003

(1) Private final consumption expenditure 381 583 401 210
(2) Private consumption plus Government consumption minus Government wages 428 594 448 672
(3) General consumption taxes plus excise duties (5110+5121) 55830 66 247

5110 General taxes 38 969 46 767

5121 Excises 16 861 19 480
(4) Taxes on production sale transfer (5100) 60 377 71373
(5) Taxes on Goods and Services (5000) 65 824 76 666

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 13.0% 14.8%
(7) using a broad concept of the indirect tax base (5)/(2) 15.4% 17.1%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 17.3% 19.1%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OECD, Pa
1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of euros)

2001 2003
Tax breaks similar to cash benefits 238 1064
PIT exemption of Invalidity, Terrorism and HIV Pensions * 238 289
Child Care Benefit exemption (*) 61
Child Tax Credit (*) 583
Unemployment Lump-Sum Payment & Cease Job Compensation (*) 132
Tax breaks to stimulate private social protection (not including pensions) 0 2185
Reduction of SSC for employers hiring disadvantaged groups (long-term unemployed, disabled (**) - 2185
Memorandum item
Tax breaks for pensions 1208 1862

Sources: Tax Expenditures Budget, Ministry of Finance, Spain.

7€



Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

SWEDEN

A. Average Itemised Tax Rates (AITR %)

2 001 2 003
1. Old-age cash benefits
a - public pensions 25.0 28.6
b - early retirement pensions 29.0 28.6
C - private pensions 32.1 28.6
2. Survivors benefits
a - public pensions 22.3 28.3
b - private pensions
3. Incapacity-related benefits
a - disability pensions 24.8 27.7
b - occupational injury benefits 32.4 30.8
C - sickness payments 34.1 30.8

4. Family cash benefits
a - family benefits
b - maternity and parental leave payments 33.8 30.8
¢ - sole parent benifits

5. Active labor market policies

a - benefits while in training 29.6 29.6
6. Unemployment
a - unemployment insurance benefit 29.8 28.7

Source Data supplied by Statistics Sweden.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of Swedish kronor

2001 2003

(1) Private final consumption expenditure 1102 627 1124 24C
(2) Private consumption plus Government consumption minus Government wages 1357 282 1375512
(3) General consumption taxes plus excise duties (5110+5121) 280 447 306 858

5110 General taxes 206 916 226 370

5121 Excises 73531 80 488
(4) Taxes on production sale transfer (5100) 289 098 315 641
(5) Taxes on Goods and Services (5000) 296 762 323 968

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 20.7% 22.3%
(7)  using a broad concept of the indirect tax base (5)/(2) 21.9% 23.6%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1)  26.9% 28.8%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version) OE
Paris (Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of Swedish kronor)

Information on TBPS that were not accounted in the direct tax calculations is not available.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@®nt.)

UNITED KINGDOM

A. Average Itemised Tax Rates (AITR %)

2001 2003

1 Old-age cash benefits

la - public pensions 3.0 3.26

1c - private pensions 7.0 6.97

2 Survivors' benefits

2a - public pensions 8.0 9.69
- Widows Pension 9.0 9.69
- War Widows Pension 0.0 0.00

3 Incapacity-related benefits

3a - Disability pensions 0.0 0.00

3b - Occupational Injury benefits 0.0 0.00

3c - Sickness payments 4.0 10.00
- Statutory sick pay 14.0 15.25
- Inacapacity Benefit: Short-term 0.0 0.00
- Inacapacity Benefit: Long-term 2.0 2.82

3d - Disability Allowances 0.0 0.00

4 Family cash benefits

4a - Family benefits 0.0 0.00

4b - Maternity and parental leave payments 11.0 1454
- Maternity Allowance 0.0 0.00
- Statutory Maternity Allowance 12.0 14.54

4c - Sole parent benefits 0.0 0.00

4d - Child Benefit 0.0 0.00

5 Active labour market policies

5a - benefits while on training 0.0 0.00

6 Unemployment

6b - unemployment assistance benefit 1.0 0.82

7 Housing

7a - rent subsidies 0.0 0.00

Source: IGOTM Tax Benefit Model (2001-02 and 2003-04) based on the Family Resource Surveys.

B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions of pounds sterling

2001 2003

(1) Private final consumption expenditure 658 125 660 429
(2) Private consumption plus Government consumption minus Government wages 776 508 749 961
(3) General consumption taxes plus excise duties (5110+5121) 104 679 115711

5110 General taxes 68 082 77 630

5121 Excises 36 597 38081
(4) Taxes on production sale transfer (5100) 111 848 123 117
(5) Taxes on Goods and Services (5000) 116 503 128 088

Implicit average indirect tax rate on consumption out of benefit income:

(6) using general consumption taxes plus excise duties (3)/(2) 13.5% 15.4%
(7) using a broad concept of the indirect tax base (5)/(2) 15.0% 17.1%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1)17.7% 19.4%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume |, 1993-2004 (2nd version)
Paris (Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of pounds sterling)

2001 2003
Tax breaks similar to cash benefits 793.0 4010.0
Family
Working families'Tax Credit (negative tax) 758.0
tax 758.0
cash 4742.0
total 5500.0
Working Tax Credit ( negative tax ) 1200.0
tax 1200.0
cash 3500.0
total 4700.0
Child Tax Credit ( negative tax ) 2800.0
tax 2800.0
cash 6000.0
total 8800.0
Other Income Maintenance
Charitable donations under the payroll giving scheme 25.0 .
Outplacement counselling for redundant employees 10.0 10.0
Tax breaks to stimulate private social protection (not including pensions) 1200.0 1260.0
Health
Insurance premiums and medical care (abolished in 1999) 0.0 0.0
Other
Income of charities 860.0 920.0
Exemption to charities on death 340.0 340.0
Memorandum item
Tax breaks for pensions(post-September 2004 figures) 9375.0 10 790.0
Total reliefs 16 975.0 19 030.0
Deduction of contributions to private pensions by employees and self-employed 5715.0 5530.0
Deduction of contributions to private pensions by employers 7210.0 10 750.0
Non-taxation of investment of private pension funds 3700.0 2 400.0
Relief on lump sum payments from unfunded schemes 350.0 350.0
- taxation of current pensions in payment 7 600.0 8240.0

Sources: Estimates based on administrative data and information compiled from a variety of sources by the Office for Natione
for HM Revenue and Customs.
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Table Annex 2.
Detailed information on the impact of the tax system on social expenditure in 2001 and 20@8nt.)

UNITED STATES

A. Average Itemised Tax Rates (AITR %)

2001 2003
Social Security Benefits 4.0 5.2
Unemployment compensation 8.0 12.1
Pension and IRA distributions 15.0 14.8
Source: US Department of Treasury.
B. Average implicit indirect tax rates of consumption out of benefit income
Indirect taxes paid out of consumption of cash transfers, in millions US dollars
2001 2003
(1) Private final consumption expenditure 6 987 000 7 055 000
(2) Private consumption plus Government consumption minus Government wages 7553125 7 554 200
(3) General consumption taxes plus excise duties (5110+5121) 335 805 355 001
5110 General taxes 223748 234 292
5121 Excises 112 057 120 709
(4) Taxes on production sale transfer (5100) 408 635 433 266
(5) Taxes on Goods and Services (5000) 474 771 509 054
Implicit average indirect tax rate on consumption out of benefit income:
(6) using general consumption taxes plus excise duties (3)/(2) 4.4% 4.7%
(7) using a broad concept of the indirect tax base (5)/(2) 6.3% 6.7%
(8) using a broad concept of the indirect tax base and ignoring government consumpion (5)/(1) 6.8% 7.2%

Sources Source: OECD (2006), National Accounts of OECD Countries: Main Aggregates, Volume I, 1993-2004 (2nd version) OECD, F

(Lines 1 and 2) and OECD (2006), Revenue Statistics, OECD, Paris, (lines 3, 4, and 5).

C. Tax breaks for social purposes (in millions of US dollars)

2001 2003
Tax breaks similar to cash benefits 78 658 84 304
Deductibility of medical expenses 4990 6 240
Medical savings accounts 20 -30
Additional deduction for the blind 41 40
Earned income credit 4940 5089
Credit for child and dependent care expenses & exclusion for employer provided child care 3182 3310
Exclusion. of certain foster care payments 500 430
Adoption assistance (adoption credit and exclusion) 130 220
Assistance for adopted foster children 190 250
Child credit (from 1998 onwards) 29 312 37970
Personal allowance for dependants (largely for children) 35 353 30785
Tax breaks to stimulate private social protection (not including pensions) 119 690 147 530
Exclusion. of employer contributions for medical insurance premiums and medical care 82 800 101 920
Self-employed medical insurance premiums 1520 2 550
Exclusion. of interest on State and local debt for private non-profit health facilities (excl. inter - -
Deductibility of charitable contributions (health) 270 3390
Special Blue Cross/Blue Shield deduction 140 350
Tax credit for orphan drug research 50 160
Credit for disabled access expenditures 50 50
Deductibility of charitable contributions, other than education or health 30 150 30 020
Credit for low-income housing investment 3220 6210
Empowerment zones, enterprise communities, renewal communities 380 1070
New markets tax credit 10 190
Exclusion of hospital construction bonds 1100 1620
Memorandum item
Tax breaks for pension 110 990 131980
Net exclusion of pension contributions:
Employer plans 42 070 59 480
401(K) plans 44 080 51 560
Individual retirement accounts 18 680 20 060
Keogh plans 6 160 880

Source: US Department of Treasury.



ANNEX 3 ADDITIONAL INFORMATION:
FROM GROSS PUBLIC TO TOTAL NET SOCIAL EXE PENDITURE

PART |. NET SOCIAL EXPENDITURE INDICATORS RELATED TO GDP AT MARKET
PRICES AND NATIONAL INC OME, IN 2003

As the construction of net social spending indicators involves adjusting for indirect taxation of
consumption out of benefit income, net social expenditure is related to GDP at factor cost, as GDP at factor
costs does not include the valueimdirect taxation and government subsidies to private enterprises and
public corporations. However, in order to facilitate comparison with gross social spending indicators which
are usually related to GDP at market prices for international comparisons, A.8l.a presents these
indicators. As domestic product includes income that accrues to foreigners, it may be argued that national
income is another appropriate measure. As net transfers to foreigners should be measured (foreign aid is
often net of taxand capital stock depreciation arguably should not be used to finance tax payments, Table
A.3.1.brelates the net spending indicators to Net Disposable National Income at factor prices.
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