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EUROMOD is the tax-benefit microsimulation model for the European Union (EU). It enables
researchers and policy analysts to calculate, in a comparable manner, the effects of taxes and benefits
on household incomes and work incentives for the population of each country and for the EU as a
whole.

EUROMOD covers the 27 Member States and is yearly updated to cover the most recent changes in
countries’ policy systems. It uses input databases which are also updated on a yearly basis, coming
mainly from the European Union Statistics on Income and Living Conditions (EU-SILC) and
Household Budget Surveys (HBS). The model yearly update is supported by the following
Directorate-Generals of the European Commission: DG EMPL, DG ECFIN, DG TAXUD, DG
REFORM, DG JRC, DG ESTAT.

Originally maintained, developed and managed by the Institute for Social and Economic Research
(ISER), since 2021 these responsibilities are taken over by the Joint Research Centre (JRC) of the
European Commission, in collaboration with Eurostat and 27 national teams from the EU countries.

The EUROMOD governance structure consists of a Steering Committee, allowing partner DGs to
monitor the process of the EUROMOD update, and a Scientific Advisory Board to monitor and guide
the scientific development of the model.

This report documents the work done in the most recent annual update for Latvia. This work was
carried out by the EUROMOD core development team, based at the JRC in Seville, in collaboration
with the national team.

JRC B2 head of unit: Salvador Barrios

EUROMOD project leader: Fidel Picos

EUROMOD coordination assistant: Marta Jedrych

EUROMOD software developers: Kostas Manios, Bianey Palma, Hannes Serruys.
EUROMOD developers responsible for Latvia: Michael Christl, Andrea Papini
National team for Latvia: Anna Pluta, Marija Krumina!

The results presented in this report are derived using EUROMOD version J1.0+. EUROMOD is
continually being improved and the results presented here may not match those that would be obtained
with earlier or later versions of EUROMOD.

EUROMOD documentation: https://euromod-web.jrc.ec.europa.eu/resources/documentation

Glossary of EUROMOD terms: https://euromod-web.jrc.ec.europa.eu/resources/glossary

Policy parameters used in EUROMOD: https://euromod-web.jrc.ec.europa.eu/resources/parameters

L We are grateful to Central Statistical Bureau of Latvia for providing access to the national EU-SILC data,
which was helpful for imputing some of the model variables, and in particular to Viktors Veretjanovs and
Uldis Ainars for their valuable comments and explanations related to the Latvian EU-SILC survey. We also
thank Sabina Rauhmane (State Social Insurance Agency) for helpful comments and for providing data used
in model validation.
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1. BASIC INFORMATION

1.1.

Basic information about the tax-benefit system

Latvian tax-benefit system is unified across regions and local governments have little
fiscal autonomy. Municipalities have the right to impose special municipal duties and
decide on their rates (e.g., a duty on issuing local municipal documents, a duty on trade
at public places). However, the special duties represent a minor source of local
governments’ budget revenues, the main source being revenues from personal income
tax, which are partially transferred from the central government budget to local
governments’ budgets. On the expenditure side, municipalities have been delegated to
specify the income threshold for a separately living person or a household for being
classified as a “low-income household” and being eligible for housing benefit. Although
this specified threshold must be within the income range specified in the national
legislation. Municipalities have been also delegated to set more favourable than minimum
conditions for the norms of expenditure items that are used to calculate the amount of
housing benefit.

Fiscal year runs from 1st January to 31st December.

Starting from 2014, the retirement age is gradually increased (by three months every year)
until it reaches 65 in 2025. Retirement age is the same for both men and women. It was
64 years in 2021, 64 years and 3 months in 2022, 64 years and 6 months in 2023 and 64
years and 9 months in 2024.

Minimum school leaving age in Latvia is 15 years. For tax allowance purposes, a
dependent child is defined as a child below 18 years and a child who continues secondary,
professional, special or higher education but not after he/she reaches age of 24, or until
he/she gets married. The definition of a dependent child for benefit purposes can be
different for different types of benefits.

Persons/households with low income represent socially protected category in Latvia. To
be eligible for Guaranteed Minimum Income (GMI) benefit and housing benefit, a
person/household has to have per person income below the threshold specified in the
national legislation.

Income is taxed on individual basis, spouses’ or household members’ income being
assessed separately. Latvia has a progressive PIT rate with three brackets: a reduced 20%
rate is applied to annual income not exceeding 20,004 EUR, 23% is applied to annual
income which exceeds 20,004 EUR but does not exceed the maximum income subject to
social insurance contributions, and 31% is applied to annual income exceeding the
maximum income subject to social insurance contributions. The maximum income
subject to social insurance contributions is set at 62,800 EUR in 2021 and 78,100 EUR
in 2022-2024.

The personal income tax rate applied for income from capital is 20% (both for capital
increase and other income from capital). Dividends are subject to corporate income tax
and are not taxed with personal income tax.

Generally the income tax system works to match tax withholdings with the exact amount
due at the end of the financial year. However, there are certain groups of economic agents
who have to file annual tax returns: e.g., civil servants, self-employed, people receiving
income from abroad, people who receive income subject to a lowered tax rate (e.g.,
people receiving royalties). Also, people who are eligible for tax refund have to file
annual tax return: these are individuals claiming deductible expenditures on education or
health care. Eligibility for tax refund or obligation to pay the tax debt may arise as a result
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of the application of a progressive rate and differentiated non-taxable allowance (see
sections 2.7.1.1 and 2.7.1.3 for more details).

» There is a statutory indexing regime for the public pensions (old-age, disability,
survivor’s and service pensions), which takes account of consumer price index (CPI)
growth and average wage growth. Only pensions below a certain threshold are indexed.
Pensions that exceed the threshold are indexed partially — only part below the threshold
is indexed (see section 2.4.1 for more details). Also, there is an indexation regime for
compensation for the loss of capacity for work due to a work accident or occupational
disease, and compensation for the loss of breadwinner, however, these benefits are minor.

» For the means-tested benefits, the eligibility is reassessed every three or six months
depending on the composition of the household.

« Consumption taxes consist of (1) VAT with three rates (standard, reduced and super
reduced rate) as well as zero rate and VAT exemptions, (2) harmonised excises on
tobacco, alcohol, and energy, (3) excises on coffee, liquids used in electronic cigarettes,
and non-alcoholic beverages with added sugar, other sweeteners or flavouring.

» The policy parameters saved as constants in the model and their values for the most recent
year are available at https://euromod-web.jrc.ec.europa.eu/resources/parameters.

1.2. Benefits

1.2.1. Unemployment benefits

Unemployment benefit (bezdarbnieka pabalsts): A contributory benefit paid to registered
unemployed, given that the person is actively looking for a job. Persons receiving old-age
pensions (including early retired), persons engaged in commercial activities, persons who
continue primary or secondary education, self-employed, persons working while incarcerated are
not eligible for unemployment benefit. There is a minimum length of service which makes a
person eligible for the unemployment benefit. The benefit is not taxable.

Unemployment allowance during occupational training, retraining and raising of
qualification and during obtaining of informal education (bezdarbnieka stipendija
profesionalas apmacibas, parkvalifikdacijas un kvalifikacijas paaugstinaSanas laika un
neformalas izglittbas iegiiSanas laika): The training allowance is paid to registered unemployed,
who participate in a training programme. The allowance amounts to a fixed amount per month,
or, if training takes less than one month, the allowance is paid proportionally to the time spent on
training. The benefit is not taxable.

Paid temporary public works (algotie pagaidu sabiedriskie darbi): programme, which is aimed
at long-term unemployed not receiving the unemployment benefit and covers up to (i) six months
during the period January — November 2021 and (ii) four months during the period December
2021 — November 2023 of paid work in a 12-months period and (iii) starting from December 2023
up to four months of paid work in a 24-months period in local governments or non-profit
organisations. Participants of the programme receive fixed-amount monthly payments, which are
subject to social insurance contributions (for old-age pension and against accidents during the
implementation of the measure). In EU-SILC data income from this programme is classified as
employment income.

Mobility support benefit (nodarbindto personu regionalds mobilitates veicinasana):
compensation of commuting expenditures or rent expenditures during the first four months of
employment, provided to previously registered unemployed who start a job in a location that is
more than 15 kilometres away from the person’s place of residence. The compensation is not paid
to the unemployed residing in Riga. In the period from January 2020 to April 2021 the total

6
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amount of compensation paid in the four months cannot exceed 600 EUR. In the period starting
from April 2021 to November 2022, the total amount of compensation shall not exceed 150 EUR
per month to cover the cost of renting accommodation and an additional 7 EUR per day to cover
transport costs. Starting from December 2022, the total amount of compensation shall not exceed
200 EUR per month to cover the cost of renting accommodation and an additional 10 EUR per
day to cover transport costs.

1.2.2. Old-age benefits

Old-age pension (vecuma pensija): In Latvia, the amount of old-age pension may not be smaller
than the base for the calculation of the minimum public pension multiplied by the coefficient.
Both the base and the coefficient are stipulated in the legislation. In addition, the amount of the
pension is increased by two per cent of the base for calculation of the minimum old-age pension
for each following year exceeding the length of the social insurance record which is required for
being entitled to an old-age pension (in 2021 — 2024 at least 15 years of insurance experience).
The base for the calculation of the minimum public pensions is set as a percentage of the minimum
income level (defined as 40 per cent of the median equivalised disposable income by applying
the equivalence scale (1; 0.7; 0.7). The base for the calculation of the minimum public pension
shall be in the amount of 25 per cent of the minimum income level, but for persons with disability
since childhood — in the amount of 30 per cent of the minimum income level.

Until 2024, the base for the calculation of the minimum public pensions shall be reviewed at least
every three years. Starting from 2024, the revision of the amounts takes place at the beginning of
each year. Thus, in January 2021 — June 2023, it is set as a percentage of the median equivalised
disposable income of 2018 (544.41 EUR), in July 2023 — December 2023 it is set as a percentage
of the median equivalised disposable income of 2020 (626.57 EUR) and in 2024 it is set as a
percentage of the median equivalised disposable income of 2021 (685.78 EUR). The base for the
calculation of the minimum old-age pension is equal to 136 EUR in January 2021 — June 2023,
EUR 157 in July 2023 — December 2023 and EUR 171 in 2024, but for people suffering from
disabilities since childhood this amount is equal to 163 EUR in January 2021 — June 2023,
EUR 188 in July 2023 — December 2023 and 206 EUR in 2024.

Latvian pension system consists of three tiers: (i) mandatory state non-funded tier, (ii) mandatory
state funded scheme and (iii) voluntary private pension scheme. The first tier is financed on the
basis of pay-as-you-go. The second tier was created in 2001 and is obligatory for those who are
born after 1% July 1971. Those who are born between 2™ July 1951 and 30" June 1971 can
voluntarily participate in the second tier. Participation in the second tier does not require any
additional contributions, as the amount contributed is split between the first and the second tiers.
The third tier is voluntary. Old-age pensions are subject to personal income tax.

A person who has not yet applied for the old-age pension has the right to choose the further use
of the capital accumulated within the second tier in case the person dies before the granting of the
old-age pension, i.e. (i) to transfer into the public pension special budget (in this case the capital
will be taken into account in calculating the survivor’s pensions); (ii) to add to other person’s
capital of the 2nd tier; (iii) to transfer for inheritance in accordance with the procedures laid down
in the Civil Law. When a person has not specified his/her choice, the accrual of the second tier of
the deceased will be transferred into the public pension special budget.

Lifetime pension (miiZa pensija): \When requesting the old-age pension, a participant of the
second tier has to make a choice of how to receive the capital accumulated in the second tier:
(i) to add the accumulated capital to the funds of the 1st pension pillar and receive it together with
the old-age pension; (ii) to enter into the Lifetime Pension Insurance contract with an insurance
company, under which the accumulated capital will be paid to the person’s account. Lifetime
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pension allows to determine the frequency of Lifetime Pension payments and the amount of the
Lifetime pension at each of the payment stages. Lifetime pensions are subject to personal income
tax.

Service pension (izdienas pensija): Service pensions are provided to representatives of certain
professions (e.g., certain occupations in transport industry; employees of the institutions under
subordination of the Ministry of the Interior and the Prison Administration with special service
ranks; certain artistic professions) living in Latvia before the official retirement age if a person
has been employed in a given position or profession a specified time, reached a certain age, and
further no longer works in a position or profession which gives entitlement to a retirement
pension. The size of the service pension depends on the length of service and on the average
contribution wage. The service pensions are subject to personal income tax.

State social security benefit in case of old-age (valsts sociala nodroSinajuma pabalsts sakara
ar noteikta vecuma sasniegSanu): A benefit paid to the elderly in case they are not entitled to the
old-age pension. The benefit is a fixed amount per month. The benefit amount is set as a
percentage of the median equivalised disposable income by applying the equivalence scale (1;
0.7; 0.7). Until 2024, the benefit amount shall be reviewed at least every three years. Starting from
2024, the revision of the amount takes place at the beginning of each year. The benefit is not
taxable.

The allowance for the deceased’s spouse (pabalsts mirusa pensijas sanémeéja laulatajam): In
case of the death of the old-age, disability, service or special public pension recipient, the
surviving spouse is granted the allowance of the deceased’s spouse. In the case of the death of
pension recipient who is not service pension recipient the allowance is equal to 50 per cent of the
deceased pension recipient’s pension including a pension supplement for insurance period
accumulated up to December 31, 1995. In the case of the death of a recipient of service pension,
the surviving spouse is entitled to a lump-sum benefit of two pensions of the deceased spouse.
Entitlement to the benefit is twelve months starting from the date of death of the pension recipient.
The deceased’s spouse is eligible for the allowance if he/she is a recipient of old-age, disability,
service or special public pension.

1.2.3. Survivor’s benefits

Survivor’s pension (apgadnicka zaudejuma pensija): Survivor’s pension is paid to the children
of the deceased person (except if the death is caused by an occupational disease or a work
accident, see “compensation for the loss of breadwinner due to accident at work or occupational
disease”), irrespective of the fact whether they were dependent on the deceased person. Children
below the age of 18 or children of any age if they are disabled from childhood are eligible for the
survivor’s pension. Other family members are eligible for the survivor’s pension if they are not
able to work and were dependent on the deceased person. The size of the pension depends on the
prospective size of the deceased person’s old-age pension and on the number of dependents, but
there is a monthly minimum pension. The pension is subject to personal income tax.

Compensation for the loss of breadwinner due to accident at work or occupational disease
(atlidziba par apgadnieka zaudejumu sakara ar nelaimes gadijumu darba vai arodslimibu):
The compensation is paid to family members of a person who died because of a work accident or
an occupational disease, if the person had been socially insured, and if the family members are
unable to work and were fully or partially supported by the person. The size of the benefit depends
on the deceased person’s previous wage, on the degree of kinship and on the number of
dependents. If a person simultaneously has a right to compensation for the loss of breadwinner
and disability pension, only one of these services shall be granted taking into account the choice
of this person. The benefit is not taxable.
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State social security benefit in case of a loss of a breadwinner (valsts socidla nodrosindjuma
pabalsts apgadnieka zaudejuma gadijuma): A benefit paid to the survivors in case they are not
entitled to the survivor’s pension. The benefit is a fixed amount per month. The benefit amount
is set as a percentage of the median equivalised disposable income by applying the equivalence
scale (1; 0.7; 0.7). Until 2024, the benefit amount shall be reviewed at least every three years.
Starting from 2024, the revision of the amount takes place at the beginning of each year. The
benefit is not taxable.

1.2.4. Sickness benefits

Sickness benefit (slimibas pabalsts): sickness benefit is a contributory benefit paid to employees
and socially insured self-employed. The benefit is also paid to a parent taking care of a sick child
under age 14. During the first 9 days (10 days until April 2022) the benefit is paid by the employer,
but starting from the 10" day (the 11% day until April 2022), the benefit is paid by State Social
Insurance Agency. The benefit is subject to personal income tax.

Sickness benefit in case of a work accident or an occupational disease (slimibas pabalsts
sakard ar nelaimes gadijumu darba vai arodslimibu): The benefit is paid to a socially insured
person who has temporarily lost capacity for work due to a work accident or an occupational
disease. The benefit amounts to a certain percentage of the previous average wage. The benefit is
subject to personal income tax.

Health service benefit provided by municipalities (pasvaldibas pabalsts medicinas
pakalpojumiem): This benefit can be provided by municipalities to recipients of old-age pensions
and low-income individuals/households. The size and eligibility conditions of the benefit are
determined by municipal regulations. The benefit is not taxable.

1.2.5. Disability benefits

Disability pension (invaliditates pensija): A person is eligible for disability pension if she/he has
a disability status, is below the retirement age, has social insurance record (employment period)
of at least three years and if disability is not caused by an accident at work or occupational disease.
The amount of the benefit depends on the previous average social insurance contribution wage,
on the length of social insurance record and on the degree of disability. In Latvia, the amount of
disability pension may not be smaller than the base for the calculation of the minimum public
pension stipulated in the legislation and for disabled of group | and Il is multiplied by the
coefficient depending on the length of the person’s social insurance record ensuring higher
minimum pension amount for pensioners with longer social insurance records. The base for the
calculation of the minimum disability pension is set as a percentage of the median equivalised
disposable income by applying the equivalence scale (1; 0.7; 0.7). Until 2024 the base for the
calculation of the minimum disability pension shall be reviewed at least every three years. Starting
from 2024, the revision of the amounts takes place at the beginning of each year. Thus, in January
2021 — June 2023, it is set as a percentage of the median equivalised disposable income of 2018
(544.41 EUR), in July 2023 — December 2023 it is set as a percentage of the median equivalised
disposable income of 2020 (626.57 EUR) and in 2024 it is set as a percentage of the median
equivalised disposable income of 2021 (685.78 EUR).

The base for the calculation of the minimum disability pension is equal to 136 EUR in January
2021 — June 2023, 157 EUR in July 2023 — December 2023, and 171 EUR starting from January
2024, but for people suffering from disabilities since childhood this amount is 163 EUR in
January 2021 — June 2023, 188 EUR n July 2023 — December 2023, and 206 EUR starting from
January 2024. The disability pension is subject to personal income tax.
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State social security benefit in case of disability (valsts sociala nodroSinajuma pabalsts
invaliditates gadijuma):. A benefit paid to people with disability in case they are not entitled to
the disability pension. The benefit is a fixed amount per month. The benefit amount is set as a
percentage of the median equivalised disposable income by applying the equivalence scale (1;
0.7; 0.7). A supplement to the benefit is granted to disabled of group I and Il who are not
employed. Until 2024 the benefit amounts shall be reviewed at least every three years. Starting
from 2024, the revision of the amounts takes place at the beginning of each year. The benefit is
not taxable.

Compensation for the loss of capacity for work due to a work accident or occupational
disease (atlidziba par darbspéjas zaudéjumu). Compensation is provided to persons who have
permanently lost capacity for work due to a work accident or an occupational disease. The amount
of compensation depends on the average social insurance contribution wage and the proportion
of loss of work capacity. Compensation cannot be less than the minimum amount of disability
pension determined for the relevant disability group.

Allowance to compensate transport expenses of persons with limited mobility (pabalsts
transporta izdevumu kompensdcijai invalidiem, kuriem ir apgritinata parvietoSandas). The
benefit is a fixed amount paid once per six months period to persons certified as needing a
specialized care. The benefit is not taxable.

Benefit to disabled with special care need (pabalsts invalidam, kuram nepiecieSama kopsana):
The benefit is assigned to a person above 18 years old, who has a disability status and certified
by the Health and Capacity for Work Expert Physicians’ Commission as needing special care.
The benefit is not taxable.

1.2.6. Benefits for parents, adoptive parents and foster parents

State family benefit (gimenes valsts pabalsts): Non-contributory. The benefit is paid to one of a
child’s parents or a person who actually takes care of a child according to a court’s decision, or
to the child himself after 18 years, if he/she was previously under guardianship. The benefit is a
fixed sum per month. The benefit amount for the second and each subsequent child is larger than
the benefit paid for the first child. Until 2022 when calculating the amount of the benefit, the
number of children is determined taking into account all children raised by a recipient, even if
some of them are no longer dependent, as well as deceased children of the recipient. Starting from
2022, the benefit amount is determined taking into account the actual number of dependent
children in a family. The benefit is granted until the child reaches 15 years of age or, if he/she
continues education, until he/she is 20 years old as long as he/she gets married.

Between January 2020 and December 2021 supplementary payments to the state family benefit
were paid to households with 2 and more children and were paid like the state family benefit, until
the child reaches 15 or 20 years. The amount of the supplementary payment is determined taking
into account the actual number of dependent children in a family, i.e., taking into account only
those children for whom the state family benefit is paid. The benefit and supplementary payments
are not taxable.

Child birth benefit (bérna piedzimsanas pabalsts): Non-contributory benefit. The benefit is a
lump-sum, paid shortly after the child birth to one of the child’s parents or a legal guardian. The
benefit is not taxable.

Maternity benefit (maternitates pabalsts): A contributory benefit paid to a woman before and
after the child birth. Socially insured employees and self-employed persons are eligible for this
benefit. The benefit is paid in two payments. Generally, the first payment is made for last 70 days
of pregnancy. And the second payment is made after the child birth and covers 56 days in the
general case or 70 days in case the mother has had health problems during the pregnancy,
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childbirth or postpartum, or in case two or more babies were born. The size of the benefit is equal
to a percentage of the average contribution wage. The benefit is not taxable.

Paternity benefit (paternitates pabalsts): A contributory benefit paid to socially insured father
of a newborn child. The father can claim a ten working days paternity leave (a ten days paternity
leave until January 2023). A leave can be claimed in the first six months of a child’s life (the first
two months until August 2022). The benefit amounts to a certain percentage of the father’s
average contribution wage. The benefit is not taxable.

Child care benefit (bérna kopsanas pabalsts). Non-contributory benefit. The benefit is provided
on the monthly basis to one of the child’s parents, or to a legal guardian or a person who actually
takes care of the child following the court’s decision, until the child reaches the age of 2. The
benefit can be received by all categories of parents, irrespective of the length of their social
insurance record. The benefit is not taxable.

Parental benefit (vecaku pabalsts): This is a contributory benefit and it is equal to a percentage
of the average contribution wage. The benefit is paid to one of the child’s parents or to a person
who actually takes care of the child in accordance with a court decision. A person is eligible for
the parental benefit starting from the moment when maternity benefit is over and until the child
is one year old or one year and a half (in this case the monthly benefit amount is lower). For
children born on or after 1 January 2023, the total duration of the parental benefit is set at 13 or
19 months counted from the date of birth. The total duration consists of the basic portion of the
benefit that can be used by one parent until the child is one year old or one year and a half and the
two—months non-transferable parts that can be used by each parent until the child reaches the age
of eight. The non-transferable parts have been introduced in accordance with the requirements of
the Directive 2019/1158 of the European Parliament and of the Council of 20 June 2019 on work-
life balance for parents and carers. The benefit is not taxable.

Disabled child care benefit (bérna invaltda kopSanas pabalsts): Non-contributory benefit. The
benefit is a monthly lump-sum payment to one of the disabled child’s parents or to a person who
actually takes care of the child following the court decision. The benefit is paid until the child
loses disability status or reaches the age of 18. The benefit is not taxable.

State support to the children suffering from celiac disease without formally stated disability
(valsts atbalsts ar celiakiju slimiem bérniem, kuriem nav noteikta invaliditate). Non-
contributory benefit. This support is provided to children who have a diagnosis of celiac disease,
but who are not certified as disabled. The benefit is not taxable.

Allowance for the maintenance of a child under guardianship (pabalsts aizbildniba esosa
bérna uzturéSanai): Non-contributory benefit. This is a fixed monthly benefit paid to a legal
guardian of a child. The benefit is not taxable.

Remuneration for the fulfilment of guardian’s duties (atlidziba par aizbildna pienakumu
pildisanu): The remuneration is paid monthly to the guardian for the fulfilment of the duties of
the guardian. The amount of the remuneration does not depend on the number of children in
custody. The benefit is not taxable.

Remuneration for the fulfilment of a foster family duties (atlidztba par audiugimenes
pienakumu pildisanu): The remuneration is paid monthly to the family or a person, who has
obtained the status of a foster family. The amount of the remuneration depends on the number of
foster children in the foster family. The benefit is not taxable.

Allowance for adoption of a child (bérna adopcijas pabalsts): The benefit is paid monthly to
one of the adopters for each adopted child. The benefit is not taxable.
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Remuneration for adoption of a child (atlidziba par bérna adopciju): The remuneration is a
single-time lump-sum payment to one of the stepparents of the adopted child, paid upon the court
decision on the adoption of the child. The benefit is not taxable.

Remuneration for the care of an adopted child (atlidziba par adoptéjama bérna apriipi):
Remuneration for the care of an adopted child is granted to an adopter in whose care and
supervision the adopted child has been transferred before the approval of the adoption. The benefit
is not taxable.

1.2.7. Social exclusion benefits

Guaranteed minimum income benefit (garantéta minimala ienakuma pabalsts (GMI)): A
separately living person or a household with income below the determined threshold can receive
this benefit to ensure basic subsistence needs. The GMI level is set as a percentage of the median
equivalised disposable income by applying the equivalence scale (1; 0.7; 0.7). The benefit is
calculated as the difference between the determined guaranteed minimum income level for each
household member and a household’s (person’s) actual income (excluding some income sources).
The benefit is not taxable.

Municipal benefit in an extraordinary situation (pasvaldibas pabalsti arkartas situdcijas):
Municipalities can provide support to individuals in extraordinary situations. The benefit is lump-
sum payment and can be provided regardless of the beneficiary’s income level. The benefit is not
taxable.

Other special purpose benefits provided by municipalities (citi pasvaldibu pieSkirtie mérka
pabalsti): Other municipality benefits include subsidized provision of lunches at schools and food
in general, benefits for raising and educating children, allowances to cover transport expenses,
benefits for foster families, benefits for orphans and people released from prison to start life, and
benefits for other purposes.

Funeral benefit (apbédisanas pabalsts): Funeral benefit is a lump-sum payment paid to the
family members of the deceased. The benefit is not taxable.

1.2.8. Housing benefits

Housing benefit (dzivokla pabalsts): This benefit is provided by local governments to low-
income households. The benefit is based on the income test and assessment of legitimate housing
expenses. Common principles on eligibility for housing benefit are applied defining the income
level that cannot be exceeded when the municipal councils specify the income threshold for a
household or separately living person to be classified as a “low-income household”. Starting from
July 2021, a unified legal framework for the provision of housing benefit is applied, determining
the minimum norms of expenditure items that are used to calculate the amount of housing benefit.
Expenditure items include all heat sources for heating, including solid fuels; housing expenditure,
telecommunications and internet expenditure. Municipalities have been delegated to set more
favourable conditions for the norms of expenditure items in their binding regulations. The benefit
is not taxable.

e Not strictly benefits

Severance pay (atlaiSanas pabalsts): is compensation paid by an employer to an employee if a
labour contract is terminated on the employer’s initiative for reasons other than breaking terms of
the contract by the employee or, on the employee’s initiative in case the employee has a good
cause for being unable to continue employment relationships. The amount of the compensation
depends on the length of service. The compensation is subject to personal income tax.
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Pension from private pension fund (pensija no privata pensiju fonda). A person making
voluntary contributions to a private pension fund or having his/her employer making contributions
on his/her behalf is entitled to additional old-age pension capital. If voluntary contributions to a
private pension fund are made by a private person, private pensions are not taxed. If the
contributions are made by employer, private pensions are subject to PIT.

State child support (alimony) (valsts uztirlidzekli bérniem (alimenti)): state child support is
provided to substitute for the child support payments that have to be paid by a child’s parent in
accordance with the court decision. The state child support is provided in case the collection of
the payments from the parent is declared impossible by law enforcement officer or in case the
parent’s provided support is below the minimum stipulated by the Civil Law. The amount of the
state child support is linked to the size of the minimum wage and is paid to a child until he/she
reaches the age of 18 or the age of 21 if a child continues secondary, professional or special
education.

EU support parcels (ES atbalsta pakas): food products, hygiene and household goods, as well
as essential school accessories are provided to the most deprived households and individuals if
their per capita household income falls below a certain threshold (in 2021-2022 327 EUR for the
first or only person in the household and 229 EUR for each subsequent person in the household;
in 2023 376 EUR for the first or only person in the household and 264 EUR for each subsequent
person in the household; in 2024 411 EUR for the first or only person in the household and
288 EUR for each subsequent person in the household) or if the person or the household is in an
extraordinary situation as a result of a natural disaster or other unpredictable event.

State allowance for compensating the cost of energy resources (valsts pabalsts energoresursu
izmaksu kompenséSanai): In January — April 2022 recipients of old-age, disability and survivor's
pensions as well as recipients of the state social security benefits are granted a monthly state
allowance in the amount of 20 EUR as a short-time aid to partially compensate for the increase in
energy prices. In November 2022 — May 2023, the state allowance is paid to recipients of the
following pensions, compensations and the state social security benefits: old-age pension
(including premature pensions, i.e., if the old-age pension is claimed two years before the official
retirement age), service pension if recipient has reached the official retirement age or has been
recognised as disabled; disability and survivor's pension, the state social security benefits,
compensation for the loss of capacity for work due to a work accident or occupational disease and
compensation for the loss of breadwinner due to accident at work or occupational disease. The
amount of the allowance per month is EUR 30, EUR 20 or EUR 10 depending on the amount of
pension, compensation and the state social security benefit received.

1.3. Social insurance contributions

Social insurance contributions (secialas apdrosinasanas iemaksas): There are three major
social insurance regimes in Latvia: (i) general regime for employees, who are insured against all
insurance cases, (ii) social insurance regime for self-employed, who are insured against all
insurance cases except unemployment and work accidents or occupational disease, and (iii) a
special social insurance contributions regime for the owners of individual enterprises, farms and
fish farms, individual merchants and other natural persons performing economic activity and
paying the micro-enterprise tax. Apart from the above three categories of economic agents, for
whom social insurance is mandatory, there are certain categories of agents who can make
voluntary contributions for pensions, disability, maternity, sickness and parents’ insurance.

For employees, the base for social insurance contributions is all income received as remuneration
for the work before any deductions. Self-employed can choose the level of income from which to
make social insurance contributions, however, the base for the contributions may not be lower
than a certain threshold (the minimum wage set by the Cabinet of Ministers). If self-employment
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monthly income is below the minimum wage, contributions for pension insurance should be paid
at the rate 5% (10% starting from July 2021). In January 2018 — June 2021, if the self-employment
income in a calendar year is below 50 EUR, contributions can be not paid. If self-employment
monthly income reaches or exceeds the minimum wage, contributions should be made according
to general rules from a freely chosen amount, which is not smaller than the minimum wage, and
contributions for pension insurance at the rate of 5% (10% starting from July 2021) should be
made from the difference between the actual self-employment income and the freely chosen
amount from which social insurance contributions are made in accordance with general rules.

There is also a maximum level of income from which social insurance contributions can be made,
which is binding for both employees and self-employed. For the microenterprise tax payer, the
base for social insurance contributions depends on the company’s turnover

Starting from July 2021, the minimum object of mandatory social insurance contributions in a
quarter is introduced in the amount of three minimum monthly wages. The minimum object is
binding for both employees and self-employed. However, self-employed persons may not make
the minimum mandatory contributions for a quarter if they predict that their self-employment
income in the next quarter will not reach the minimum object of mandatory social insurance
contributions, and they submit the reports thereof to the State Revenue Service within the time
limits specified by the law. The law also defines 11 categories of exceptions to which the
minimum mandatory contributions are not applied.

1.4. Taxes

1.4.1. Personal income and solidarity tax

Personal income tax (iedzivotaju ienakuma nodoklis): Personal income tax is paid on individual
basis and is applied to income from regular employment and self-employment, public pensions,
certain sickness benefits, as well as to capital including the capital gains. There is a progressive
PIT rate with three brackets. Some progressivity is also ensured by the differentiated non-taxable
allowance, applying to income from regular employment and self-employment. There are also
fixed monthly allowances for dependents.

The rate for the capital gains is flat and is set the same as for all kinds of income from capital.
Dividends are subject to corporate income tax and are not taxed with personal income tax.

Solidarity tax (solidaritates nodoklis): The tax is applied to incomes above a certain threshold.
This is the same threshold which defines the maximum income subject to social insurance
contributions. Effectively, solidarity tax partially substitutes social insurance contributions on
high incomes.

1.4.2. Corporate income tax and microenterprise tax

Corporate income tax (uznémuma ienakuma nodoklis). Corporate income tax is paid only
when a company pays dividends or makes other payments with the aim of actual profit
distribution. Individuals who receive these dividends are not required to pay personal income tax.
Tax rate of 20% is applied to the corporate income tax base which is equal to the value of the tax
object divided by coefficient 0.8, resulting in effective tax rate of 25%.

Owners of the individual enterprises, farms and fish farms, as well as individual merchants and
self-employed persons complying with a set of criteria (annual turnover and not being registered
as value added tax payers) can choose to pay a microenterprise tax instead of the corporate
income tax. The base for the microenterprise tax is enterprise turnover and the tax rate is lower
than the standard enterprise tax. Microenterprise tax payments substitute corporate income tax
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payments, as well as social insurance contributions and personal income tax payments for the for
the owner of a micro-enterprise. Starting from 2021, the status of a microenterprise tax payer will
no longer be available to limited liability companies (LLCs). LLCs who are already registered as
microenterprise tax payers are able to continue to pay microenterprise tax until the end of 2021.

1.4.3. Consumption taxes

Value added tax (pievienotdis vertibas nodoklis). The standard VAT rate is 21%. There are two
reduced rates of 12% and 5%. The reduced rate of 12% is applied to medicines and medical
devices, fresh fruits, berries and vegetables, but not processed thermally or in any other way (e.g.,
frozen, salted, dried), domestic regular passenger transportation services, tourist accommodation
services, specialized food products for babies, supply of wood fuel and thermal energy to residents
who buy and consume it at home.

The super reduced rate of 5% is applied to miscellaneous printed matter like books, brochures,
booklets, as well as to newspapers, magazines and other periodicals.

VAT is not applied to a number of services (e.g., postal services, medical and dental services,
social care, professional and social rehabilitation etc.).

Excise tax (akcizes nodoklis). Excise tax is levied on alcoholic beverages, tobacco, energy,
coffee, liquids used in electronic cigarettes and some non-alcoholic beverages with added sugar,
other sweeteners or flavouring. Cigarettes are taxed with two components, ad-quantum and ad-
valorem rate, while other tobacco products are taxed with ad-quantum rate. Other excise goods
are taxed with ad-quantum rate.

Alcohol, tobacco and energy are EU-harmonized excise taxes.

1.4.4. Other taxes

Property tax (nekustama ipaSuma nodoklis). Property tax is levied on buildings (including
residential dwellings), constructions and land.

Vehicle Operation Tax (transportlidzeklu ekspluatacijas nodoklis): the tax is levied every
calendar year on all operating vehicles, except tractor-type machinery, trailers and semi-trailers
with full weight not exceeding 3500 kilos, trams, trolleybuses, off-road vehicles, snow
motorcycles, mopeds and bicycles. The tax rate is dependent on engine volume, engine maximum
power and total weight.

1.5. Fiscal measures during the emergency situation related to the COVID-19 pandemic

Sickness benefit (slimibas pabalsts): sickness benefit that is granted to a person to whom the
sick-leave certificate is issued due to infection with COVID-19 or being under quarantine from
March 22, 2020 to November 15, 2020 is covered by the state from the second day of the
incapacity for work (normally the first 10 days of the sickness leave is covered by the employer,
but starting from the 11th day, the benefit is paid by State Social Insurance Agency). If the sick-
leave certificate is issued due to infection with COVID-19 or being under quarantine from
November 16, 2020 to June 30, 2021 and from October 25, 2021 to December 31, 2021, the
sickness benefit is covered by the state from the first day of the incapacity for work. However, if
the sick-leave certificate is issued from October 25, 2021 to December 31, 2021, or from January
17,2022 to February 28, 2022 the sickness benefit is covered by the state from the first day of the
incapacity of work only if a person has an interoperable vaccination or recovery certificate or has
received an opinion from a specialist or a medical panel of a clinical university hospital on the
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need to postpone vaccination of the person against COVID-19. The benefit is subject to personal
income tax.

Sickness assistance benefit (slimibas palidzibas pabalsts): Working parents are eligible for a
sickness assistance benefit if a child to be cared for is up to 10 years of age (including) or a child
with a disability of up to 18 years of age and may not attend a pre-school education institution or
school due to the circumstances related to the COVID-19 infection, or learning in general
education programmes is organised remotely. A socially insured person is able to claim sickness
assistance benefit for 14 calendar days once from November 30, 2020 to December 31, 2020 and
an unlimited number of times between January 1, 2021 and June 30, 2021. During the time period
from November 1, 2021 to December 31, 2021 a socially insured persons is able to claim sickness
assistance benefit if the person has an interoperable vaccination or recovery certificate or has
received an opinion from a specialist or a medical panel of a clinical university hospital on the
need to postpone vaccination of the person against COVID-19. The benefit is calculated as a share
of the previous average income from which social insurance contributions were paid. The size of
the sickness assistance benefit equals 60% of the relevant average income and is not subject to
personal income tax and social insurance contributions. To compare, the size of the sickness
benefit equals 80% of the relevant average income and is subject to personal income tax.

Downtime benefit / the Assistance Allowance for Idle Time for Employed or Self-employed
Persons (drkstaves pabalsts): employees of the affected firms are eligible for a special wage
compensation (“downtime benefit”) if they have been put on a downtime and do not work at all
in the affected firm. Those working part-time or less hours are not eligible for the benefit. Self-
employed persons and microenterprise employees are also eligible for the downtime benefit. The
benefit is paid for the downtime periods starting from March 14 to June 30, 2020 and from
November 9, 2020 to June 30, 2021. The benefit is calculated as a share of the average
contribution wage.

Recipients of the downtime benefit also receive an extra payment of 50 EUR per month for each
dependent child (a child is considered dependent if he/she is below 18 years old or below 24 years
old and continues secondary, professional, special or higher education). This extra payment is
assigned to one of the parents. The benefit is not taxable.

Downtime assistance benefit (dikstaves paltdzibas pabalsts): employees and self-employed who
applied for the downtime benefit within the time period starting from March 14 to June 30, 2020
but were refused the benefit because their employers does not fulfil some of the criteria (e.g., have
tax arrears), or self-employed who do not qualify for the benefit, are eligible for a special
downtime assistance benefit of 180 EUR per month. In case the downtime benefit does not exceed
180 EUR, the difference between 180 EUR and the downtime benefit is covered in the form of
downtime assistance benefit This effectively means that the downtime benefit cannot be lower
than 180 EUR per month. Recipients of the downtime assistance benefit are also eligible for an
extra payment of 50 EUR per month for each dependent child. This extra payment is assigned to
one of the parents.

The aid for wage subsidies for part-time employees (algu subsidijas — atbalsts nepilnu darba
laiku straddjosu darbinieku atlidzibas kompenséSanai): the aid is provided for the periods
(1) from November 9, 2020 to June 30, 2021; (2) For the period from October 1, 2021, to February
28, 2022.

For the period from November 9, 2020 to June 30, 2021 to the firms affected by the crisis whose
income from economic activity in the specific aid month has decreased by at least 20% in
comparison with the average income in August, September, and October 2020 when the company
was actually operating. Employer is eligible to apply for the wage subsidy for a particular
employee if the workload of this employee has decreased compared to the average workload in
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August, September, and October 2020. There are no limits to the extent to which the workload
shall be reduced in order to be eligible for the subsidy. The support amounts to 50% of the average
monthly gross wage for the period from August 1 to October 31, 2020 but not more than 500 EUR
per month. The amount of the wage subsidy does not depend on the number of hours lost due to
the effect of the crisis. In the month, when employer applies for a subsidy for a particular
employee, the gross wage of this employee is calculated based on the actual workload (e.g.,
number of hours actually worked). Employer pays social insurance contributions and personal
income tax from the gross wage calculated in the particular month. Part of this gross wage is
subsidized by the state in the form of wage subsidy. Employer is obliged to pay the difference
between the gross wage calculated minus social insurance contributions and personal income tax
and the wage subsidy paid by the state. If the gross wage calculated based on the actual workload
minus social insurance contributions and personal income tax paid by employer is less than the
wage subsidy, employer does not pay anything extra to an employee. This effectively means that
the net wage of a particular employee cannot be lower than 50% of the average monthly gross
wage in August, September, and October 2020. In addition, the employer should certify that the
employment relationships with an employee (for which the wage subsidy is requested) will not
be terminated during the time period for which the aid is granted, and also for one month following
such period.

For the period from October 1, 2021, to February 28, 2022, the aid is provided to the firms, self-
employed and patent payers affected by the crisis and who meets one of the following conditions:
(1) whose income from economic activity in the specific aid month has decreased by at least 20%
in comparison with the average income in July, August and September 2021 when the firm, self-
employed or patent payer was actually operating; (2) whose income from economic activity in
the specific aid month has decreased by at least 30% in comparison with the revenues in the
respective month in 2019. The wage subsidy essentially corresponds to the wage compensation
for partial employment or for downtime period. The number of sectors eligible for the aid for
wage subsidies is limited, while the wage subsidies are available only if employees, self-employed
and patent payers have an interoperable vaccination or recovery certificate or has received an
opinion from a specialist or a medical panel of a clinical university hospital on the need to
postpone vaccination of the person against COVID-19. When applying for the aid for October
2021, at least one vaccine against Covid-19 should have been received. The support amounts to
50% of the average monthly gross wage (in the case of self-employed, the average monthly
income from economic activity or royalties declared by the relevant person) for the period from
July 1 to September 30, 2021 but not more than 700 EUR per month. For a patent payer, the
amount of support is 250 EUR per month, if a patent is valid during the support period or it has
been valid for at least three months before October 11, 2021, i.e., before the declaration of the
state of emergency. The employer should certify that the employment relationships with an
employee (for which the wage subsidy is requested) will not be terminated during the time period
for which the aid is granted, and also for one month following such period. Self-employed persons
and patent payers should certify that economic activity will not be terminated during the support
period.

Unemployment assistance benefit (bezdarbnieka palidzibas pabalsts): An unemployment
assistance benefit of 180 EUR per month is granted to a person if the payment of unemployment
benefit ends on or after 12 March 2020 and a person continues to be unemployed due to the
emergency situation related to the spread of COVID-19. The maximum duration of the
unemployment assistance benefit is 4 months if the benefit is granted and the period of payment
ends until November 9, 2020. If the unemployment assistance benefit is granted on or after
November 9, 2020, the maximum duration of the benefit is six months. If the unemployment
assistance benefit has been granted until November 8, 2020, but the period of payment of the
benefit has continued after November 9, 2020, the period of payment of the benefit is extended
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by two months. Unlike the recipients of unemployment benefit, no mandatory social insurance
contributions for pension insurance are made from state core budget and social insurance special
budget the benefit for the recipients of unemployment assistance benefit. Unemployment
assistance benefits are granted and paid between March 12, 2020 and June 30, 2021.

Municipal benefit in a crisis situation (pasvaldibas pabalsts krizes situdacija): A family (person)
who is unable to meet his or her basic needs due to the crisis (e.g., income has significantly
decreased or income is lost at all due to circumstances caused by the Covid-19 pandemic) is
eligible for a special benefit from the municipality. The benefit is not granted to a person living
separately or for an individual person in the household for the relevant time period when the
downtime benefit or downtime assistance benefit is disbursed. If a family (person) cares for a
child below 18 years old, the size of the benefit is increased by 50 EUR per month for each child.
The benefit is paid for the period starting from March 12, 2020 until July 31, 2020 and for the
period starting from November 9, 2020 until December 31, 2021 (the state provides targeted
grants to the municipalities to compensate partially their expenses on municipal benefits in a crisis
situation). The size of the benefit varies across municipalities.

Parental benefit (vecaku pabalsts): parental benefit is prolonged until the end of the state of
emergency to those parents who lose eligibility for the benefit (i.e., the child turns 1 or 1.5 years
old, depending on the benefit scheme chosen by the parents) during the state of emergency and a
person cannot return to work due to the circumstances of the state of emergency as their employer
is affected by the crisis or a person cannot earn income from economic activity. This continuation
to the parental benefit may be disbursed for the time period from March 12, 2020 until the day
when the person starts earning income as an employee or a self-employed person, but not longer
than until June 9, 2020 (in case of state of emergency declared on March 12, 2020), whereas for
the period from November 9, 2020 — until the day when the person starts earning income as an
employee or self-employed person, but not longer than until April 6, 2021 (the end of the
emergency situation declared on November 9, 2020) and for the period from October 11, 2021 -
until the day when the person starts earning income as an employee or self-employed person, but
not longer than until November 15, 2021. The size of the benefit remains unchanged, but there is
a ceiling of 700 EUR per month. In contrast to the recipients of the “normal” parental benefit, the
recipients of the prolonged benefit are not socially insured by the state.

A short-time aid for families with children: the persons who are raising a child are granted a
single-time benefit in the amount of 500 EUR for each child within a time period from March 1,
2021 to April 6, 2021 (until the end of the emergency situation declared in relation to the spread
of COVID-19). This aid is disbursed to the persons who have the right to childcare benefit for a
child under one year of age, state family benefit or who have the right to receive maternity benefit
due to the birth of a child and the child is born until April 6, 2021 (the end of the emergency
situation declared on November 9, 2020).

In January—April 2022 the persons who are raising a child are granted a monthly benefit in the
amount of 50 EUR for each child as a short-time aid to compensate heating and power tariff hike
for residents. The aid is provided for a period of four months. Similarly, as a single-time benefit
for families with children in 2021, this aid is disbursed to the persons who have the right to
childcare benefit for a child under one year of age, state family benefit or who have the right to
receive maternity benefit due to the birth of a child and the child is born until April 30, 2022.

Single-time benefit for pensioners: recipients of old-age, disability and survivor's pensions as
well as recipients of state social security benefits are granted a single-time benefit in the amount
of 200 EUR as financial support during the pandemic. The benefit is disbursed within a time
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period from March 1, 2021 until April 6, 2021 (until the end of the emergency situation declared
in relation to the spread of COVID-19).

In November, 2021-March, 2022, residents of Latvia aged 60 and over who have been vaccinated
against Covid-19 are granted a monthly benefit 20 EUR to partially compensate for the increase
in energy prices. The aid is provided for a period of five months.

Guaranteed minimum income benefit (GMI) and housing benefit (garantéeta minimala
ienakuma pabalsts (GMI) un majokla pabalsts): To be eligible for means-tested benefits, a
person/household has to have the status of “being in need” (for GMI) or a “low-income
household” (for housing benefit). Normally, the eligibility for the benefit is reassessed every 3
months. Starting from 2021, the eligibility for the benefit is reassessed every three or six months
depending on the composition of the household. The new measure foresees that the status is
automatically prolonged and the granted benefits are retained for one calendar month after the
end of the state of emergency. Since the COVID-19 pandemic began, in Latvia the state of
emergency was declared three times: starting from March 12, 2020 until June 9, 2020, starting
from November 9, 2020 until April 6, 2021, and starting from October 11, 2021 until February
28, 2022.

Property tax (nekustama ipasSuma nodoklis). In 2020-2022 municipalities are allowed to
postpone property tax payments for its inhabitants (for all inhabitants or specific groups).

e Other measures to support companies affected by state of emergency in relation to
COVID-19

Personal income tax advance payments (avansa maksdjumi no saimnieciskas darbibas
ienakuma) are postponed. A payer of PIT shall not make the advance payments of PIT for the
income from economic activity for the taxation years of 2020-2022. This condition is applicable
to advance payments from January 1, 2020. Starting from January 2023, performers of economic
activity no longer have to make PIT advance payments.

Companies operating in certain sectors affected by the crisis are eligible for an extension of the
deadline for the payment of taxes (nodoklu samaksas termina pagarinasana): those companies
which have been affected by the crisis are entitled to apply for the division of the payment for late
tax payments in instalments or deferral thereof for a period of up to three years. The criteria for
classifying a firm as affected are the same as in the case of the downtime benefit (see above).
Companies are entitled to apply for this support measure until June 30, 2021.Those companies
who cannot perform their primary economic activity (the primary economic activity is completely
prohibited, not restricted) since 11 October 2021 due to the restrictions imposed because of the
emergency situation declared in the State has the right to request to divide the tax payments or to
defer such payments for a period until 30 June 2023.

State-guaranteed bank loan holidays (kreditu brivdienu garantija) for affected companies: for
companies that have experienced objective difficulties in making loan repayments to banks due
to the COVID-19 crisis, the state provides a credit guarantee that allows the bank to defer payment
of the principal amount.

Working capital loan (apgrozamo lidzeklu aizdevums) is liquidity support for affected
companies financed by the state.

Loans for large and medium-sized businesses (aizdevumi lielajiem un mazajiem
komersantiem) is support aimed to maintaining and increasing exports and competitiveness.

A working capital subsidy (apgrozamo lidzeklu subsidija): state aid is granted to the taxpayers
affected by the COVID-19 crisis for ensuring the flow of working capital. The aid is available for
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the period between November 1, 2020, and 30 June 30, 2021, and for the period between October
1, 2021 and February 28, 2022.

Export guarantees (eksporta kredita garantijas): restrictions on obtaining guarantees for
exporters to the EU and certain OECD member states have been lifted, expanding the possibilities
of the program specifically for large companies.

Reduced or abolished rent payments for companies renting state or municipal premises. This
support measure is provided until June 30, 2021 and during the period between October 11, 2021,
and February 28, 2022.

2. SIMULATION OF TAXES, SOCIAL INSURANCE CONTRIBUTIONS AND
BENEFITS INEUROMOD

2.1.  Scope of simulation

Not all the taxes and benefits mentioned in the previous section are simulated by EUROMOD.
Firstly, some are beyond its scope entirely and are neither included in the EUROMOD input
database nor in its output income variables. Secondly, some are not possible to simulate accurately
with the available data. They are included in the database and may be chosen as components of
output variables, but the rules governing them may not be changed by the model. Here we
distinguish benefits/taxes which are included as a separate variable and benefits/taxes which are
included as a component of an aggregated variable (in case it is not possible to make a split).
Thirdly, other benefits contain complicated rules and/or available data does not provide enough
information to be able to simulate benefit in all detail; such benefits/taxes are partially simulated.
Table 2.1 and Table 2.2 classify each of the tax-benefit instruments into one of these groups and
provide a brief explanation as to why the instrument is not fully simulated if this is the case.

The unemployment benefit (bun00_s), the state social security benefits (psuss_s, pdiss_s and
poass_s) and paternity benefit (bfapl_s), are partially simulated. This is for the following reason:
as previous earnings are not observed in the SILC data, they are imputed using information on
the reported receipt of the respective benefit in the SILC data. Therefore, the benefit simulation
is conditional on the reported benefit receipt in the micro-data. Housing benefit (bho_s) is partially
simulated because we cannot account for specific rules of all municipalities in the simulations.
Therefore, in case of bho_s the rules of the largest municipality (Riga) are applied. If EU-SILC
2021 and EU-SILC 2022 (or HHoT hypothetical data) is used in simulations, we model the
eligibility conditions for housing benefit for residents of nine biggest cities (in EU-SILC 2021
and EU-SILC 2022 municipality of residency is provided with 10 answer categories, i.e., nine
biggest cities and other municipalities). For residents of other municipalities, we model rules
applied by Riga municipality.

The self-employed social insurance contributions (tscse_s) are partially simulated as we assume
that if income of a self-employed exceeds the minimum threshold, he/she makes contributions at
the general rate from the minimum threshold.
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Table 2.1. Simulation of benefits in EUROMOD [2021-2024]

Benefit Variable Treatment in EUROMOD Comments

2021 2022 2023 2024

Unemployment benefits

No precise information on relevant length of
social insurance record, average pre-
unemployment wage, duration of
unemployment benefit.
The variable includes stipends for training
courses of unemployed persons, severance pay,
as well as public works programme (workplaces
with stipends in municipalities). These variables
bunot | | | | cannot be simulated due to lack of data on the
length of social insurance record (employment
history) with a particular employer and lack of
information on participation in either training or
public works programme.

Unemployment benefit bun00_s PS PS PS PS

Other payments related to
unemployment

Old-age benefits

Old-age pension (including No data on full length of social insurance

. . poatx | | | |

service pension) record.

State social security benefit (in poass_s PS PS PS PS Eligibility is taken from the input data.
case of old age)
Survivor’s benefits

Survivor’s pension psutx | | | | No information on deceased persons.
Cafeta(;t? as?géiIosfegubrr?;dbv%?r?;:rgln psuss_s PS PS PS PS Eligibility is taken from the input data.
Sickness benefits

Sickness benefit bhl 1A 1A 1A 1A No data on sickness duration.
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Benefit Variable Treatment in EUROMOD Comments
2021 2022 2023 2024
Slckness benefit in case of_a work bhl 1A 1A 1A 1A No data on sickness cause and duration.
accident or an occupational disease
Hga_lth service benefit provided by bh 1A IA 1A IA No d_at_a on ellglt_Jlllty for benefit and
municipalities municipality which rules apply.
Disability benefits
- . . No data on degree of disability and length of
Disability pension pditx | | | | social insurance record.
State social security benefit (in . S .
case of disability) pdiss_s PS PS PS PS Eligibility is taken from the input data.
Compensation for the loss of
capacity for work due to a work pdint | | | | No data on the cause of disability.
accident or occupational disease
Family and children related allowances
State family benefit bfana_s S S S S -
Child birth benefit bfaba_s S S S S -
Child care benefit bfacc_s S S S S -
Parental benefit bfawk_s S S S S A\_/erage contribution wage before a child’s birth
is imputed.
Maternity benefit bfama_s S S S S A\_ferage contribution wage before a child’s birth
is imputed.
Average contribution wage before a child’s birth
Paternity benefit bfapl_s PS PS PS PS is imputed; non-take up is modelled based on
eligibility from the data.
No data on health condition of a child, no data
Other child-related income bfaot | | | | on adoption (if the child has been adopted),

Social exclusion benefits

22

impossible to simulate local governments’
specific rules related to child-related benefits.



EUROMOD Country Report — LATVIA

Benefit Variable Treatment in EUROMOD Comments
2021 2022 2023 2024
Benefit for_er)surlng the bsamm_s S S S S
guaranteed minimum income level
Municipal benefit in an bsaot IA IA 1A IA Eligibility rules can’t be simulated.
extraordinary situation
Other special purpose benefits bsaot IA IA 1A IA Eligibility rules can’t be simulated.
provided by municipalities
Funeral benefit bsafu 1A 1A A 1A No information on deceased members of
household.
Housing allowances
Specific municipality rules can be simulated
only if EU-SILC 2020, EU-SILC 2021, EU-
SILC 2022 or HHoT hypothetical data is used
Housing benefit bho_s PS PS PS PS as input database. Only rules of nine largest
cities are simulated. The rules of the largest
municipality (Riga) are applied for other
municipalities.
The simulation of COVID-19 wage and self-
employment income compensation schemes is
turned off in the baseline. The policy
TransLMA_Iv need to be turned on to simulate
grr?\I/(I)Dr#egn\tNii%?)%chzer::- ensation the transition from employment and self-
ploy P employment to a COVID-19 related wage and
schemes : .
self-employment income compensation scheme
This policy is turned on automatically when the
model is run in conjunction with the LMA add-
on.
Downtime benefit paid to No data on the eligibility conditions for affected
P bwkmcee_s S - - - firms. Benefit is randomly assigned on the basis
employees A
of external statistics.
. L No data on the eligibility conditions for affected
Downtime benefit paid to self- bwkmcse_s S - - - self-employed. Benefit is randomly assigned on

employed

the basis of external statistics.
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partially compensate for the
increase in energy prices

Benefit Variable Treatment in EUROMOD Comments
2021 2022
Supplementary payment for dependent children is
ggaellﬁmgnbtg%f?? ¥g:%n;pt§n dent bwkmeeh s S ) as_signed to recipients of downtime benefit )
children - eligible for Personal Income Tax Dependent child
allowance
Aid for wage subsidies for part- This measure is not simulateq in EUROMOD as
time employees - E E there is no data on the reduction of the workload
of the recipients of the subsidy.
Single-time benefits during The simulation of single-time benefits during
COVID-19 pandemic COVID-19 pandemic is turned on in the baseline.
Short time aid for families with bfaec s s s
children =
Short time aid for pensioners boeec s s s
during COVID-19 pandemic peec_
gs&g:sln;geﬂiggw?g I;:;fsdto Benefit is randomly assigned on the basis of
bpeec2_s S S external statistics on the share of vaccinated

persons in the age group above 60 years.

Notes: “-” policy did not exist in that year; “E” excluded from the model as it is neither included in the micro-data nor simulated; “I”” included in the micro-data but not
simulated; “IA” included in the micro-data as a part of an aggregated variable but not simulated; “PS” partially simulated as some of the relevant rules are not

simulated; “S” simulated although some minor or very specific rules may not be simulated.
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Table 2.2. Simulation of taxes and social insurance contributions in EUROMOD [2021-2024]

Tax/SIC Variable Treatment in EUROMOD Comments
2021 2022 2023 2024
Social Insurance
Contributions
Employees tscee_s S S S S Impo_ssible to simylate special_ rules fo.r disabled recipients of the state special
pension and recipients of service pension.
Employers tscer s s s s s Impo_ssible to simulate s_pgcial rules fo_r disablgd recipients of the state special
pension persons and recipients of service pension.
Assume that self-empl mak ntribution he general rate from th
Self-employed tscse_s PS PS PS PS minimumthreshold.p oyed makes contributions at the general rate from the
Assume that all self-employed persons whose average monthly income from
- self-employment is below 1/3 of the minimum object of mandatory social
Minimum amount of SICs - oo -
to be paid by employer tscmm_s S S insurance contrlbutlo_ns per quarter has submitted the relevant reports to the
State Revenue Service and therefore they may not make the minimum
mandatory contributions in the respective tax year
Direct taxes
Solidarity tax
Employees txcee_s S S S S -
Employers txcer_s S S S S -
Self-employed txcse_s S S S S -
Personal income tax tin_s S S S S Some exemptions and types of income are impossible to identify.
Corporate income tax - E E E E Out of scope of the model.
Microenterprise tax - E E E E Out of scope of the model.
Property tax tpr | | | | Rules cannot be simulated.
Indirect taxes
Value added tax - S S S S Calculations based on extended input files with consumption expenditures from
Excise tax - S S S S HBS
Vehicle operation tax - E E E E No information available, out of scope of the model.

Notes: “-” policy did not exist in that year; “E” policy is excluded from the model’s scope as it is neither included in the microdata nor simulated by EUROMOD; “1”
included in the micro-data but not simulated; “IA” included in the micro-data as a part of an aggregated variable but not simulated; “PS” policy is partially simulated
as some of its relevant rules are not simulated; “S” policy is simulated although some minor or very specific rules may not be simulated.
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2.2.

Main policy changes

The main policy changes which took place in 20202024 are briefly summarized in Table 2.3.
Table 2.3. Main policy changes [2020 — 2024]

and statutory
indexation

and statutory
indexation

and statutory
indexation

Policies 2020>2021 2021>2022 20222023 2023>2024
Benefits State social State family State social State social
security benefits: | benefit: the security benefits: | security benefits:
the benefit amount | amount and the benefit amount | the benefit amount
Paternity, conditions of The GMI: the The GMI: the
maternity and granting the GMI level and the | GMI level and the
parental benefit: | benefit; the income thresholds | income thresholds
the eligibility supplementary Housing benefit: | Housing benefit:
conditions payments are the income the income
The GMI: the abolished thresholds thresholds
GMI level, the Housing benefit: | paternity benefit:
eligibility formula for formula for
conditions calculation the calculation the
Housing benefit: | amount of the benefit amount
the eligibility benefit Parental benefit:
conditions (coefficientsare | total duration of
Financial support | @pplied) the benefit; the
during the Financial support | two-months non-
COVID-19 during the transferable part is
pandemic COVID-19 introduced; higher
pandemic share of the benefit
Support amount for
measures to working parent
reduce the Housing benefit:
extraordinary formula for
increase in prices | calculation the
of energy sources amount of the
benefit
(coefficients are
applied)
Financial support
to compensate for
the increase in
energy prices
Pensions Retirement age Retirement age Retirement age Retirement age

and statutory
indexation

Social insurance
contributions

Employee,
employer: the
rates
Self-employed:
the rates and the
minimum base to
pay SIC at the
general rate

Employee,
employer, self-
employed: the
income ceiling
Self-employed:
the minimum
object is
introduced

Self-employed:
the minimum base
to pay SIC at the
general rate

Self-employed:
the minimum base
to pay SIC at the
general rate
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Policies

2020->2021

2021->2022

2022->2023

2023->2024

Direct taxes

Personal income
tax: the top rate;
parameters of the
differentiated non-
taxable allowance;
non-taxable
minimum for
pensioners
Solidarity tax: the
tax rate

Personal income
tax: the income
threshold for the
top PIT rate;
parameters of the
differentiated non-
taxable allowance;
non-taxable
minimum for
pensioners;
Solidarity tax: the
income threshold
for the solidarity
tax

Personal income
tax: parameters of
the differentiated
non-taxable
allowance; non-
taxable minimum
for pensioners

Consumption
taxes

Excise tax rates on
alcohol (wine,
fermented
beverages with
alcohol content
exceeding 6%,
intermediates,
ethyl alcohol, beer)
are increased.

Ad-quantum
excise tax rates on
all tobacco
products are
increased. Ad-
valorem tax rate on
cigarettes is
decreased.

Excise tax rate is
increased for
unleaded petrol
with 70-85%
ethanol added and
gas oil (100%
biofuel).

Ad-quantum
excise tax rates on
all tobacco
products are
increased.

The super reduced
VAT rate of 5%
(instead of reduced
rate of 12%) is
applied to
miscellaneous
printed matter like
books, brochures,
booklets, as well as
to newspapers,
magazines and
other periodicals.

Ad-quantum
excise tax rates on
all tobacco
products are
increased.

Excise tax rates are
increased for all
type of alcoholic
beverages.
Ad-quantum
excise tax rates on
all tobacco
products are
increased.

The reduced VAT
rate of 12%
(instead of super
reduced rate of
5%) is applied to
fresh fruit, berries
and vegetables.

Other Minimum wage Minimum wage Minimum wage
level level level
2.2.1. Main changes between 2020 and 2021

e Direct taxes:
a) Changes in the personal income tax:
o The top rate of the personal income tax is reduced from 31.4% to 31%;
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o Parameters of the differentiated non-taxable allowance have been changed;
o Non-taxable minimum for pensioners is increased;
b) Changes in the solidarity tax:
o The total solidarity tax rate is reduced to 25%.
e Benefits:
a) Changes in old-age benefits, survivor’s benefits and disability benefits:
o The amount of the State social security benefit is increased. Starting from 2021 the
benefit amount is set as a percentage of the median equivalised disposable income
by applying the equivalence scale (1; 0.7; 0.7);
o Asupplement to the State social security benefit is introduced to the disabled persons

of Groups I and Il is if they are not employed not self-employed.

b) Changes in family benefits:

O

Starting from September 2020, in order to be eligible for paternity, maternity and
parental benefit, state social insurance contributions had to made according to the
relevant type of insurance for not less than three months in the period of the last six
months before the month in which the insurance event occurred or not less than six
months in the period of the last 24 months before the month in which the insurance
event occurred.

c) Changes in social exclusion benefits and housing benefit:

@)

O

O

The GMI level is set as a percentage of the median equivalised disposable income by
applying the equivalence scale (1; 0.7; 0.7). In 2021, the GMI level is set at 109 EUR
for the first or only person in the household (20% of median income) and 76 EUR
for each subsequent person in the household (70% of the GMI level set for the first
person in the household).

The income threshold which determines the eligibility for the GMI benefit is set as a
percentage of the median equivalised disposable income by applying the equivalence
scale (1; 0.7; 0.7). In 2021, the income threshold is set to 272 EUR or 50% of the
median income (544.41 EUR in 2018) for the first or the only person in the household
and 190 EUR for each subsequent person in the household (70% of the income
threshold set for the first person in the household). The minimum income threshold
shall be reviewed at least every three years.

Common principles on eligibility for housing benefit are established defining the
income level that cannot be exceeded when the municipal councils specify the
income threshold for a separately living person or a household for being classified as
a “low-income household”.

The eligibility for the benefits is reassessed every three or six months depending on
the composition of the household.

The income test excludes single-time benefits for families with children and for
pensioners during COVID-19 pandemic.

e Social insurance contributions:

O

o
o

Minimum income from which self-employed make social insurance contributions at
the general rate is increased;

The rates of employee and employer social insurance contributions is decreased,;
The general rate of self-employed social insurance contributions is decreased,

The rate of the self-employed social insurance contribution for pension insurance is
increased from 5% to 10%.
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2.2.2.

Public pensions:
o Retirement age for both men and women is increased by three months;
o Statutory indexation of public pensions in October 2021.

Financial support during the COVID-19 pandemic:

o Single-time benefits have been disbursed to families with children and to pensioners
(i.e., recipients of old-age, disability and survivor's pensions as well as recipients of
state social security benefits);

o Within specified period employees of the affected firms are eligible for a special
wage compensation (“downtime benefit”) if they have been put on a downtime and
do not work at all in the affected firm. The minimum amount of the downtime benefit
for a full month is increased;

o At the end of 2021 residents of Latvia aged 60 and over who have been vaccinated
against Covid-19 are granted a monthly benefit to partially compensate for the
increase in energy prices. The aid is provided for a total period of five months (two
months in 2021 and three months in 2022).

Consumption taxes

o Excise tax rates on alcohol (wine, fermented beverages with alcohol content
exceeding 6%, intermediates, ethyl alcohol, beer) are increased.

o Ad-quantum excise tax rates on all tobacco products are increased. Ad-valorem tax
rate on cigarettes is decreased.

o Excise tax rate is increased for unleaded petrol with 70-85% ethanol added and gas
oil (100% biofuel).

Other:
o Increase in the minimum wage level.

Main changes between 2021 and 2022

Direct taxes:
a) Changes in the personal income tax:

o Annual income threshold is raised above which the top PIT rate (and the solidarity
tax) is applied;

o Non-taxable minimum income for pensioners is increased;

o Maximum size of the non-taxable allowance is increased:;

b) Changes in the solidarity tax:

o Annual income threshold is raised above which the solidarity tax (and the top PIT

rate) is applied.
Benefits:

o State family benefit has been reformed, changing the amount and conditions of
granting the state family benefit, while the supplementary payments to the state
family benefits were abolished. Starting from 2022, the benefit amount is determined
taking into account the actual number of dependent children in a family. The benefit
amount per child increases with the number of dependent children in the family, and
the largest amount of the benefit per child is paid to families with 4 and more
dependent children in the family.

o When calculating the amount of the housing benefit the certain coefficients are
applied to the total sum of GMI levels for all household members. It improved the
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availability of the housing benefit by providing the opportunity to receive this benefit
to a larger range of people with higher incomes.
e Social insurance contributions:

o Income ceiling for employees, employers and self-employed for obligatory social
insurance contributions is increased.

o Starting from July 2021, the minimum object of social insurance contributions is
introduced in the amount of three minimum monthly wages per quarter. The
minimum object is binding for both employees and self-employed.

e Public pensions:
o Retirement age for both men and women is increased by three months;
o Statutory indexation of public pensions in August 2022.

¢ Financial support during the COVID-19 pandemic:

o For the period of four months the persons who are raising a child are granted a
monthly benefit as a short-time aid to compensate heating and power tariff hike for
residents.

o In the beginning of 2022 residents of Latvia aged 60 and over who have been
vaccinated against Covid-19 are granted a monthly benefit to partially
compensate for the increase in energy prices. The aid is provided for a total period of
five months (two months in 2021 and three months in 2022).

o Recipients of old-age, disability and survivor's pensions as well as recipients of state
social security benefits are granted a monthly benefit as a short-time aid to partially
compensate for the increase in energy prices. The aid is provided for a period of four
months.

e Support measures to reduce the extraordinary increase in prices of energy sources:

o When calculating the amount of the housing benefit the certain coefficients are
applied to the total sum of GMI levels for all household members. It improved the
availability of the housing benefit by providing the opportunity to receive this benefit
to a larger range of people with higher incomes.

e Consumption taxes:

o Ad-quantum excise tax rates on all tobacco products are increased.

o The super reduced VAT rate of 5% (instead of reduced rate of 12%) is applied to
miscellaneous printed matter like books, brochures, booklets, as well as to
newspapers, magazines and other periodicals.

2.2.3. Main changes between 2022 and 2023

e Direct taxes:
a) Changes in the personal income tax:
o Non-taxable minimum income for pensioners is increased;
o Maximum size of the non-taxable allowance is increased.
e Benefits:
o Starting from July 2023 the amounts of the state social security benefits, minimum
pensions and the minimum income thresholds in the field of social assistance (the
GMI level and the income threshold which determines the eligibility for the GMI
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2.24.

benefit and housing benefit) are set as a percentage of the median equivalised
disposable income in 2020 by applying the equivalence scale (1; 0.7; 0.7).

Starting from January 2023, the paternity benefit is paid for 10 working days of a
paternity leave.

For children born on or after 1 January 2023, the total duration of the parental benefit
is set at 13 months (or 19 months). The duration of the basic portion is 9 months (or
15 months). This 9-months or 15-months period also includes the maternity benefit
payment period. The basic portion of the benefit is granted the day after the end date
of the maternity benefit payment. The two—months non-transferable parts can be
used by each parent in any period from the day of a child's birth until the child reaches
the age of eight including the time period when another parent of a child receives the
maternity benefit, the basic part of the parental benefit or uses his/her non-
transferable part. The non-transferable parts have been introduced in accordance with
the requirements of the Directive 2019/1158 of the European Parliament and of the
Council of 20 June 2019 on work-life balance for parents and carers.

If a parent is working while receiving the parental benefit, 50% of the benefit amount
is paid (previously 30%).

In January—May 2023 when calculating the amount of the housing benefit the certain
coefficients are applied to the total sum of GMI levels for all household members. It
improved the availability of the housing benefit by providing the opportunity to
receive this benefit to a larger range of people with higher incomes.

e Social insurance contributions:

O

Minimum income from which self-employed make social insurance contributions at
the general rate is increased.

e Public pensions:

O
O

Retirement age for both men and women is increased by three months;
Statutory indexation of public pensions in October 2023.

¢ Financial support to compensate for the increase in energy prices:

O

In November 2022 — May 2023 the state allowance is paid as a short-time aid to
partially compensate for the increase in energy prices. The state allowance is paid to
recipients of the following pensions, compensations and the state social security
benefits: old-age pension (including premature pensions, i.e., if the old-age pension
is claimed two years before the official retirement age), service pension if recipient
has reached the official retirement age or has been recognised as disabled; disability
and survivor's pension, the state social security benefits, compensation for the loss
of capacity for work due to a work accident or occupational disease and
compensation for the loss of breadwinner due to accident at work or occupational
disease. The amount of the allowance per month is EUR 30, EUR 20 or EUR 10
depending on the amount of pension, compensation and the state social security
benefit received.

e Consumption taxes:

O
e Other:
O

Ad-quantum excise tax rates on all tobacco products are increased.

Increase in the minimum wage level.

Main changes between 2023 and 2024

o Benefits:

31



EUROMOD Country Report — LATVIA

o The amounts of the state social security benefits, minimum pensions and the
minimum income thresholds in the field of social assistance (the GMI level and the
income threshold which determines the eligibility for the GMI benefit and housing
benefit) are set as a percentage of the median equivalised disposable income in 2021
by applying the equivalence scale (1; 0.7; 0.7).

e Social insurance contributions:
o Minimum income from which self-employed make social insurance contributions at
the general rate is increased;
e Public pensions:
o Retirement age for both men and women is increased by three months;
o Statutory indexation of public pensions in October 2021.
e Consumption taxes:

o Excise tax rates are increased for all type of alcoholic beverages.

o Ad-quantum excise tax rates on all tobacco products are increased.

o The reduced VAT rate of 12% (instead of super reduced rate of 5%) is applied to
fresh fruit, berries and vegetables.

e Other:
o Increase in the minimum wage level.

2.3. Order of simulation and interdependencies

Table 2.4 presents taxes and benefits that are simulated in the Latvian EUROMOD. Order of
simulation is the same in all years.

In all policy years, we start the spine with general policies that define some concepts and offer to
choose alternative assumptions. First, we set default values for some variables (SetDefault_Iv). Then
there is a switch to choose how pensions are uprated. By default, pensions are uprated according to
indexation rules (see policy uprate_bands_Iv). The alternative approach is to uprate pensions
according to the average growth of pensions. This together with uprating of other monetary variables
is implemented in policy uprate_lv. The uprating factors are based on aggregate data on growth of
respective income components (see Annex 1). In the beginning of the spine we also define constants
(ConstDef_Iv) and income lists (llsDef _Iv and lIsUDBDef Iv) Policy random_Iv creates random
variables used for the labour market transitions (LMA) and identification of employees and self-
employed entering employment and self-employment income compensation scheme (turned on in the
baseline of the systems 2020-2024, n/a for other systems). The next policy TransLMA_lv selects
individuals that do the transition to wage unemployment and COVID-19 related employment and
self-employment income compensation scheme (turned off in the baseline of the systems 20202024,
n/a for other systems). Then we define tax units (tudef_Iv). This is followed by the minimum wage
simulation (yem_lv; switched OFF in the baseline).

The first policy which is run before simulation of social benefits is recoding of negative self-
employment income into zeros (neg_lv). This is done in order to prevent incorrect calculation of taxes,
social insurance contributions and means-tested benefits for self-employed persons with losses in the
income reference period. There are 17 individuals with negative self-employment income in the
Latvian input data (based on UDB EU-SILC 2022).

Next we simulate the downtime benefit paid by the state to employees (yemcomp_lv) and self-
employed (ysecomp_lv) within COVID-19 related employment and self-employment compensation
scheme (COVID-19 related employment and self-employment income compensation scheme is not
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included in the baseline of systems 2020 and 2021 despite they are “on” in the spine; the policy
TransLMA_lv is automatically turned on when the model is run in conjunction with the LMA add-on
to simulate the transition from employment and self-employment to unemployment and from
employment and self-employment to a COVID-19 related wage and self-employment income
compensation scheme). Policy ycompdep_Iv simulate the supplementary payment to downtime
benefit for those having dependent children.

The next simulated policy instruments are social insurance contributions; they have to be deducted
from income before income tax is calculated. The next three policies simulate the solidarity tax. The
solidarity tax is simulated before income tax, as it is also deducted from income before income tax is
calculated. Next we simulate non means-tested benefits: state social security benefits, unemployment
benefit, and family benefits. Then, we simulate the personal income tax. Finally, means-tested
benefits are simulated: first, the GMI benefit (as it depends on net income after taxation); second, the
housing benefit (as it depends on all net income including the GMI).

The last policy included in the spine is tco_cc (consumption taxes). It is placed at the very end because
consumption tax liabilities (VAT and excises) depend on household consumption expenditures, and
these are estimated by the model based on the income shares (xs_* variables included in the input
data) and simulated disposable income (ils_dispy). This is why before running any consumption tax
policy simulation it is required to activate all the other policies intervening in the simulation of
disposable income.

The spine finishes with the policies that define output files (i.e., which variables are included, at which
level, etc.).

Table 2.4. EUROMOD Spine: order of simulation

Policy 2021|2022|2023|2024|Description of the instrument and main output

setdefault_Iv On |On |On |On |Default settings for variables not included in the input data
uprate_Iv On |On |On |On |Uprating factors defined
ConstDef_Iv On |On |On |On [Constants defined

Uprate_bands_Iv|On |On |On |On |Uprating of pensions using indexation rules (indexes applied depend
on the level of pensions)

llsdef_Iv On |On |On |On |Standard income lists defined
lIsUDBDef Iv. |On |On |On |On |UDB income concepts
random_Iv On |[On |On |On |Random assignment of COVID-19 compensation scheme

TransLMA_Iv  |Off |Off |Off |Off |Modelling labour market transitions

tudef_Iv On |On |On |On |Tax units (assessment units) defined
yem_lv Off |Off |Off |Off |Minimum wage (switched OFF in the baseline): yem (overwrite)
neg_lIv On |On |On |On |Negative self-employment income recoded to zero: yse (overwrite)

yemcomp_Iv On |nfa |n/a |n/a |COVID-19 wage compensation scheme: bwkmcee_s

ysecomp_Iv On |nfa |n/a |nfa |Self-employment income compensation scheme Covid-19:
bwkmcse_s
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ycompdep_lv On |nfa |n/a |nfa |Supplementary payment to compensation scheme for dependent
children: bwkmcch_s

tscee_lv On |On |On |On |Employee’s social insurance contributions: tscee_s

tscer_lv On |On |On |On |Employer’s social insurance contributions: tscer_s

tscse_lv On |On |On |On |Social insurance contributions paid by self-employed: tscer_s

tscmm_Iv nfa [On |On [On |Minimum amount of SICs to be paid by employer on behalf of
employee: tscmm_s

txcee_Iv On |On |On |On |Solidarity tax paid by employee: txcee_s

txcer_lv On |On |On |On |Solidarity tax paid by employer: txcer_s

txcse_Iv On |On |On |On |Solidarity tax paid by self-employed: txcse_s

pss_Iv On |On |On |On |State social security benefit: pss_s (includes poass_s, psuss_s, and
pdiss_s)

bun00_Iv On |On |On |On |Unemployment benefit: bun00_s

bfana_lv On |On |On |On |State family benefit: bfana_s

bfapl_Iv On |On |On |On [|Paternity benefit: bfapl_s

bfama_Iv On |On |On |On [Maternity benefit: bfama_s

bec_Iv n/a |On |On |On |A shorttime aid: benefits for families with children and pensioners
(financial support during COVID-19 pandemic and a short-time aid
to compensate heating and power tariff hike for residents (includes
bfaec_s and bpeec_s)

bfaba_lv On |On |On |On |Child birth benefit: bfaba_s

bfawk_lv On |On |On |On [Parental benefit: bfawk_s

bfacc_Iv On |On |On |On |Child care benefit: bfacc_s

tin_Iv On |On |On |On [|Personal income tax: tin_s

bsamm_lv On |On |On |On |Guaranteed Minimum Income benefit: bsamm_s

bho_Iv On |On |On |On |Housing benefit: bho_s

tco_lv On |On |On |On |Consumption taxes: il_tva, il_txa, il_txv

output_std_Iv On |On |On |On [Standard EUROMOD output calculated on individual level

output_std_hh_Iv|Off |Off |Off |Off Shtar;)darc:_EL;ROMOD output calculated on household level (OFF in
the baseline

2.4. Policy extensions

Policy extensions can be turned ON or OFF through the run dialog box without changing the model
itself. In the baseline a policy extension is set to its default (ON or OFF) as specified in this
documentation and in the model (country tools — set switches).
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The Latvian model has five policy extensions: UAA, BTA, BCA, MWA and FYA. The first one UAA
allows choosing between two alternative approaches to pensions’ uprating. By default, pensions
(poatx, pditx, psutx) are uprated according to pension indexation rules (see Section O for details). As
an alternative, pensions can be uprated according to the average growth of pensions.

The second extension BTA is adjustment for take-up of guaranteed minimum income (GMI) benefit
(bsamm_Iv) and housing benefit (bho_Iv). When the adjustment is ON (in the baseline the adjustment
is OFF) we simulate full take-up of GMI and housing benefits (because we do not have reliable data
on the benefit's non-take-up rate). However, we could account for the GMI benefit’s non-take-up
rate. In reality some eligible households do not apply for the GMI benefit because it is rather small.

The BCA extension handles calibration for GMI benefit (bsamm_Iv) and housing benefit (bho_Iv) by
matching the simulated total expenditure of a benefit to external statistics (the total expenditure or the
total number of beneficiaries). This adjustment is ON in the baseline. In the baseline we implement
calibration by matching simulated number of beneficiaries to external statistics.

BTA extension is off, so the baseline model does not adjust for non-take-up of the benefit, but the
user can activate them if necessary; BCA extension is on, so it calibrates the receipt of the benefit.
See section 2.4 for technical details on both extensions and their interaction.

Users can enable or disable the necessary extensions in Country Tools/Set Switches. For proper
functioning, the extensions require the following inputs:

o BTA: The estimated take-up rate of the benefit should be set as the value of the
$bsa_BTA rate constant in the model. Currently, the value is set to 1, indicating no
adjustment for non-take-up.

e BCA: The total number of benefit recipients needs to be filled out in the External Statistics
table, so that the calibration rate ($bsa_ BCA rate) is computed accordingly. Data are
currently available for the years 2018-2023; given the absence of information for 2024, the
calibration rate is not computed within the 2024 system, but the one computed within the
2023 system is used instead. For the modelling of reforms, the 2024 system should be used
in order to allow for variation in the number of beneficiaries (hence expenditure):
beneficiaries will change when the eligibility conditions change by applying the share of 2023
to the new pool of eligible units. If previous systems were used for reforms, total number of
beneficiaries would remain constant irrespective of the reform applied, since the model would
always stick to the existing external statistics.

The fourth extension MWA is for the simulation of minimum wage, see section 2.4.2. The last one is
full year adjustments: if the adjustments are ON (which is the default) the benefit amounts and
eligibility conditions are simulated considering changes during a single policy year. In 20222024,
full year adjustments are used, e.g., for the GMI (bsamm_Iv) level and the income thresholds which
determine the households' eligibility for the GMI benefit. If the adjustments are OFF — the policy
rules are set to 30 June for a given policy year.

24.1. Statutory indexation of public pensions

By default, public old-age, disability and survivor’s pensions (poatx, pditx and psutx) in the model
are uprated according to the statutory indexation rules. Pensions in Latvia are indexed once a year,
on 1 October (on 1 August in 2022 due to high inflation in 2022). The indexation rules stipulate that
only pensions below a threshold, which is set at 50% of the average social insurance contribution
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wage in the previous calendar year, are indexed. Pensions that exceed the threshold are indexed
partially — only part below the threshold is indexed. The index is composed of CPI in the 12 months
preceding the indexation and a fraction of real growth of social insurance contribution wage in the
previous calendar year. For old-age pensioners with longer social insurance records the index is
computed taking into account a larger share of the wage growth ensuring that pensioners with longer
social insurance records will have their pensions indexed with a higher value of index. Thus, the index
takes into account 50% of the average wage growth for pensioners with social insurance records less
than 30 years, 60% of the average wage growth for pensioners with social insurance records from 30
to 39 years, 70% of the average wage growth for pensioners with social insurance records 40 to 45
years or more, and 80% of the average wage growth for pensioners with the social insurance records
45 years or more. The index for disability and survivor’s pensions (pditx and psutx) is not linked to
the length of the social insurance records and is composed of CPI in the 12 months preceding the
indexation and a 50% of real growth of the social insurance contribution wage in the previous calendar
year.

The pensions are not indexed in case the index is below 1. In case real wage growth in the previous
calendar year exceeds 15%, 15% growth is used in the index. Table 2.5 shows indexation indices and
thresholds that were applied in 2021-2024.

Table 2.5. Pension indexation in 2021-2024

Date of indexation _ Threshold for Social insurance Index
indexation, EUR record

October 2021 470 Less than 30 years 1.0423
30-39 years 1.0451

40-44 years 1.0479

45 years and more 1.0507

August 2022 534 Less than 30 years 1.2287
30-39 years 1.2314

40-44 years 1.2341

45 years and more 1.2369

October 2023! 609 Less than 30 years 1.0640
30-39 years 1.0640

40-44 years 1.0640

45 years and more 1.0640

October 2024 683 Less than 30 years 1.0654
30-39 years 1.0771

40-44 years 1.0887

45 years and more 1.1004

Notes: 1In 2023 pensioners with longer social insurance records do not have their pensions indexed with a higher
value of index, because the real growth of social insurance contribution wage in 2022 is negative.

In the model, we take into account that pensions are indexed in October in 2021, and 2023-2024 and in August
in 2022. Thus, the average pension in a given year is computed as a weighted average of monthly pensions
before the October indexation (the August indexation in 2022) and after the October indexation (the August
indexation in 2022).

e EUROMOD modelling

The supplement payments for one year insurance period accumulated up to December 31, 1995 are
uprated using the index composed of CPI in the 12 months preceding the indexation and 50% of real
growth of social insurance contribution wage in the previous calendar year (1.0423 in 2021, 1.2287
in 2022 and 1.0640 in 2023). These changes are not simulated because we cannot separate the amount
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of the supplement payments from the total pension amount (the persons who retired before 1996 and
the length of social insurance record prior and after December 31, 1995 cannot be precisely identified
using EU-SILC data).

2.4.2. Minimum wage

In Latvia minimum monthly wage is set by the Cabinet of Ministers. The minimum wage rule covers
employees in all sectors. It is not differentiated between the types of employees. The level of
minimum (gross) monthly wage was 500 EUR in 2021-2022, 620 EUR in 2023 and 700 EUR in
2024. The simulation of the minimum wage is switched off in the baseline.

2.4.3. Benefit Calibration Adjustments (BCA)

Allows the user to calibrate the receipt of benefits to match the simulated total number of beneficiaries
of a benefit to real expenditure from external statistics. The extension is implemented for the
simulation of the social assistance benefit (bsamm_lv) and housing benefit (bho_Iv). The default for
the baseline is on. When the extension is on, a subset of eligible of observations is selected randomly
as beneficiaries so that the real number of beneficiaries is reached, removing the benefit from the rest
of the eligible observations; when off, all eligible observations are kept as beneficiaries. This
extension shares most of its functions with the BTA extension; as a general rule, only one of the
extensions should be on, but if both are, the lowest rate between the take-up rate and the calibration
rate will be applied. More details on the specific implementation of BCA and BTA extensions are
provided in the subsections describing the corresponding benefits.

2.5. Benefits

2.5.1. Unemployment benefit (bun00_Iv)

The benefit is provided to a previously employed and socially insured person in case of
unemployment (self-employed are not insured against the risk of unemployment and hence are not
eligible for unemployment benefit). The maximum duration of the unemployment benefit is 8 months.
The benefit amount per month gradually decreases with time in order to provide incentives to look
for a new job.

e Definitions
The unit of analysis is an individual.
o Eligibility conditions

(1) First of all, a person must register as unemployed in State Employment Agency (SEA). There is
no information on registration at the SEA in the input data. We assume that all people who report
unemployment are registered.

(2) Second, there are some restrictions on age. Only people above 15 years and people below the
statutory retirement age are eligible for the unemployment benefit. In case a person below the
statutory retirement age is granted an old-age pension (including early retirement), the person is not
eligible for the unemployment benefit. In the model, we simulate the benefit to people below or at the
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statutory retirement age to account for situations when people retire in the course of the year, but
receive unemployment benefit before the retirement.

(3) Third, a person must have paid social insurance contributions for no less than 12 months in total
(we use variable liwwh as a proxy for this).

(4) Finally, an individual has to make social insurance contributions for at least 12 months over the
16 months before unemployment.

¢ EUROMOD modelling

For people who are currently unemployed and receive unemployment benefits we assume that the
eligibility criterion (4) is met (as this can’t be checked with the input data).

For those who are currently unemployed but do not receive unemployment benefits we assume that
the eligibility criterion (4) is not met.

Finally, for calculation of replacement rates or modelling labour market transitions, we assess
eligibility of currently employed individuals based on the number of months currently in work
(liwmy).

For 2020 and 2021 COVID-19 related transition to unemployment, the benefit for employees and the
self-employed can only produce results if the model is run in conjunction with the LMA add-on. The
individuals that are selected to undergo transitions to unemployment (or transition to employment
from unemployment) are defined in the TransLMA_lv policy, which is switched on automatically by
the LMA add-on. For more information about the modelling of labour market transitions please
consult the ‘Simulating labour market transitions in EUROMOD’ document. Unemployment
transition data are produced by Eurostat, using detailed distributional information on the loss of jobs
from the Labour Force Survey and administrative data. The impact across different categories of
individuals and the duration of unemployment are modelled using the EU-LFS longitudinal and
quarterly transitions as target. For more information please consult the methodological note available
at 9a70fb55-ceb7-d25a-1b31-ab0c030095d2 (europa.eu)

e Income test
The benefit is not means-tested.
e Benefit amount

The full amount of the benefit is a percentage of the previous average income (from which social
insurance contributions were paid) and it depends on working experience:

1) If working experience is 1 to 9 years the full benefit equals 50% of the gross average wage
from which social insurance contributions were made;

2) If working experience is 10 to 19 years the full benefit equals 55% of the gross average wage;
3) If working experience is 20 to 29 years the full benefit equals 60% of the gross average wage;

4) If working experience is above 30 years the full benefit equals 65% of the gross average
wage.
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Average contribution wage is calculated over the twelve months period which ends two months before
the person obtains unemployment status. Two months — the month with the highest income and the
month with the lowest income — are excluded from the average wage calculations. If a person does
not receive income in some of these months, these months are excluded from calculations of the
average wage. If the person is on child care leave, the average wage is calculated over the 12-months
period ending before the child care leave.

¢ EUROMOD modelling

For those who are currently unemployed and receive unemployment benefit accurate information on
the gross average wage cannot be obtained from the data. Therefore, we reverse the rules for benefit
calculations, and impute the gross average wage before unemployment (yempv) based on the total
amount of unemployment benefit, approximate duration of unemployment, and the length of social
insurance record (employment history).

e Benefit duration

The maximum duration of the benefit is 8 months. For the first two months in the benefit is paid in
the full amount (see the sub-section “Benefit amount” above), but then the size of the benefit is
gradually tapered off to give stronger incentives for job search (see Table 2.6).

Table 2.6. Calculation of the unemployment benefit (bun00_s) in 2021-2024

Wo_rk Ma>_< Proportion of the full benefit received
experience duration
100% 75% 50% 45%
th _ qth
2021-2024  Allunemployed 8 months  1%-2""month 3'-4" month 5%-6" month 7mont8h
Table 2.7 summarizes unemployment benefit rules in 2021-2024
Table 2.7. Characteristics of the unemployment benefit (bun00_s) in 2021-2024
Eligibility  Contribution period (in months) 12
Other conditions contributions made for at least 12 months
in 16 months preceding unemployment
Eligibility of self-employed no
Payment  Contribution base yem
Basic amount 50% — 65% of wage, depending on the

length of social insurance record
(employment history)

Additional amount n/a
Floor n/a
Ceiling n/a*
Duration  Standard (in months) 8 months
Special cases (in months) n/a
Subjectto  Taxes no
SIC no
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Notes: There is an implicit ceiling on the benefit, ensured by a cap on social insurance contributions (see Table
2.17).

¢ EUROMOD modelling

For identification of work experience we use variable liwwh. As a proxy of unemployment duration
we use lunmy.

2.5.2. State family benefit (bfana_lv)
e Definitions

The benefit is a lump sum granted to one of the parents of a dependent child. There is a basic benefit
paid to all eligible persons and a supplementary payment, which is paid only to eligible families with
two and more dependent children. Starting from 2022 the supplementary payment to the state family
benefit was abolished.

The unit of analysis is a family with a dependent child.
The child is considered to be dependent if:
a) achild is between 1-15 years old (dag>=1 & dag<15);

b) a child is between 1-20 years old (dag>=1 & dag<20) and continues
secondary/professional education (dec > 2), is not married (dms = 1).

e Eligibility conditions

The benefit is assigned to one of the parents of a dependent child in a family. Usually, a mother
applies for the benefit.

¢ EUROMOD modelling
In the model we assign the benefit to the mother. If there is no mother, then a father is eligible.

e Income test
The benefit is not means-tested.
e Benefit duration

The benefit is paid while the child is considered as dependent. The supplementary payments in 2021
are paid as long as the person has at least two dependent children.

e Benefit amount

Until 2022 the benefit amount for the first child is 11.38 EUR per month. For each subsequent child,
the benefit is higher: for the second child the benefit equals the standard amount multiplied by the
coefficient of 2, for the third child — multiplied by the coefficient of 3, and for the fourth and each
consecutive child — multiplied by the coefficient of 4.4.

Until the end of 2021, new supplementary payments to the state family benefit were paid to
households with two and more dependent children. The amount of the supplementary payments is
10 EUR per month if there are two dependent children in the family and 66 EUR if there are three
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dependent children in the family. For each subsequent child in the family, the supplementary payment
is increased by 50 EUR per month.

Starting from 2022 state family benefit has been reformed, changing the amount and conditions of
granting the state family benefit, while the supplementary payments to the state family benefits were
abolished. The benefit amount is 25 EUR per month if there is one dependent child in the family,
100 EUR per month if there are two dependent children in the family (50 EUR for each child),
225 EUR per month if there are three dependent children in the family (75 EUR for each child) and
100 EUR per month for each child if there are four and more children in the family.

e Subiject to taxes/SIC

The benefit is tax exempt.

e EUROMOD modelling

When calculating the amount of the benefit for the time period up to 2022, the number of children is
determined taking into account all children raised by a recipient, even if some of them are no longer
dependent, as well as deceased children of the recipient. The amount of the benefit is determined by
the child’s sequential number in the family according to the birth date, e.g., if there is one adult child
in a family and one child below the age of 15, the child aged below 15 will be treated as the second
child.

A different approach is applied to the calculation of the number of children which is used to determine
the amount of the supplementary payment. The amount of the supplementary payment is determined
taking into account the actual number of dependent children in a family, i.e., taking into account only
those children for whom the state family benefit is paid.

In EUROMOD, we simulate both the state family benefit and the supplementary payments based on
the actual number of dependent children in a household, because it is not possible to identify adult
children of a person based on EU-SILC data.

2.5.3. Child birth benefit (bfaba_Iv)

e Definitions

The benefit is a lump sum granted to one of the parents of a newborn child. The unit of analysis is a
family with a newborn child.

o Eligibility conditions

The benefit is granted to one of the parents of a child. Usually, a mother applies for the benefit. A
parent can apply for the benefit starting from the child’s eighth day of life.

e EUROMOD modelling
In the model we assign the benefit to the mother. If there is no mother, then a father is eligible.
e [ncome test

The benefit is not means-tested.
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e Benefit duration
This is a lump sum benefit.
e Benefit amount
The amount of the benefit for a newly born child is 421.17 EUR.
e Subiject to taxes/SIC
Exempt.
e EUROMOD modelling

We identify eligible parents by selecting households with a newborn child. A child is considered
newborn if his/her precise age (dag00) is less than 1 year: dag00 <= 1, which implies that the child
is born during the income reference year.

2.54. Maternity benefit (bfama_Iv)

The benefit is paid to socially insured mothers covering the period shortly before and shortly after the
childbirth. The size of the benefit is tied to the mother’s previous earnings.

e Definitions
The unit of analysis is a family with a newborn child.

o Eligibility conditions

In general case, a mother is eligible for the benefit in case she has registered the pregnancy and is
socially insured or has lost the status of employee or self-employed person no more than 60 days
before the maternity leave.

In case of mother’s death a farther (or a person who actually cares about a baby) is eligible for the
second part of maternity benefit.

e EUROMOD modelling

In the model, a person is considered to be socially ensured for maternity if she has a positive
employment history (liwwh > 0).

In order to be eligible for maternity benefit, state social insurance contributions had to made for not
less than three months in the period of the last six months before the month in which the insurance
event occurred or not less than six months in the period of the last 24 months before the month in
which the insurance event occurred. We assume that a person is eligible for the maternity benefit if
employment history is at least 3 months long (liwwh > 3).

We can identify recipients of maternity benefit by selecting households which have children below
one year old. Like with the childbirth benefit, a newborn child is identified based on the variable
dag00 (dag00 <= 1). However, we do not simulate pregnancy benefit received in the end of income
reference period in case children are born after the reference period.

42



EUROMOD Country Report — LATVIA

e |ncome test
The benefit is not means-tested.
e Benefit duration.

The benefit is paid in two instalments. The first part is given for the last 70 calendar days of pregnancy
(56 days if a mother registered pregnancy later than after 12 weeks). The second part is generally
given for a period of 56 days after a child’s birth. In case two or more children were born or if a
mother has health problems related to a child’s birth, then 70 days after birth are covered by the
benefit.

e EUROMOD modelling

Since there is no information on registration of pregnancy or health status of a mother, we assume
benefit duration of 70+56 days (i.e., 126 days in total). If more than one child is born, then benefit
duration is assumed to be 70+70 days (140 in total).

e Benefit amount

The benefit is calculated as a share of the previous average income from which social insurance
contributions were paid. The size of the benefit equals 80% of the relevant average income.

For employees, the relevant income is average income received over twelve months ending two
months before the person is entitled to the benefit.

For self-employed, the relevant income is calculated over the period of 12 months ending three
months before the quarter in which the person is entitled to the benefit.

If a person’s income is a mixture of employment and self-employment income, then a weighted
average is taken.

e EUROMOD modelling

Simulations are based on previous average wage, which was calculated by using data on maternity
benefit (imputed from the national data) and by inverting maternity benefit rules to obtain the benefit
recipient’s previous earnings. For mothers of newly born children for whom we do not observe
maternity benefit in the data, we use earnings predicted by a wage equation.

e Subiject to taxes/SIC
Exempt.

2.55. Paternity benefit (bfapl_Iv)

The benefit is paid to socially insured fathers covering a short period after the childbirth. The size of
the benefit is tied to the father’s previous earnings.

e Definitions

The unit of analysis is a family with a newborn child.
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o Eligibility conditions
A father of a newborn child is eligible for the benefit in case he is socially insured.

The benefit can be claimed during the first two months of a child’s life (starting from August 2022
during the first six months).

e EUROMOD modelling

We identify newborn children based on variable dag00 (precise age). The child is considered newborn
if dag00 <=1. We assume that a father is socially ensured for paternity leave if he works as an
employee or self-employed (yemmy=>0 or ysemy=>0).

In order to be eligible for paternity benefit, state social insurance contributions had to made for not
less than three months in the period of the last six months before the month in which the insurance
event occurred or not less than six months in the period of the last 24 months before the month in
which the insurance event occurred. Since this eligibility condition cannot be simulated accurately
enough, we assume that a person is eligible for the paternity benefit if he works as an employee or
self-employed (yemmy=>0 or ysemy>0) and employment history is at least 3 months long (liwwh >
3).

e |ncome test
The benefit is not means-tested.
e Benefit duration

In 2021-2022 the benefit is paid to a child’s father during 10 days of a paternity leave. Starting from
January 2023, the benefit is paid for 10 working days of a paternity leave.

e Subject to taxes/SIC
Exempt.

e Benefit amount

Relevant income which is used to calculate the paternity benefit is calculated similar to that for
maternity benefit (see the previous section).

Similar to maternity benefit, the benefit equals to 80% of the relevant average income.

Starting from January 2023, the benefit equals to 80% of the relevant average income, applying a
coefficient of 1.46. The coefficient is a constant to determine the benefit amount for 10 working days
and is calculated as an average value for a period of five calendar years (from 2018 to 2022).

e EUROMOD modelling

Similar to maternity benefit, previous earnings for paternity benefit recipients were calculated by
using data on paternity benefit (imputed from the national data) and by inverting paternity benefit
rules.

Many fathers do not apply for paternity benefit. We account for non-take-up (see switch BTA_Iv) if
the model is used with the input datasets based on SILC 2010, SILC 2012, SILC 2015, SILC 2016,
SILC 2017, SILC 2018, SILC 2019, SILC 2020, SILC 2021 or SILC 2022 data. The eligibility for
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paternity benefit is restricted to those fathers who receive the benefit in the data. For earlier datasets
the non-take-up is not modelled. Full take-up can be simulated turning BTA_Iv switch OFF when
running the model.

2.5.6. Parental benefit (bfawk_Iv)

The benefit is targeted at socially insured parents of a newly born child. It is not paid during the
months in which a mother receives the maternity benefit.

e Definitions
The unit of analysis is a family with a small child.
o Eligibility conditions

A socially insured parent is eligible for the benefit during the first year (or 1.5 years according to the
parent’s choice) of a child’s life if a child was born before 1 January 2023. Only one of parents can
receive the benefit at the same time.

For children born on or after 1 January 2023, a socially insured parent is eligible for the benefit but
the total duration of the benefit is set at 13 months (or 19 months). The total duration consists of the
basic portion of the benefit and the non-transferable parts.

Parents can work and at the same time receive the parental benefit. For children born on or after
January 2023 this condition applies only to the basic portion of the benefit (see Benefit duration for
more details). If a parent is working while receiving the benefit, only 30% of the benefit amount is
paid (50% starting from 2023). In Latvia it is common that a mother stays at home with a child.

The non-transferable part of the benefit can only be received if a parent is on parental leave (i.e., does
not earn income as an employee or self-employed person).

e EUROMOD modelling

In EUROMOD we assume that if a woman applies for parental benefit she will not work and she will
receive the full amount of the benefit. If a man applies for the benefit, he will continue working and
he will receive 30% of the benefit in 2021-2022 and 50% in 2023-2024 (unless he is a lone father).
We assume that the parent who can claim the highest benefit applies for it. Therefore, in EUROMOD
we assign the benefit to a mother if her previous earnings exceed 30% of the father’s previous earnings
in 2021-2022 and 50% of the father’s previous earnings in 2023—-2024.

In order to be eligible for parental benefit, state social insurance contributions had to made for not
less than three months in the period of the last six months before the month in which the insurance
event occurred or not less than six months in the period of the last 24 months before the month in
which the insurance event occurred. Since this eligibility condition cannot be simulated accurately
enough, we assume that a person is eligible for the parental benefit if employment history is at least
3 months long (liwwh > 3).

e |ncome test

The benefit is not means-tested.
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e Subject to taxes/SIC
Exempt.
e Benefit amount

Benefit amount depends on the length of the period over which the benefit is received. A recipient of
the benefit may choose the period over which the benefit is received:

e for children born before 1 January 2023 — 1 year or 1.5 years of a child’s life;
o for children born on or after 1 January 2023, the total duration of the benefit 13 months or 19
months.

For children born before 1 January 2023, if 1 year is chosen, the size of the benefit is 60% of the
relevant income; if 1.5 years is chosen — 43.75%.

For children born on or after 1 January 2023, if the total duration equal to 13 months is chosen, the
size of the benefit is 60% of the relevant income; if 19 months is chosen — 43.75%.

Parents can work and at the same time receive the parental benefit. For children born on or after
January 2023 this condition applies only to the basic portion of the benefit (see Benefit duration for
more details). If a parent is working while receiving the benefit, only 30% of the benefit amount is
paid (50% starting from 2023). In Latvia it is common that a mother stays at home with a child.

e Benefit duration

For children born before January 2023, a recipient of the benefit may choose the period over which
the benefit is received: 1 year or 1.5 years of a child’s life. The benefit is not paid during the months
in which a mother receives the maternity benefit.

For children born on or after 1 January 2023, the total duration of the benefit is set at 13 months (or
19 months). The duration of the basic portion is 9 months (or 15 months). This 9—months or 15—
months period also includes the maternity benefit payment period. The basic portion of the benefit is
granted the day after the end date of the maternity benefit payment. The two—months non-transferable
parts can be used by each parent in any period from the day of a child's birth until the child reaches
the age of eight including the time period when another parent of a child receives the maternity
benefit, the basic part of the parental benefit or uses his/her non-transferable part. The non-
transferable parts have been introduced in accordance with the requirements of the Directive
2019/1158 of the European Parliament and of the Council of 20 June 2019 on work-life balance for
parents and carers.

e EUROMOD modelling

In EUROMOD we assume that all parents choose to receive the benefit for 1.5 years if children were
born before 1 January 2023. First, this is more widespread according to State Social Insurance Agency
data, and second, cumulatively this results in a higher total benefit amount (by one-month average
gross earnings). If children were born on or after 1 January 2023, we assume that 19-month period
would be more widespread choice therefore in EUROMOD we assume that all parents choose to
receive the benefit for the total duration of 19 months.

We model benefit duration based on the child’s precise age (dag00) derived from the quarter of birth
(the month of birth in case of SILC 2020, SILC 2021 and SILC 2022). Table 2.8.A, Table 2.8.B,
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Table 2.9.A and Table 2.9.B. shows the maximum number of months (during the income reference
year) in which the benefit can be received depending on the age of the child at the end of that year.
E.g., if the child’s age is < 0.25 (see the first row of Table 2.8), i.e., the child is born in the 4™ quarter
of the income reference year, the child will be observed for a maximum of three months in the income
reference year, and he/she will be below the age of 1 during this period (columns 5 and 6 of Table
2.8). Parents of children aged below 1 are eligible for the parental benefit after the maternity benefit
expires. Hence, as column 7 of Table 2.8 show, duration of the parental benefit for a child aged 0.25
or less is 3 months, but, if the maternity benefit is paid, duration of the maternity benefit should be
subtracted. This approach to modelling benefit duration allows to more precisely model the benefit
amount and to capture benefit recipients whose children were born before the income reference year
and are above the benefit eligibility age threshold at the end of the income reference year.

In EUROMOD for children born on or after 1 January 2023 (dag00 <=1 at the end of 2023 and dag00
<=2 at the end of 2024) we assume that the non-transferable parts are used immediately after the end
of the payment period of the basic portion. We assume that a woman is the first one to use her non-
transferable part (while the child is 16-17 months old) and a man is the second one (while the child
is 18-19 months old). Since in EUROMOD we also assume that for children born on or after 1 January
2023 all parents choose to receive the benefit for the total duration of 19 months which provides a
15-months long basic portion of the benefit, this implies that only the basic portion is paid during
2023.

Table 2.8.A Modelling duration of parental benefit (bfawk_s) in 2021-2022 (in 2023-2024 only if
children were born before 1 January 2023, i.e., dag00 > 1 in 2023 and dag00 > 2 in 2024) if income
reference year is before 2019

- © Number of months the child
o E ° § Child’s age in income reference year by belongs to the indicated age
SEESS quarters! group in the income reference Duration of
§ DB e § year parental benefit
S 58 g (months)?
?Ee 8 01 Q2 Q3 Q4 0-1 years 1-1.5 years
(5) (6) (7)
<=0.25 3 0 3
0.5 6 0 6
0.75 9 0 9
1 12 0 12
1.25 9 3 12
15 6 6 12
1.75 - / 3 6 9
.
2 : - % 0 6 6
2.25 - 0 3 3

Notes: (1) = age 0-1 years, " age 1-1.5 years, # age 1.5-2 years; (2) duration of maternity benefit should be
subtracted

Table 2.8.B Modelling duration of parental benefit (bfawk_s) in 2023-2024 for children born on or
after 1 January 2023 (dag00 <=1) if income reference year is before 2019
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E E é Number of months the child D:Jhration of
6 £ Child’s age in income belongs to the indicated age Durai ¢ efnont;l
— E © reference year by quarters! group in the income f ura |otn| Duration of rz:nstﬁrat f I
S o reference year of parental | = o'\ osic | Parts (the tota
25 benefit ortion duration for
TeQ (months)? P both parents
o= 5 0-15 16-19 or 2 single
= 1
IS5 E Q1 Q2 Q3 Q4 months months parentg)
1 @ B (4) (5) (6) (7) (8) (9)
<=0.25 3 0 0
0.5 6 0 0
0.75 9 0 0
1 12 0 12 12 0
1.25* 12 0 12 12 0
1.5* 9 3 12 9 3
1.75* 6 4 10 6 4
2
2.0% G 3 4 7 3 4

Notes: (1) = age 0-15 months,
should be subtracted.

* Only for 2024, because the policy change only applies to children born on or after 1 January 2023 (dag00 <=1
at the end of 2023 and dag00<=2 at the end of 2024).

In EUROMOD for children born on or after 1 January 2023 (dag00 <=1 at the end of 2023 and dag00 <= 2 at
the end of 2024) we assume that the non-transferable parts are used immediately after the end of the payment
period of the basic portion. We assume that a woman is the first one to use her non-transferable part (while the
child is 16-17 months old) and a man is the second one (while the child is 18-19 months old). Since in
EUROMOD we assume that for children born on or after 1 January 2023 all parents choose to receive the
benefit for the total duration of 19 months which provides a 15-months long basic portion of the benefit, this
implies that only the basic portion is paid for these children during 2023.

age 16-19 months, % age above 20 months; (2) duration of maternity benefit
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Table 2.9.A Modelling duration of parental benefit (bfawk_s) in 2020-2022 (in 2023-2024 only if children were born before 1 January 2023,
i.e., dag00 > 1 in 2023 and dag00 > 2 in 2024) if income reference year is 2019, 2020 or 2021

s B | Mberormonms tecnio oongs o N
%‘; g g = e indee ere?gr?eg?e)uyeg: ® fneome Duration of parental §§ % g,>; grorléprelrr;rt]r;g ;ch;me Duration of parental
§g E @ S benefit (months)! g = ; % e benefit (months)!
e é 0-1 years 1-1.5 years §,§ =5 0-1 years y(-ea.rs
<=0.09 (1 month) 1 0 1 1.34 (16 months) 8 4 12
0.17 (2 months) 2 0 2 1.42 (17 months) 7 5 12
0.25 (3 months) 3 0 3 1.5 (18 months) 6 6 12
0.34 (4 months) 4 0 4 1.58 (19 months) 5 6 11
0.42 (5 months) 5 0 5 1.67 (20 months) 4 6 10
0.5 (6 months) 6 0 6 1.75 (21 months) 3 6 9
0.59 (7 months) 7 0 7 1.83 (22 months) 2 6 8
0.68 (8 months) 8 0 8 1.92 (23 months) 1 6 7
0.75 (9 months) 9 0 9 2 (24 months) 0 6 6
0.84 (10 months) 10 0 10 2.09 (25 months) 0 5 5
0.93 (11 months) 11 0 11 2.18 (26 months) 0 4 4
1 (12 months) 12 0 12 2.25 (27 months) 0 3 3
1.09 (13 months) 11 1 12 2.33 (28 months) 0 2 2
1.17 (14 months) 10 2 12 2.43 (29 months) 0 1 1
1.25 (15 months) 9 3 12

Notes: ‘duration of maternity benefit should be subtracted
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Table 2.9.B Modelling duration of parental benefit (bfawk_s) in 2023-2024 for children born on or after 1 January 2023 (dag00 <=1 in 2023
and dag<= 2 in 2024) if income reference year is 2019, 2020 or 2021

52 - Number of months the child belongs to Duration of th
S%e O the indicated age group in the income uration ot the non-
QgEc o> . . . transferable parts (the
Do £ 8 reference year Duration of parental Duration of the basic .
g825g¢8 benefit (months)® ortion total duration for both
<G g s < P parents or a single
2 2 S 0-15 months 16-19 months parent)
<=0.09 (1 month) 1 0 1 1 0
0.17 (2 months) 2 0 2 2 0
0.25 (3 months) 3 0 3 3 0
0.34 (4 months) 4 0 4 4 0
0.42 (5 months) 5 0 5 5 0
0.5 (6 months) 6 0 6 6 0
0.59 (7 months) 7 0 7 7 0
0.68 (8 months) 8 0 8 8 0
0.75 (9 months) 9 0 9 9 0
0.84 (10 months) 10 0 10 10 0
0.93 (11 months) 11 0 11 11 0
1 (12 months) 12 0 12 12 0
1.09 (13 months) 12 0 12 12 0
1.17 (14 months) 12 0 12 12 0
1.25 (15 months) 12 0 12 12 0
1.34 (16 months) 11 1 12 11 1
1.42 (17 months) 10 2 12 10 2
1.5 (18 months) 9 3 12 9 3
1.59 (19 months) 8 4 12 8 4
1.68 (20 months) 7 4 11 7 4
1.75 (21 months) 6 4 10 6 4
1.84 (22 months) 5 4 9 5 4
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Number of months the child belongs to
the indicated age group in the income
reference year

Age (dag00) of
the child at the
end of the
income
reference year

Duration of parental

Duration of the basic

Duration of the non-
transferable parts (the
total duration for both

benefit (months)? portion X
parents or a single
0-15 months 16-19 months parent)
1.93 (23 months) 4 4 8
2.0 (24 months) 3 4

Notes: *duration of maternity benefit should be subtracted.

In EUROMOD for children born on or after 1 January 2023 (dag00 <= 1 at the end of 2023 and dag<=2 at the end of 2024) we assume that the non-
transferable parts are used immediately after the end of the payment period of the basic portion. We assume that a woman is the first one to use her non-
transferable part and a man is the second one. Since in EUROMOD we assume that for children born on or after 1 January 2023 all parents choose to receive
the benefit for the total duration of 19 months which provides a 15-months long basic portion of the benefit, this implies that only the basic portion is paid

for these children during 2023.
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e EUROMOD modelling

Relevant income which is used to calculate the parental benefit is calculated similar to that for
maternity/paternity benefits.

In case a woman who is taking care of a child aged up to 3 years gives birth to another child, the
parental benefit for taking care of the next child may not be less than the parental benefit granted for
the previous child. These provisions are also applied to the father of the both children if he is the
recipient of the parental benefit in both cases. We cannot simulate these provisions since we do not
observe the parental benefit granted for the previous child in the data.

Starting from 2020, women who are not employed on the day of granting the benefit (are not regarded
as an employees or self-employed) can be still entitled to the parental benefit (for children born on or
after 1 January 2023 can be entitled only to the basic portion of the parental benefit) if she has been
granted maternity benefit for this child (for more details, see section 2.5.4.), i.e. in the following cases:
(i) as a woman who has lost the status of employee or self-employed person no more than 60 days
before the date when maternity leave starts, (ii) as a woman who has lost the status of employee due
to company liquidation 210 days before the date when maternity leave starts, (iii) or has lost the status
of employee or self-employed person during maternity leave (while maternity benefit is received).
However, even though we cannot accurately simulate these changes when using EU-SILC with
income reference year before 2020, we could argue that such a case when a woman voluntarily
terminates her employment or stop being self-employed in the period up to 2 months before the
maternity leave is a rather rare. There are several reasons for that. The first reason is that a pregnant
woman might expect that terminating voluntarily her employment before the maternity leave could
make reintegration into the labour market more difficult after the end of the parental leave. Another
reason is that before 2020, a woman loses the right to maternity benefit and parental benefit if she
terminates her employment relationship before the maternity leave begins (it means that we expect to
have a little number or no such observations in EU-SILC with income reference year before 2020).
In turn, the employer has the right to dismiss a preghant woman only in certain cases (for example,
an employee without a justifiable reason has materially violated the employment contract or the
established working procedure regulations). The new conditions regarding the entitlement to parental
benefit apply also to women having fixed-term employment contract that is terminated no more than
60 days before maternity leave. However, we also expect to have a little number of such observations,
because a fixed-term employment contract is not widespread in Latvia among women (women with
a fixed-term contract constitute 2.5% of all employed women in 2019-2020).

25.7. Child care benefit (bfacc_Iv)

The benefit is provided on a monthly basis to one of a child’s parents during the first two years of a
child’s life. All parents, regardless of their employment status, are eligible for this benefit. For socially
insured parents, the childcare benefit is complimented by a more generous parental benefit (see
section 2.5.6 for the description of the parental benefit), while for socially uninsured parents the
childcare benefit is the key benefit that they are eligible for during the first two years of a child’s life.

e Definitions

The unit of analysis is a family with a small child.
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e Eligibility conditions
One of a child’s parents is eligible for the benefit (usually mother).
e EUROMOD modelling
In the model the benefit is assigned to a mother, if there is no mother, then to a father.
e Income test
The benefit is not means-tested.
e Subject to taxes/SIC
Exempt.
e Benefit amount

A. For a child under 1.5 years of age:

The monthly benefit amounts to 171 EUR. The benefit is paid from the first month of a child’s life or
after maternity benefit expires.

B. For a child above 1.5 and below 2 years of age:
The monthly benefit amount is 42.69 EUR.

e Benefit duration

Duration of the childcare benefit is modelled in a very similar way to duration of parental benefit.
Parents eligible for the childcare benefit are identified based on the detailed age of a child — dag00
(see Table 2.10 and Table 2.11 and previous section 2.5.6 for details). Table 2.10 and Table 2.11 also
show how the amount of the childcare benefit (low or high) depends on the child’s age.

Table 2.10. Modelling duration of childcare benefit (bfacc_s) in 2021-2024 if income reference year
is before 2019

% 2 Number of months the child

] ild’ ini indi ) )
B0, | oo | Mo obe MG | gy aon o
5E g year
%gg % o » %) = % :‘E‘ = %:"E
e 5 8 3 3 5 =8 28 2’1; 2 g g 2
<
<=0.25 3 0 0 3

0.5 6 0 0 6

0.75 0 0 9

1 12 0 0 12

1.25 9 3 0 12

15 6 6 0 12

1.75 | s 6 3 9 3

53



EUROMOD Country Report — LATVIA

2g Number of months the child
S 8 _ Child’s age in income reference year belongs to the indicated age Benefit duration (months)
258 by quarters! group in the income reference
s5E e year
~u= Q
Xy 2 3
T G5 — N e} < o n g N e 505 = 0%
%§ @ o o} o (og :‘ ) < 2o T E é S E é
=2 o (5] 5}
L ®©
2 0 6 6 6 6
2.25 // - 0 3 6 3 6
25 - 0 0 6 - 6
2.75 / 0 0 3 - 3

Notes: (1) = age 0-1 years, I age 1-1.5 years, % age 1.5-2 years; (2) duration of maternity benefit should be
subtracted; (2) paid until the child reaches 1.5 years; (3) paid after the child reaches the age of 1.5 and until
he/she reaches the age of 2.
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Table 2.11. Modelling duration of childcare benefit (bfacc_s) in 2021-2024 if income reference year is 2019-2021

= g Number of ths the child o 5 Number of months the child Benefit duration
5 g umber ot months the ch . . 259 belongs to the indicated age (months)
o 25 belongs to the indicated age group Benefit duration (months) sy 2 rouD in the income
538 in the income reference year ©5 2 g reﬁ‘)erence year
B w o529
—~u= Q (=) 2]
83 S ® o Qo gg © ® L o CEN
gcL 3 = = S 3 = =
g5e £ 2§ 3§ | B3% 8E% |3zt E 3§ 3§ g8% 35
® & - - > — > IEB _IEB <E§ i - > — > IEB —JEB
D o [} [} G £ o S S
L ®©
<=0.09 (1 month) 1 0 0 1 - 1.5 (18 months) 6 6 0 12 -
0.17 (2 months) 2 0 0 2 - 1.58 (19 months) 5 6 1 11 1
0.25 (3 months) 3 0 0 3 - 1.67 (20 months) 4 6 2 10 2
0.34 (4 months) 4 0 0 4 - 1.75 (21 months) 3 6 3 9 3
0.42 (5 months) 5 0 0 5 - 1.83 (22 months) 2 6 4 8 4
0.5 (6 months) 6 0 0 6 - 1.92 (23 months) 1 6 5 7 5
0.59 (7 months) 7 0 0 7 - 2 (24 months) 0 6 6 6 6
0.68 (8 months) 8 0 0 8 - 2.09 (25 months) 0 5 6 5 6
0.75 (9 months) 9 0 0 9 - 2.18 (26 months) 0 4 6 4 6
0.84 (10 months) 10 0 0 10 - 2.25 (27 months) 0 3 6 3 6
0.93 (11 months) 11 0 0 11 - 2.33 (28 months) 0 2 6 2 6
1 (12 months) 12 0 0 12 - 2.43 (29 months) 0 1 6 1 6
1.09 (13 months) 11 1 0 12 - 2.5 (30 months) 0 0 6 - 6
1.17 (14 months) 10 2 0 12 - 2.59 (31 months) 0 0 5 - 5
1.25 (15 months) 9 3 0 12 - 2.68 (32 months) 0 0 4 - 4
1.34 (16 months) 8 4 0 12 - 2.75 (33 months) 0 0 3 - 3
1.42 (17 months) 7 5 0 12 - 2.84 (34 months) 0 0 2 - 2
2.93 (35 months) 0 0 1 - 1

Notes: (1) paid until the child reaches 1.5 years; (2) paid after the child reaches the age of 1.5 and until he/she reaches the age of 2.

55




EUROMOD Country Report — LATVIA

2.5.8. Guaranteed minimum income benefit (bsamm_Iv)
The benefit is provided to households with low income to ensure primary needs and survival.
e Definitions

The unit of analysis is a household or a separately living person with low income level per household
member.

o Eligibility conditions

In order to be eligible for the guaranteed minimum income (GMI) benefit a separately living person
or a household have to be classified as “being in need”, which requires income per family member in
the last three months to be lower than the certain income threshold. The income threshold is set as a
percentage of the median equivalised disposable income by applying the equivalence scale (1; 0.7;
0.7). In January 2021 — June 2023, the income threshold is set to 272 EUR or 50% of the median
income (544.41 EUR in 2018) for the first or the only person in the household and 190 EUR for each
subsequent person in the household (70% of the income threshold set for the first person in the
household). In July 2023 — December 2023, the income threshold is set to 313 EUR or 50% of the
median income (626.57 EUR in 2020) for the first or the only person in the household and 219 EUR
for each subsequent person in the household. In 2024 the income threshold is set to 343 EUR or 50%
of the median income (658.78 EUR in 2021) for the first or the only person in the household and
240 EUR for each subsequent person in the household. A person must have no deposits or other
financial assets, private property from which it could get income (we can identify income from
property rent or land: ypr). From January 1, 2024, the amount of the state social security benefit will
be reviewed on January 1 of each year.

The eligibility for the benefit is reassessed every three or six months depending on the composition
of the household. Reassessment takes place every six months if none in a household is a person of
working age except for the cases when (i) a person of working age is disabled, (ii) a woman being on
the maternity leave, (iii) one of the parents of a child is on a child care leave or another person in a
household is ensuring care for a child of pre-school age, if it is not possible to ensure childcare
otherwise due to objective reasons; (iv) one of a disabled child's parents is ensuring care for a child
if the child does not receive appropriate care services; (v) a person from 15 years of age continues
basic/secondary/professional/higher education.

e EUROMOD modelling
In EUROMOD the assessment of the eligibility for the benefit is made on annual basis.
e Income test

The benefit is means-tested. A person or a household can receive the benefit if net income per
household member is below the GMI level. Income test includes all net income excluding income
from municipal social benefits (bsaot), the child birth benefit (bfaba_s), the funeral benefit (bsafu)
and the state family benefit and supplementary payments to the state family benefit (bfana_s). In
2021, the income test excludes also single-time benefits during COVID-19 pandemic (bfaec_s and
bpeec_s).

Starting from April 2021, the income test excludes also the amount of the substitute of alimony paid
by the state (bfaam) if the spouse for some reason does not pay the alimony and excludes also the
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amount of the maintenance allowance paid by a child’s parent (yptmp) but not more than the minimum
amount of alimony for each child laid down in the State. The minimum amount of the means of
support for a child below the age of 7 years is set to the 25% of the minimum wage (107.5 EUR in
2020, 125 EUR in 2021-2022, 155 EUR in 2023 and 175 EUR in 2024) and for a child from 7 to 18
years old is set to 30% of the minimum wage (129 EUR in 2020, 150 EUR in 2021-2022, 186 EUR
in 2023 and 210 EUR in 2024).

e EUROMOD modelling

EUROMOD input data produced from EU SILC 2020 and EU SILC 2021 contains the data on the
amount of the substitute of alimony paid by state (bfaam). In older input databases the substitute of
alimony paid by the state was included as a bfaot component. When using EUROMOD input data
produced from EU SILC 2020 and SILC 2021, the substitute of alimony is included to the income
test list for the years 2019-2020.

The law does not specify how long a parent is obliged to pay maintenance allowance. However, a
child is allowed to claim a parent to pay a maintenance allowance if a child continues education after
the age of 18. In EUROMOD when calculating the minimum amount of alimony for each child and
comparing it with the actual amount of alimony we assume that a parent shall pay a maintenance to a
child as long as the state pays the substitute of alimony, i.e., until a child reaches the age of 18 years
or 21 years if continues secondary, professional, special or higher education.

e Subject to taxes/SIC
Exempt.
e Benefit amount
The benefit amount is calculated as the difference between the GMI level and all relevant net income:
GMI benefit=B - |,

where B is the total sum of GMI levels for all household members and | is monthly net income
calculated as an average for three months of a given household.

The GMI level is set as a percentage of the median equivalised disposable income by applying the
equivalence scale (1; 0.7; 0.7). In January 2021 — June 2023 the GMI level is set at 109 EUR for the
first or only person in the household (20% of median income in 2018) and 76 EUR for each
subsequent person in the household (70% of the GMI level set for the first person in the household).
In July 2023 — December 2023 the GMI level is set at 125 EUR for the first or only person in the
household (20% of median income in 2020) and 87.50 EUR for each subsequent person in the
household. In 2024 the GMI level is set at 137 EUR for the first or only person in the household (20%
of median income in 2021) and 96 EUR for each subsequent person in the household.

57



EUROMOD Country Report — LATVIA

e EUROMOD modelling

One of the components of sickness benefits (bhl) is health service benefit provided by municipality.
It should not be included in the income test. However, it is not possible to separate this component
from the aggregate benefit. This should not create big distortions in the income test, because health
service benefit provided by municipality is a rather small benefit.

25.9. Housing benefit (bho_lv)

The benefit is provided to families with low income to support their primary needs for living space.
Common principles on eligibility for housing benefit are applied defining the income level that cannot
be exceeded when the municipal councils specify the income threshold for a separately living person
or a household for being classified as a “low-income household”. Starting from July 2021, a unified
legal framework for the provision of housing benefit is applied determining the minimum norms of
expenditure items that are used to calculate the amount of housing benefit. Expenditure items include
all heat sources for heating, including solid fuels; housing expenditure, telecommunications and
internet expenditure. Municipalities have been delegated to set more favourable conditions for the
norms of expenditure items in their binding regulations.

e Definitions
The unit of analysis is a household or a separately living individual.
o Eligibility conditions

In order to be eligible for household allowance a separately living person or a household has to be
classified as a “low-income household”. In addition, a person must have no deposits or other financial
assets, private property from which it can get income.

Minimum income thresholds of a low-income household are determined as a percentage of the median
equivalised disposable income by applying the equivalence scale (1; 0.7; 0.7). Each municipality is
entitled to set the income threshold of a low-income household not higher than 80% of the median
equivalised disposable income, but not lower than the income threshold for a household “being in
need”. Coefficient 1 is applied for the first or the only person in the household, but a coefficient of
0.7 is applied for each subsequent person in the household. Table 2.12 summarizes the income
thresholds of a low-income household set in the national legislation in 2021-2024.

in the national
legislation in
2021-2024,

Table 2.12. | Median Not lower than... Not higher than...

The income | €quivalised

thresholds of | disposable For the first or | For each | For the first or | For each

2 low-income | Ncome the only | subsequent the only person | subsequent

household set (year) person in the | person in the | inthe household | person in the
household household household
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EUR per

month

January 2021 — | 54441 EUR | 272 EUR 190 EUR 436 EUR 305 EUR
June 2023 (2018)

July 2023 - |626.57 EUR | 313EUR 219 EUR 501 EUR 351 EUR

December 2023 | (2020)

2024 685.78 EUR | 343 EUR 240 EUR 549 EUR 384 EUR
(2021)

Source: Law on Social Services and Social Assistance (Latvijas Vestnesis, 2024).

If EU-SILC 2020, EU-SILC 2021, EU-SILC 2022 or HHoT hypothetical data is used in simulations,
we model the eligibility conditions for housing benefit for residents of nine biggest cities (in EU-
SILC 2020, EU-SILC 2021 and EU-SILC 2022 municipality of residency is provided with 10 answer
categories, i.e., nine biggest cities and other municipalities). For residents of other municipalities, we
model rules applied by Riga municipality.

If EU-SILC with income reference year before 2019 is used in simulation, we have no detailed
information on the residence of people. Since the principles on eligibility for housing benefit differ
across municipalities a lot defining different income thresholds for a number of household types, we
model only rules applied by the largest municipality of Latvia: Riga municipality. We apply these
rules to all population of Latvia. Since the rules of Riga municipality are more generous than
elsewhere, the simulated benefit is likely to be overestimated.

Table 2.13 summarizes the income thresholds set by the municipalities of nine biggest cities in
accordance to the defined common principles in 2021-2024.

In Riga municipality, until June 2021 the income per household member or for separately living
person of working age must not exceed 320 EUR per month or must not exceed 400 EUR for a
separately living recipients of old-age pensions, disability pensions or state social security benefit.
Starting from July 2021 Riga municipality sets the income thresholds at maximum level specified in
the national legislation.

In 2021 — 2024 Daugavpils municipality sets the income thresholds at maximum level specified in
the national legislation.

In Jelgava municipality, in January 2021 — August 2023 the income threshold of a low-income
household is set at 370 EUR for the first or the only person in the household and 259 EUR for each
subsequent person in the household. Starting from September 2023 the income threshold is set at 70%
of the median equivalised disposable income by applying the equivalence scale (1; 0.7; 0.7) for the
first or the only person in the household, but for each subsequent person in the household a coefficient
of 0.7 is applied to the income threshold.

In Jekabpils municipality in February 2021 — September 2023 the income threshold of a low-income
household is set at 360 EUR for the first or the only person in the household and 252 EUR for each
subsequent person in the household. Starting from October 2023 the income threshold is set at 66%
of the median equivalised disposable income by applying the equivalence scale (1; 0.7; 0.7) for the
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first or the only person in the household, but for each subsequent person in the household a coefficient
of 0.7 is applied to the income threshold.

In Jurmala municipality, starting from February 2021, the income threshold of a low-income
household is set at a maximum level specified in the national legislation

In Liepaja in February 2021 — February 2023 the income threshold is set at 375 EUR for the first
person in the household and 263 EUR for each subsequent person in the household where a parent or
legal representative is raising a child alone or all persons are persons who have reached the state
retirement age or persons with disabilities or are children below 18 years old (24 years old if continue
education). The income threshold set for a separately living person who has reached the state
retirement age or is a disabled person is set at 390 EUR in February 2021 — February 2023. In March
2023 — June 2023 the income threshold of a low-income household is set at 436 EUR for the first or
the only person in the household and 305 EUR for each subsequent person in the household. Starting
from July 2023 the income threshold is set at 70% of the median equivalised disposable income by
applying the equivalence scale (1; 0.7; 0.7) for the first or the only person in the household, but for
each subsequent person in the household a coefficient of 0.7 is applied to the income threshold.

In Rezekne municipality in 2021 the income threshold of a low-income household is set at 364 EUR
for the first or the only person in the household and 255 EUR for each subsequent person in the
household. In 2022 the income thresholds are increased from 364 EUR to 381 EUR for the first or
the only person in the household and from 255 EUR to 267 EUR for each subsequent person in the
household. In March 2023 the income thresholds are increased to 436 EUR and 305 EUR
respectively. Starting from July 2023 the income threshold is set at 70% of the median equivalised
disposable income by applying the equivalence scale (1; 0.7; 0.7) for the first or the only person in
the household, but for each subsequent person in the household a coefficient of 0.7 is applied to the
income threshold.

In Valmiera municipality until September 2021 the income threshold of a low-income household is
set at 135 EUR per household member. In October 2021 — December 2022 the income threshold was
increased and set to 280 EUR for the first or the only person in the household and 196 EUR for each
subsequent person in the household. In January 2023 — June 2023 the income thresholds are increased
to 340 EUR and 238 EUR respectively. Starting from July 2023 the income threshold is set at 60%
of the median equivalised disposable income by applying the equivalence scale (1; 0.7; 0.7) for the
first or the only person in the household, but for each subsequent person in the household a coefficient
of 0.7 is applied to the income threshold.

In Ventspils municipality until July 2021 the income threshold for a household where at least one
person is of working age (excluding persons of age 18-24 if they continue education) is 152.25 EUR
per household member. If there is at least one person of working age and at least one child below 18
years old (24 years old if continue education) in a household the income threshold is set at 170 EUR
per household member. For a household in which none of the household members is of working age,
i.e., all household members are persons who have reached the state retirement age or persons with
disabilities or are children up to 18 years old (24 years old if continue education), the income threshold
is set at 256 EUR per household member in 2019 (increased to 277 EUR in November 2019 and to
291 EUR in October 2020). In July 2021 — June 2023 the income thresholds are set at 370 EUR for
the first or the only person in the household and 259 EUR for each subsequent person in the
household. Starting from July 2023 the income threshold is set at 60% of the median equivalised
disposable income by applying the equivalence scale (1; 0.7; 0.7) for the first or the only person in
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the household, but for each subsequent person in the household a coefficient of 0.7 is applied to the
income threshold.

The eligibility for the benefit is reassessed every three or six months depending on the composition
of the household. Reassessment takes place every six months if none in a household is a person of
working age except for the cases when (i) a person of working age is disabled, (ii) a woman being on
the maternity leave, (iii) one of the parents of a child is on a child care leave or another person in a
household is ensuring care for a child of pre-school age, if it is not possible to ensure childcare
otherwise due to objective reasons; (iv) one of a disabled child's parents is ensuring care for a child
if the child does not receive appropriate care services; (v) a person from 15 years of age continues
basic/secondary/professional/higher education.

e EUROMOD modelling

When using EUROMOD input data produced from EU-SILC 2020, EU-SILC 2021 and EU-SILC
2022 for the policy systems from 2021 onwards, it is important to remember that the new
administrative territorial planning came into force in July 2021 providing for merging 119
municipalities and composing out of them new 43 municipalities. Territorial changes are not extended
to 7 biggest cities: Daugavpils, Jelgava, Jurmala, Liepaja, Rezekne, Riga and Ventspils. In
EUROMOD the assessment of the eligibility for the benefit is made on annual basis.
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Table 2.13. The income thresholds set by the municipalities of nine biggest cities in accordance to the defined common principles in 2021
2024, EUR per month

Household type

2023

... for a L
tel one
.. for the per Isievp;ﬁ;aey There are | parent of
The income threshold set ... only . subsquent member  or old-age household There are \!VOI’kIng ageé | up to 18
the household | separately disabilit); aro of | Working household old
household living person pensions  or | workin age in the | and at least
of working state  social | age g household one
age security 9 dependent
benefit child
For the first person in the household (for each
subsequent person in the household)
Jan 2021 — June 320 400
2021
July 2021 — June 436 305
. 2023
Riga
July — December 501 351
2023
January - 549 384
December 2024
Jan 2021 — June 436 305
Daugavpils | 2023
July — December 501 351
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January - 549 384
December 2024
Jelgava Feb 2021 - 370 259
August 2023
September - 439 307
December 2023
January - 480 336
December 2024
Jekabpils Feb 2021 - 360 252
September 2023
October - 414 289
December 2023
January - 453 317
December 2024
Jurmala Feb 2021 — June 436 305
2023
July — December 501 351
2023
January - 549 384
December 2024
Feb 2021 - Feb 390 375 (263) 336 (235) 375 (263)
2023
March — June 436 305
Liepaja 2023
July — Dec 2023 439 307
January - 480 336
December 2024
2021 364 255
Rezekne
Jan 2022- Feb 381 267
2023
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March 2023 - 436 305
June 2023
July — Dec 2023 439 307
January - 480 336
December 2024

Valmiera Jan 2021 Sep 135 135
2021
Oct 2021 — Dec 280 196
2022
January 2023 — 340 238
June 2023
July — Dec 2023 376 263
January - 411 288
December 2024

Ventspils Jan 2021 June 291 152.5 170
2021
July 2021 —June 370 259
2023
July — Dec 2023 376 263
January - 411 288
December 2024

Source: the binding regulations of Latvian municipalities (Latvijas Véstnesis, 2024).
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e |ncome test

The benefit is means-tested. The income test is the same as in case of the GMI benefit. The only
difference is that the GMI benefit itself (bsamm_s) is also taken into account.

e Subject to taxes/SIC
Exempt.

e Benefit amount
The benefit is calculated according to the following formula:

Housing benefit=B + K—1 ,

where B is the total sum of GMI levels for all household members, K are normative expenses for rent
and utilities and | is a total net monthly income (including an average amount of actual GMI benefit
for the last three months).

In January 2022 — May 2023, when calculating the amount of the housing benefit the certain
coefficients are applied to the total sum of GMI levels for all household members (see Table 2.14). It
improved the availability of the housing benefit by providing the opportunity to receive this benefit
to a larger range of people with higher incomes. The formula that is used is as follows:

Housing benefit =coef * B+ K1 ,

where coef is the coefficient that is applied to the total sum of GMI levels for all household members.

Table 2.14. Coefficients that are applied to the total sum of GMI levels for all household members,
by household type, January 2022 — May 2023

Household tvpe January 2022 - October 2022 -
yp September 2022 May 2023
All household types besides
e aseparately living person of pension
age or a separately living disabled 15 3
person
¢ A household consisting only of persons
of pension age and disabled persons
A separately living person of pension age or a 25 3
separately living disabled person '
A household consisting only of persons of 5 3

pension age and disabled persons

Until July 2021, each municipality has its own rules for determining normative housing expenses (K).
Starting from July 2021, a unified legal framework for the provision of housing benefit is applied
determining the minimum norms of expenditure items that are used to calculate the amount of housing
benefit. The maximum area of the housing that is taken into consideration when covering the expenses
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on renting, managing and heating of the residential premises is 32 square metres for one person in the
household and 18 square metres for each additional person in the household. In certain cases the entire
area of the housing can be considered. The housing benefit covers the rent of residential premises and
management expenses in accordance with the conditions of the concluded tenancy agreement or the
monthly amount indicated in the utility bill, but no more than 5 EUR per square metre, unless the
municipal council has determined higher normative expenses. In Riga municipality, the benefit covers
up to 8 EUR per square metre per month for a dwelling with a total area of up to 32 square metres,
EUR 7 per square metre per month for a dwelling with a total area 32-45 square metres, 5 EUR per
square metre per month for a dwelling with a total area over 45 square metres.

e EUROMOD modelling

Since EU-SILC does not contain data on the area of the dwelling, in order to determine normative
housing expenses, we use a proxy variable xhc, which shows actual housing expenses. However,
since actual expenses in some cases are quite high, we introduce an upper bound. It is equal to the
average housing expenditure calculated based on Household Budget Survey data separately in urban
and rural areas and in households of different size (see Table 2.15.).

If HHoT hypothetical data is used, the housing benefit is calculated using the maximum area of the
main residence of the household (32 square metres for one person in the household and 18 square
metres for each additional person in the household) multiplied by the normative expenses on renting,
managing and heating of the residential premises. For residents of Riga municipality we use
normative expenses that are determined in Riga municipal regulations, and for residents of other
municipalities we use normative expenses that are determined in the national regulations.

Table 2.15. Average household housing expenditure by number of persons in the household (EUR
per month), 2019-2024

URBAN RURAL
Number of household members Number of household members

Year 1 2 3 >3 1 2 3 >3

2019* 110.14 73.64 48.90 41.79 77.00 52.46 37.51 30.89

2020™* 107.77 72.06 47.84 40.88 75.34 51.33 36.70 30.22

2021** 109.46 73.19 48.59 41.53 76.53 52.14 37.28 30.70

2022** 112.68 75.34 50.02 42.75 78.78 53.67 38.38 31.60
2023** 115.92 77.51 51.46 43.98 81.04 55.21 39.48 3251
2024%>* 117.79 78.76 52.29 44.69 82.35 56.10 40.12 33.01

Note: The numbers show total expenditure on housing, water, electricity, gas, and other fuels (excluding
expenditure on maintenance and repair of the dwelling, and expenditure on security service).

Source:

* Household Budget Survey microdata, calculated on request by Central Statistical Bureau of Latvia. The last
survey was conducted in 2019. The next survey is planned to be conducted in 2026.
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** Actual data on housing expenditure from the Household Budget Survey is not available; the figures for
2020,2021, 2022 and 2024 are estimated by uprating previous year’s figures using HICP component that
accounts for price changes in actual rentals for housing (item CP041).

*** Actual data on housing expenditure from the Household Budget Survey is not available; the figures for
2024 are estimated by uprating 2023 figures using European Commission’s projected change in overall HICP
in Spring 2024 Economic Forecast (European Commission, 20242).

e EUROMOD modelling

Municipalities have the right to substitute part of the calculated benefit amount by in-kind provisions.
This is decided on a case-by-case basis by social workers. We model the total benefit amount as a
cash payment because it is not possible to separate the part of the benefit that is received in kind. EU-
SILC data contains information on the total amount of the benefit (both cash and in-kind). In model
validation, we report external statistics on total expenditures on the housing benefit, which include
both cash and in-kind benefits.

To receive housing allowance a person has to reside and declare his/her address in a certain
municipality, however we are not able to check whether the person has actually declared his residence
from the data available.

2.5.10. State social security benefit (pss_Iv)

The benefit is aimed to ensure minimum income for old-age people who are not eligible for old-age
pension, dependent children of a deceased person in case they are not entitled to the survivor’s
pension, and disabled people who do not have right for a disability pension.

e Definitions
The unit of analysis is an individual.
o Eligibility conditions
A. Old age

In case of old age, a person is eligible for the benefit if the person reached the retirement age, and if
the person is not eligible for old-age pension (i.e., working experience is less than 15 years). Also a
person should not receive any compensation related to the accident at work or occupational disease
(including compensation for the death of a spouse).

In order to be eligible for the benefit a person has to reside in Latvia at least 5 years of his/her life and
last 12 months in a row before receiving the benefit.

e EUROMOD modelling

Starting from July 2023, persons and their family members who reside in Latvia on the basis of a
temporary residence permit and who have been granted an alternative status in Latvia are entitled to

2 European Commission (2024). “European Economic Forecast. Spring 2024”, Institutional Paper
286. May 2024. Luxembourg: Publications Office of the European Union. Available:
https://economy-finance.ec.europa.eu/document/download/c63e0da2-c6d6-4d13-8dch-
646b0d1927a4_en?filename=ip286_en.pdf
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all the state social benefits in the same way as any person permanently residing in Latvia. However,
we are not able to check this information from the data available.

Since eligibility conditions cannot be simulated accurately enough, the eligibility is taken from the
data.

B. Survivors

Children of age below 18 or below 20 if they continue secondary or professional education or below
24 if they continue higher full-time education and are not married are eligible for the state social
security benefit in case they are not eligible for survivor’s pension.

e EUROMOD modelling

From the structure of a household we cannot identify the cases when a breadwinner was lost. And we
do not have information on whether a breadwinner was socially insured or not (therefore we don’t
know if children are eligible for survivor’s pension or state social security benefit). So we take
eligibility for the benefit from the data.

C. Disabled

A person has to be classified as disabled but should not receive disability pension or compensation
related to the accident at work or occupational disease (including compensation for the death of a
spouse).

In order to be eligible for the benefit a person has to reside in Latvia for at least five years and for the
last 12 months in a row before receiving the benefit. Starting from July 2023, persons and their family
members who reside in Latvia on the basis of a temporary residence permit and who have been
granted an alternative status in Latvia are entitled to all the state social benefits in the same way as
any person permanently residing in Latvia.

e EUROMOD modelling

Since it is not possible to simulate eligibility criteria, eligibility is assigned from the data.
e Income test

The benefit is not means-tested.
e Benefit amount

The benefit amount is set as a percentage of the median equivalised disposable income by applying
the equivalence scale (1; 0.7; 0.7).

For old-age people, in January 2021 — June 2022 the benefit amount equals to 109 EUR or 20% of
the median income in 2018 (544.41 EUR). In July 2023 — December 2023 the benefit amount equals
to 125 EUR or 20% of the median income in 2020 (626.57 EUR). In 2024, the benefit amount equals
t0137 EUR or 20% of the median income in 2021 (685.78 EUR).

For survivors, in January 2021 — June 2023 the benefit amount equals to 136 EUR per month or 25%
of the median income in 2018 (544.41 EUR) for children below 7, and to 163 EUR per month or 30%
of the median income in 2018 for children aged 7 — 18 (24) years. In July 2023 — December 2023 the
benefit amount equals to 157 EUR per month or 25% of the median income in 2020 (626.57 EUR)
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for children below 7, and to 188 EUR per month or 30% of the median income in 2020 for children
aged 7-18 (24) years. In 2024, the benefit amount equals to 171 EUR per month or 25% of the median
income in 2021 (685.78 EUR) for children below 7, and to 206 EUR per month or 30% of the median
income in 2021 for children aged 7-18 (24) years.

In case of disability, for those disabled of Group | the benefit is 152.60 EUR per month in January
2021 — June 2023 (175 EUR in July 2023 — December 2023, 191.80 EUR in 2024), of Group Il —
130.80 EUR in January 2021 — June 2023 (150 EUR in July 2023 — December 2023, 164.4 EUR in
2024), and of group 111 — 109 EUR in January 2021 — June 2023 (125 EUR in July 2023 — December
2023, 137 EUR in 2024).

For those disabled of Group | since childhood —190.40 EUR in January 2021 — June 2022
(219.80 EUR in July 2023 — December 2023, 239.40 EUR in 2024), to the disabled of Group Il since
childhood — 163.20 EUR in January 2021 — June 2023 (188.40 EUR in July 2023 — December 2023,
205.2 EUR in 2024), and to the disabled of Group Il since childhood — 136 EUR in January 2021 —
June 2023 (157 EUR in July 2023 — December 2023, 171 EUR in 2024).

There is a supplement to the benefit to the disabled persons of Groups I and I1 if they are not employed
not self-employed: for the person who has a Group | disability - in the amount of 30 per cent of the
benefit amount; for the person who has a Group Il disability - in the amount of 20 per cent of the
benefit amount.

From January 1, 2024, the amount of the state social security benefit will be reviewed on January 1
of each year.

e EUROMOD modelling

Since we have no information about the degree of disability in the data, we simulate the benefit in
case of disability and in case of disability from childhood to be equal to simple average across the
three groups of disability. The supplement to the benefit introduced in 2021 is simulated to be equal
to simple average across the three groups of disability.

2.6.  Social insurance contributions (tscee_lv; tscer_lv; tscse_Iv; tscmm_Iv)

Social insurance contributions are mandatory for all employees and self-employed persons (if their
income exceeds the minimum threshold). The contribution rate is flat and in case of private/public
employment it is split between an employee and an employer.

Until 2021 the employees who work at enterprises that pay microenterprise tax face a special social
insurance contributions regime. Starting from 2021 only the owners of individual enterprises, farms
and fish farms, individual merchants and other natural persons performing economic activity are able
to choose to pay the micro-enterprise tax and to be liable to a special social insurance contribution
regime. Employees of microenterprises who are hired after January 2021, are liable to social insurance
contribution in a regular social insurance contributions’ regime. Those employees of microenterprises
who have been hired by 2021, are liable to regular procedures of social insurance contributions
payments starting from July 2021.

Total contribution rate may vary, depending on the insured person’s employment status, age and
disability status: e.g., in general, employees are insured against all insurance cases, but employees
above the retirement age are not insured against unemployment and disability.
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e EUROMOD modelling

We are not able to simulate a special social insurance contributions regime, because it requires
information about turnover of the microenterprise. Therefore, we simulate social insurance
contributions for all employees assuming they face a regular social insurance contributions regime®.

2.6.1. Employee social insurance contributions (tscee_Iv)
e Liability to contributions
All employees are liable to social insurance contributions.
e Income base used to calculate contributions

Social insurance payments are calculated based on gross income from employment (yem). Income
from which social insurance contributions are made is capped (see Table 2.17).

e Contribution rates

A person below the retirement age faces the standard social insurance contributions rate which
includes all insurance cases. After the person reaches the retirement age, he/she is not insured against
the risk of unemployment and disability and his/her wage becomes subject to a lower contributions
rate. Table 2.16 summarizes the rates of social insurance contributions faced by employees in 2021
2024 and the distribution of the rate across different insurance cases.

2.6.2. Employer social insurance contributions (tscer_Iv ; tscmm_Iv)

e Liability to contributions

All employers in public/private sector are liable to paying social insurance contributions on behalf of
employees.

¢ Income base used to calculate contributions

Social insurance contributions are calculated based on gross income from employment (yem). Income
from which employers make social insurance contributions on behalf of the employees is capped (see
Table 2.17).

Starting from July 2021, the minimum object of social insurance contributions is introduced in the
amount of three minimum monthly wages per quarter. If a person is employed by several employers
or employed and self-employed at the same time, the declared income shall be added together. If the
declared object of mandatory social insurance contributions for an employee or an employee who is
a self-employed person at the same time is less than three minimum monthly wages per quarter, the
mandatory social insurance contributions (tscmm_s) shall be made from the difference between the
amount of three minimum monthly wages and the declared object of mandatory contributions. The
employer supplements social insurance contributions that are missing up to the minimum amount of

3 According to the data of the State Revenue Service, on January 1, 2024, there were 9 504 microenterprise
tax payers. Statistics available here: https://www.vid.gov.lv/lv/nodoklu-maksataji-
katalogs/mikrouznemumu-nodokla-maksataju-skaits-2024-gada-1-janvari
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social insurance contributions from its own funds in the full amount (both the part of the employer
and of the employee) on behalf of employee.

The employer shall make the minimum contributions in proportion to the employment income earned
from the respective employer (if a person is an employee with several employers) and in proportion
to those calendar days in a quarter on which a person is an employee.

The minimum mandatory contributions shall not be made on behalf of:

(1) a person above the retirement age or a person receiving old-age pension (including early
retired);

(2) adisabled person of group I or II;

(3) a person who has a child below 3 years old (a child should be registered in a tax booklet of
this person or in a tax booklet of his/her spouse);

(4) aperson who has three or more children below 18 years old (or below 24 years old if a child
continues secondary, professional, special or higher education) of which at least one is below
7 years old (children should be registered in a tax booklet of this person or in a tax booklet
of his/her spouse);

(5) a person who has a disabled child (a child should be registered in a tax booklet of this person
or in a tax booklet of his/her spouse);

(6) a person below 24 years old if he/she continues secondary, professional, special or higher
education

e EUROMOD modelling

In EUROMOD we assume that employer shall supplement social insurance contributions up to the
minimum amount of social insurance contributions if the average income per month worked as an
employee (12* yem / yemmy) is below 1/3 of the minimum object of mandatory social insurance
contributions per guarter.

If a person has received both employment and self-employment income during the tax year (yem >0;
yse>0), but the total number of months while receiving employment income and self-employment
income is less than or equal to 12 (yemmy + ysemy <= 12), we assume that this person has not
received both employment and self-employment income in any of the months. This implies, that
employer shall make supplement social insurance contributions up to the minimum amount of social
insurance contributions if the average income per month worked as an employee (12* yem / yemmy)
is below 1/3 of the minimum object of mandatory social insurance contributions per quarter.

If a person has received both employment and self-employment income during the tax year (yem >0;
yse>0), but the total number of months while receiving employment income and self-employment
income exceeds 12 (yemmy + ysemy > 12), we assume that the number of months while a person
receives both employment and self-employment income is equal to the difference between the total
number of month while receiving employment and self-employment income and 12 (yemmy+ysemy-
12). This implies, that

o For the number of months equal to [yemmy+ysemy-12] employer shall make supplement
social insurance contributions up to the minimum amount of social insurance contributions
up to the minimum amount of social insurance contributions if the average income per month
while receiving employment and self-employment income [12* yem / yemmy + 12* yse /
ysemy] is below 1/3 of the minimum object of mandatory social insurance contributions per
quarter.
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e For the number of months equal to [12-ysemy] employer shall make supplement social
insurance contributions up to the minimum amount of social insurance contributions up to
the minimum amount of social insurance contributions if the average income per month while
receiving employment income [12* yem / yemmy] is below 1/3 of the minimum object of
mandatory social insurance contributions per quarter.

In EUROMOD when simulating the minimum amount of social insurance contributions, we cannot
exclude disabled persons of group | or II; because we have no information about the degree of
disability in the data. We also cannot exclude persons who has a disabled child because there is no
data on health condition of a child. We assume that all children below 18 years old (or below 24 years
old if a child continues secondary, professional, special or higher education) are registered in a tax
booklet of one of his/her parents residing with him in one household.

Starting from December 18, 2021 the minimum object of social insurance contributions shall not be
calculated for those reporting months in which an emergency situation related to COVID-19
pandemic has been declared (this rule covers the time period starting from December 18, 2021 to
February 28, 2022). In EUROMOD we assume that the maximum number of months in 2022 for
which an employer may be required to make supplement social insurance contributions up to the
minimum amount of social insurance contributions on behalf of an employee may not exceed 10
months.

e Contribution rates

An employer pays the standard social insurance contribution rate on behalf of an employee below the
retirement age. The rate is lower if the insured employee has reached the retirement age (see Table
2.16).

Table 2.16. Social insurance contributions rate faced by employee and employer, 2021-2024

2021-2024
Employee under the retirement age: 34.09/ 10.50/ 23.59
Total rate/ Employee rate/ Employer rate, %
of which
Pension social insurance 23.91
Unemployment social insurance 1.60
Insurance against work accidents and occupational diseases 0.66
Disability social insurance 2.29
Maternity and sickness social insurance 3.47
Parents' social insurance 1.16
Health insurance 1.00
Employee above the retirement age: 30.02/9.25/20.77
Total rate/ Employee rate/ Employer rate, %
of which
Pension social insurance 23.91
Insurance against work accidents and occupational diseases 0.66
Maternity and sickness social insurance 3.29
Parents' social insurance 1.16
Health insurance 1.00

Source: Latvijas Véstnesis (2024)
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Table 2.17. Income ceiling for employees and employers for mandatory social insurance contributions
in 2021-2024, EUR per year

2021 2022-2024
62,800 78,100
Source: Latvijas VEstnesis (2024)
2.6.3. Self-employed social insurance contributions (tscse_Iv)

e Liability to contributions

All self-employed are liable to social insurance contributions if their income exceeds the minimum
threshold which in annual terms is equal to the amount of twelve times the minimum monthly wage
in the relevant year (see

Table 2.18). If self-employment monthly income is below the threshold (the minimum monthly
wage), the only contributions should be paid are contributions for pension insurance at the rate of 5%
(10% starting from July 2021).

Similar to employees, income from which self-employed make social insurance contributions is
capped (see Table 2.17).

¢ Income base used to calculate contributions

Social insurance payments by self-employed are calculated based on gross income from self-
employment (yse). A self-employed person can choose the level of income from which to make social
insurance contributions, but there is a minimum level of income from which contributions have to be
made. This boundary is linked to the minimum monthly wage and is stipulated in annual terms in the
law (see

Table 2.18). Assessment of self-employment income is made on the monthly basis — if self-
employment monthly income is below 1/12" of the annual boundary, paying social insurance
contributions at the general rate for the month when income falls below the threshold is not
mandatory.

If self-employment monthly income is below the threshold (the minimum wage), contributions for
pension insurance should be paid at the rate of 5% (10% starting from July 2021). In January 2021 —
June 2021 if self-employment income in a calendar year is below 50 EUR, a self-employed can
choose not to make the contributions (the first 50 EUR of self-employment income per year are
exempted from contributions for pension insurance).

If self-employment monthly income reaches or exceeds the threshold (the minimum wage),
contributions should be made in accordance with general rules from any selected amount that is not
lower than the minimum wage, and contributions for pension insurance at the rate of 5% (10% starting
from July 2021) should be made from the difference between the actual self-employment income and
the selected amount from which social insurance contributions are made in accordance with general
rules minus 50 EUR (50 EUR are subtracted only in January 2021 — June 2021 since the first 50 EUR
of self-employment income per year are exempted from contributions for pension insurance).
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Table 2.18. Minimum income from which self-employed make social insurance contributions at the
general rate in 2021-2024, EUR per year

2021-2022 2023 2024

Minimum income* 6,000 7,440 8,400

Source: Latvijas VEéstnesis (2024)
* Note: if self-employment income is below the threshold, the self-employed is obliged to pay 5% (10% starting
from July 2021) contributions for pension insurance.

Starting from July 2021, the minimum object of mandatory social insurance contributions in a quarter
is introduced in the amount of three minimum monthly wages. The minimum object is binding for
both employees and self-employed. However, self-employed persons who do not receive employment
income at the same time may not make the minimum mandatory contributions for a quarter if they
predict that their self-employment income in the next quarter will not reach the minimum object of
mandatory social insurance contributions, and they submit the reports thereof to the State Revenue
Service within the time limits specified by the law. If a person receives self-employment and
employment income at the same month, employer shall make supplement social insurance
contributions up to the minimum amount of social insurance contributions if the total average income
per month while receiving employment and self-employment income [12* yem / yemmy + 12* yse /
ysemy] is below 1/3 of the minimum object of mandatory social insurance contributions per quarter
(see section 2.6.2 for more details).

¢ EUROMOD modelling

In EUROMOD we assume that all self-employed persons whose average monthly income from self-
employment (yse * 12 / ysemy) is below 1/3 of the minimum object of mandatory social insurance
contributions per quarter has submitted the relevant reports to the State Revenue Service and therefore
they may not make the minimum mandatory contributions in the respective tax year.

e Contribution rates

A self-employed person below the retirement age has to make obligatory social insurance
contributions against all insurance cases except unemployment, work accidents and occupational
diseases. Thus, a self-employed person faces a lower contributions rate than the total rate borne by an
employee and an employer. When a self-employed person reaches the retirement age, he or she is
also not insured against the risk of disability (see Table 2.19).

Table 2.19. Social insurance contributions general rate faced by self-employed, 2021-2024

Self-employed under the retirement age: Total rate, % 31.07

of which:
Pension social insurance 23.91
Disability social insurance 1.68
Maternity and sickness social insurance 3.32
Parents’ social insurance 1.16
Health insurance 1.00
Self-employed above the retirement age: Total rate, % 29.36
of which:
Pension social insurance 23.91
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Maternity and sickness social insurance 3.29
Parents” social insurance 1.16
Health insurance 1.00

Source: Latvijas Véstnesis (2024)

e EUROMOD modelling

A self-employed person can pay social insurance contributions from any amount of income above the
minimum threshold. In the model we assume that if income of a self-employed exceeds the minimum
threshold, he/she makes contributions at the general rate from the minimum threshold and
contributions for pension insurance at the rate of 5% (10% starting from July 2021) from the
difference between actual income and the minimum threshold (taking into account that the first
50 EUR of self-employment income per year are exempted from contributions for pension insurance
in January 2021 — June 2021). We assume that if monthly income from self-employment is less than
1/12 of the annual threshold, the person pays contributions at the rate 5% (10% starting from July
2021). We assume that if annual income in 2021 is below 50 EUR, the person does not make any
social insurance contributions.

2.7. Direct taxes (tin_lv; txcee_lv; txcer_lv; txcse_Iv)
2.7.1. Personal income tax (tin_Iv)

1.1.1.1. Tax unit

Taxation in Latvia is on the individual level. However, for tax allowance purposes an extended family
unit is defined. It includes a partner, dependent children and dependent parents.

2.7.1.1. Tax allowances
The following tax allowances are simulated in EUROMOD:

e Differentiated non-taxable allowance

There is a standard non-taxable income allowance which is applied to employees or self-employed
persons who do not receive old-age or disability pensions. The tax allowance is differentiated with
respect to the level of income — the higher the income, the lower the allowance. The non-taxable
allowance is forecasted using information on the taxpayer's previous earnings. Thus, non-taxable
allowance for the period from January 1, 2024 to July 31, 2024 is determined by the taxpayer’s
earnings in the period October 1, 2022 - September 30, 2023. The non-taxable allowance for the
period August 1, 2024 — December 31, 2024 is determined by the taxpayer’s earnings in the period
December 1, 2023 - May 31, 2024. The non-taxable allowance is forecasted taking the expected
income growth rate into account (1.06 in 2021-2024), so that personal income taxpayers do not incur
an obligation to pay the tax debt as their income increases.

Any overpaid (underpaid) tax amount can be recovered (reimbursed to state budget) at the beginning
of the next calendar year by filling in an income declaration.

Persons who receive pensions are eligible for the non-taxable minimum income allowance for
pensioners, which is flat amount, irrespective of the income level. In 2021, the non-taxable minimum
for pensioners is higher than maximum monthly size of the non-taxable allowance (applied to
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employees or self-employed persons who do not receive old-age or disability pensions), but starting
from 2022 they are set at the same amount.

e EUROMOD modelling
In EUROMOD we assume that everyone claims the tax refund by filling in an income declaration.
¢ Allowance for a dependent child, spouse or parent

A child is considered dependent if he/she is below 18 years old or below 24 years old and continues
secondary, professional, special or higher education. Tax allowance for a dependent child is assigned
to one of the parents (we assume that the parent with the highest taxable income gets the allowance).
The allowances for dependent spouse or parents are applicable only if the spouse or parents are
disabled. Allowance for non-working spouse is applied if the spouse has a child below 3 years old or
the spouse has three or more children below 18 years old (or below 24 years old if a child continues
secondary, professional, special or higher education) of which at least one is below 7 years old or if
the spouse has five children below 18 years old (or below 24 years old if a child continues secondary,
professional, special or higher education). Generally, for tax allowance purposes a child, a spouse or
a parent can be considered dependents of a tax payer only if they do not work, do not receive
unemployment benefit (or unemployment stipend), old-age or disability pension, do not receive
taxable income above the allowance amount, and are not dependents of any other person.

e Social insurance contributions by employees and self-employed

o Solidarity tax payments by employees and self-employed

If a person is dependent, he or she is not eligible for non-taxable minimum income allowance. The
income of dependents is declared in the income declaration of a person responsible for them (i.e., the
person who receives tax allowance for these dependents).

The following tax allowances are not simulated in EUROMOD because of lack of information:
o for a grandchild or a child taken for raising;
o for siblings until the age of 18 or below 24 years old and continues secondary, professional,
special or higher education, if they don’t have parents capable of working;
o for a person under guardianship or trusteeship of the payer;
for politically repressed persons;
e additional allowances for disabled persons.

Table 2.20 summarizes the size of tax allowances that are applicable in the cases listed above; Table
2.21 shows parameters of the differentiated non-taxable allowance.

Table 2.20. Personal income tax allowances, EUR per month, 2021-2024

Allowances 2021  January-June July 2022-December
2022 2024

Non-taxable minimum income for pensioners 330 350 500
Allowance for a dependant 250

Additional allowance for the disabled of 1st and 154
2nd degree @

Additional allowance for the disabled of 3rd 120
degree 2
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Allowances 2021  January-June July 2022-December
2022 2024

Additional allowance for a politically repressed 154

person 2

Notes: 2 Not simulated in the model.
Source: Latvijas VEéstnesis (2024)

Table 2.21. Parameters of the differentiated non-taxable allowance, 2021-2024

Differentiated non- 2021 2022 2023-2024
taxable allowance
Maximum size of the 3,600 5,100 6,000

non-taxable allowance,

EUR per year?

Income level below 6,000 6,000 6,000
which the maximum

allowance is applied,

EUR per year?

Minimum size of the 0 0 0
non-taxable allowance,
EUR per month
Income level above 21,600 21,600 21,600
which the minimum
allowance is applied,
EUR per year?
Note: 2 Parameters of the differentiated non-taxable allowance in 2022 are calculated as the sum of respective

parameters in the first and second half of the year.
Source: Latvijas Véstnesis (2024)

The allowance withdrawal rate, i.e., the amount by which the allowance is reduced with each
additional euro of income, is calculated according to the following formula:

K= (Amax _ Aminxlz)/(Yliml _ Ylim2)

Where K is the withdrawal rate, A" is the maximum size of non-taxable allowance (EUR per year),
A™" js the minimum size of non-taxable allowance (EUR per month), Y™ is income level above
which the minimum allowance is applied (EUR per year) and Y™ is income level below which the
maximum allowance is applied (EUR per year).

2.7.1.2. Tax base

Income from the following sources is included in the taxable income:
e income from employment including wage premiums, systematic or one time compensations and
other work-related income (yem and yot);
income from individual work or enterprise if it is not subject to enterprise tax (yse);
income from renting private property (ypr);
public pensions (poatx, pditx, psutx);
taxable benefits (sickness benefit — bhl);
interest on account balance (yiytx in EU-SILC 2020, 2021 and 2022).
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The tax base is defined as the taxable income minus tax allowances (see section 2.7.1.1) and
deductible expenditures (see section 2.7.1.4).

In the years when different tax rates are applied to different taxable income components, we assume
that tax allowances are first subtracted from the income with the highest tax schedule.

Income from property is subject to the same rate as income from self-employment if the recipient of
this income registers as self-employed. Sickness benefit and pensions are taxed similar to employment
income.

e EUROMOD modelling

In the model, we assume that everyone receiving income from property is registered as self-employed
and hence applies progressive tax schedule to this type of income.

2.7.1.3. Tax schedule

Latvia has a progressive PIT rate with three brackets: a reduced 20% rate is applied to annual income
not exceeding 20,004 EUR; 23% is applied to annual income which exceeds 20,004 EUR but does
not exceed the maximum income subject to social insurance contributions, and 31% is applied to
annual income exceeding the maximum income subject to social insurance contributions. The
maximum income subject to social insurance contributions is set at 62,800 EUR in 2021 and
78,100 EUR in 2022-2024. The income threshold for the top PIT rate is the same as the income
threshold that determines a taxpayer’s obligation to pay the solidarity tax.

The bottom and the middle tax rates are applied to taxpayers’ income in the course of the year,
depending on the amount of received income. Income exceeding the threshold of 62,800 EUR in 2021
and 78,100 EUR in 2022-2024 is subject to the solidarity tax and at the same time is subject to the
top PIT rate. However, the tax rules stipulate that revenues from the solidarity tax are used to finance
the top PIT rate, i.e., the difference between the middle rate of 23% and the top rate of 31%. This
effectively means that income above the threshold of 62,800 EUR in 2021 and 78,100 EUR in 2022—
2024 per year is taxed at the PIT rate 23%, not the top rate of 31%.

In case an individual has more than one job, the appropriate PIT rates may be not applied during the
tax year resulting in eligibility for a tax refund or an obligation to pay tax debt. These individuals
have to fill in income declaration to apply for a tax refund or pay the tax debt at the beginning of the
next calendar year.

In 2021-2024 the tax rate applied for income from capital is 20% (both for capital increase and other
income from capital).

All tax schedules are demonstrated in Table 2.22.

The minimum annual personal income tax for self-employed is 50 EUR. This does not apply to the
self-employed who made social insurance contributions in the fiscal year or paid income tax and/or
social insurance contributions also as an employee. This provision does not apply to the taxpayers in
the first two years of their economic activity, as well as in the last year (i.e., in the year when economic
activity is terminated). These exemptions can’t be simulated because the duration of self-employment
is not known.
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Table 2.22. Personal income tax rate (%), 2021-2024

Income source 2021-2024
Regular rate (e.g., Progressive rate
income from with three brackets:
employment) 20%, 23% and 31%
Income from capital:

capital increase 20

other income 20
from capital
Income from self-  Progressive rate
employment with three brackets:

20%, 23% and 31%

Source: Latvijas VEéstnesis (2024)
e EUROMOD modelling

In EUROMOD, we introduce a parameter that defines the share of the top PIT rate that is financed
from the solidarity tax revenues. In systems of 20212024, this parameter is set at 1.

2.7.1.4. Deductible expenditures

Before calculating his/her tax obligations, a resident taxpayer is authorized to reduce his/her taxable
income by the amount of the following expenditures:

e expenditures on education, health services and health insurance premiums (there is a maximum
level of expenditures that can be deducted, being stipulated in the Cabinet of Ministers’
regulations);

e gifts and donations to foundations and religious organisations registered in Latvia;

e expenditures on creation, publication, performance or other utilisation of works of arts, science
or inventions, for which the authors receive royalty fees;

e contributions to private pension funds;

o life insurance premiums;

e donations to political parties.

e EUROMOD modelling

The only deductible expenditures that are possible to account for in EUROMOD are expenditures
on education (xed00), health services and health insurance premiums (xhl00) and contributions to
private pension funds (xpp). Data on contributions to private pension funds (xpp) is available in the
input dataset. Expenditures on education (xed00), health services and health insurance premiums
(xh100) are imputed using Household budget survey data 2015.

The total deductible expenditures on education and health services cannot exceed 600 EUR per
household member. In EUROMOD education expenditures are allocated to the head of fiscal unit,
while education expenditures are shared between parents.

We do not simulate other deductible expenditures in EUROMOD because the data on expenditure
is not available in the input dataset.
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2.7.1.5. Special taxation rules for pensioners
There are some special rules of taxation which are applied to pensioners.

e For non-working pensioners:
Non-taxable minimum allowance is applicable to pensions.
e For working pensioners:
Non-taxable minimum is applicable to the whole income (pension + other taxable income).

2.7.2. Solidarity tax (txcee_lv; txcer_lv; txcse_lv)

Solidarity tax was introduced in 2016. The aim of the new tax was to eliminate regressivity from the
tax system that was generated by a cap on social insurance contributions, i.e., to tax income above
the threshold above which social insurance contributions are not applied. Solidarity tax payments are
not taken into account when contributory benefits are calculated (i.e., income that determines the size
of contributory benefits remains capped).

The total tax rate is 25% in 2021-2024 (paid jointly by employer and employee or by self-employed).
During the tax year, the tax is applied by using all statutory rates as the rates used in calculation of
social insurance contributions (see Section 2.6). The difference between the solidarity tax actually
paid during the tax year, e.g., solidarity tax for income of employees below the retirement age at the
rate of 34.09% in 2021-2024 (consisting of the solidarity tax actually paid by employer and
employee), and the calculated solidarity tax of 25% in 2021-2024, is recorded as an overpaid
solidarity tax. Overpaid solidarity tax is refunded to employer or self-employed in the post-tax year.

Revenues from the solidarity tax are partly used to finance the top PIT rate (i.e., the difference
between the middle rate of 23% and the top PIT rate of 31% in 2021-2024), and therefore, those
falling into the top PIT bracket effectively pay only the middle PIT rate of 23% (for more details, see
section 2.7.1). After financing the top PIT rate, part of the solidarity tax (1% rate) is transferred to the
state basic budget revenues for the financing the health services and the remainder is transferred to
the state pension special budget.

Table 2.23. Solidarity tax rate faced by employee, employer and self-employed, 2021-2024

2021-2024
The statutory rate 25%
of the solidarity
tax
The tax rate faced
by

employee Tax rate is the same as the social insurance contributions rate*. E.g., if an employee is
under the retirement age and has been insured for all types of social insurance then the
rate is
10.5%
employer The rate is equal to the difference between the total statutory rate of the solidarity tax
and the rate of the solidarity tax paid by employee. E.g., if an employee is under the
retirement age and has been insured for all types of social insurance then the rate is
14.5%
self-employed 25%
Notes: * see Section 2.6 for the social insurance contribution rates.
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e EUROMOD modelling

In EUROMOD, we simulate the solidarity tax as if it had been paid at the statutory rate (25% in 2021—
2024) during the tax year. Solidarity tax rate faced by employer is not stipulated in the law. In
EUROMOD we calculate the rate of the solidarity tax faced by employers as the difference between
the total statutory rate of the solidarity tax and the rate of the solidarity tax paid by employee during
the tax year (see Table 2.23) — this is explained by the fact that the overpaid tax is refunded to
employer in the post-tax year.

2.8. Consumption taxes (tco_lv)

Consumption taxes simulated in EUROMOD can be divided in two groups: VAT (value added tax)
and excises (additional duties paid over consumption; in Latvia excises taxes are levied on alcoholic
beverages, tobacco, energy, coffee, liquids used in electronic cigarettes and some non-alcoholic
beverages with added sugar, other sweeteners or flavouring).

Simulated consumption tax liabilities paid by households depend on the tax rules (e.g. the VAT rate)
and on the tax base (consumption expenditures or quantities). This is why, to simulate consumption
taxes in EUROMOD, the input data must contain information on household expenditures. The
expenditures matched in the EUROMOD input files based on SILC are reported directly by
households in the HBS surveys at purchasing prices. Therefore, they already include the consumption
taxes paid.

i) VAT (il_tva variable in EUROMOD) is the value-added tax. The model also simulates at high
disagregation level the VAT liabilities paid for each consumption category (output variables are
tva01111, tva01112, and so on and so forth, corresponding to COICOP codes 01111 and 01112, etc.)

ii) Excises (il_tx variable in EUROMOD) are additional duties paid over consumption and can be
classified in two groups: ad-valorem excises (il_txv) that depend on producer prices, and of specific
or ad-quantum excises (il_txa) that depend on consumed quantities.

Since consumption data from HBS refers to expenditures (price x quantity), for the simulation of
specific excises information on consumption prices are needed.

Further information on methodology and specific calculations and the independence of these
consumption taxes is common across countries (this is why they are placed in an add-on and not in
the policy spine of each country) and can be found in Akzogu et al (2020%).

2.8.1. VAT (il_tva)

To extract the baseline VAT embedded in this reported consumption we only need the VAT rate of
the policy system year. VAT rates usually do not vary too much across product, and are 4 rates
(standard, two reduced rates and zero).

In 20212024 the standard VAT rate is 21%. There are two reduced rates of 12% and 5%. The reduced
rate of 12% is applied to medicines and medical devices, fresh fruits, berries and vegetables, but not

4 Akoguz, Elif Cansu, Bart Capéau, André Decoster, Liebrecht De Sadeleer, Duygu Giiner, Kostas Manios, Alari Paulus,
and Toon Vanheukelom. A new indirect tax tool for EUROMOD: final report. Technical Report, https://euromod-web.
jrc. ec. europa. eu/sites/default/files/2021-03/A% 20new% 20indirect% 20tax% 20tool% 20for% 20EUROMOD%
20Final% 20Report. pdf, 2020.
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processed thermally or in any other way (e.g., frozen, salted, dried), domestic regular passenger
transportation services, tourist accommodation services, specialized food products for babies, supply
of wood fuel and thermal energy to residents who buy and consume it at home.

The reduced rate of 5% is applied to miscellaneous printed matter like books, brochures, booklets, as
well as to newspapers, magazines and other periodicals.

Zero rate is applied to a number of services: postal services, medical and dental services, social care,
professional and social rehabilitation, social assistance and social work services, child
accommodation services provided by pre-primary educational institutions, services of state-
recognized educational institutions, visits to theatres and circus performances, concerts, visits to
nationally recognized museums and exhibitions, insurance services, services provided to residents for
renting residential premises, international passenger transportation services.

Table 2.24. VAT rates

Products 2021 2022 2023 2024
Standard?® 21% 21% 21% 21%
Reduced Applied to medicines and medical devices, fresh fruits, 12% 12% 12% 12%

berries and vegetables, but not processed thermally or in
any other way (e.g., frozen, salted, dried), domestic
regular passenger transportation services, tourist
accommodation services, specialized food products for
babies, supply of wood fuel and thermal energy to
residents who buy and consume it at home.
Super reduced  Applies to miscellaneous printed matter like books, 5% 5% 5% 5%
brochures, booklets, as well as to newspapers, magazines
and other periodicals.
Zero Zero rate is applied to intra-community supplies of goods 0% 0% 0% 0%
to taxable persons registered for VAT in other member
states, commaodity exports not released for free circulation
in the European Union.
Exempted* Number of services and goods are exempted (e.g., postal - - - -
services, medical and dental services, social care,
professional and social rehabilitation etc.).

2.8.2. Ad-valorem excises (il_txv)

Ad-valorem excises cover cigarettes, which are taxed with two components, ad-quantum and ad-
valorem rate.

Table 2.25. Ad-valorem excise rates

2021 2022 2023 2024
Jan - Feb March — Dec
Cigarettes 20% 15% 15% 15% 15%
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2.8.3. Specific excises (il_txa)

Specific excises apply to alcoholic beverages, tobacco, energy products, coffee, liquids used in
electronic cigarettes and some non-alcoholic beverages with added sugar, other sweeteners or
flavouring.

In this case, both tax rates and prices are collected, in order to allow the model to estimate the implicit
quantities behind the reported household consumption expenditure amounts.

Table 2.26. Specific (ad-quantum) excise rates: alcoholic beverages

Products 2021 2022*** 2023 2024
Jan—Feb March — Dec Jan — Feb March —
Dec
Wine 106 111 111 111 111 122
(EUR/100 1)
Fermented
products
(EUR/100 1)
... not 64 64 64 64 64 70
exceeding 6%
...exceeding 106 111 111 111 111 122
6%
Intermediate
products
(EUR/100 1)
...not 106 111 111 111 111 122
exceeding
15%
...exceeding 176 185 185 185 185 203
15%
Ethyl alcohol 1642 1724 1724 1724 1724 1862
(EUR/100 | of
pure ethyl
alcohol)*
7.80 for 8.20 for each 8.20 for each 8.20 for each 8.20 for each 8.20 for
each percentage percentage by volume, percentage  percentage each
Beer percentage by volume, but not lessthan by volume, by volume, percentage
(EUR/per 100 by  but not less 15.20/1001  but not less  but not less by
| and alcohol volume, than than than  volume,
content** butnot ~ 15.20/100 | 15.20/1001 15.20/100 1 but not
less than less than
14.40/100 16.70/100

| |
Note: * From 1 March 2019 to 30 June 2022, a rate of 50% was applied to other alcoholic beverages produced
by small alcoholic beverage manufacturers.

** Until 30 June 2022 the reduced excise duty rate of 50% is applied for beer produced in independent small
breweries for the first 10 000 hectolitres of beer produced in a calendar year
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*** As of 1 July 2022, State Revenue Service certified independent small producers who do not exceed the
production volume limit specified and enterprises that import alcoholic beverages from certified independent
small breweries of another European Union Member State may apply the reduced excise duty rate of 50% for
all groups of alcoholic beverages.

Table 2.27. Specific (ad-quantum) excise rates: tobacco products

Products 2021 2022 2023 2024

Jan—Feb March — Dec Jan — Feb March —
Dec

Cigarettes:

minimum duty 114.70 121.40 128.40 135.90 135.90 156.30
level per 1000

cigarettes,

EUR

specific tax, 78.70 92.50 98.00 104.00 104.00 119.60
EUR per 1000

cigarettes

Cigars and

cigarillos:

specific tax, 104.70 104.70 115.20 126.70 126.70 164.70

Smoking 80.25 80.25 85.90 91.90 91.90 105.70
tobacco (fine

cut smoking

tobacco and

other

smoking

tobacco), per

kg of product

Tobacco 80.25 80.25 85.90 91.90 91.90 105.70
leaves, per kg

of product

Heated 160.00 160.00 207.00 218.00 218.00 251.00
tobacco

products, per

kg of product

Table 2.28. Specific (ad-quantum) excise rates per 1000 litres: energy products

Products 2021 2022 2023 2024
Propellant

Unleaded petrol, 509 509 509 509
per 1000 |

Unleaded petrol 360 360 360 360

to which ethyl

alcohol is added

(70-85%), per

1000 |

Leaded petrol, 594 594 594 594
per 1000 |
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Gas oil, per 414 414 414 414
10001

Gas oil (100% 330 330 330 330
biofuel), per

10001

Kerosene, per 414 414 414 414
10001

Petroleum gases 285 285 285 285
and other

gaseous

hydrocarbons,

per 1000 kg

Natural gas (per 1.91 191 1.91 191
Gj)

Heating

Gas oil, per 60 (as of July 2021) 60 60 60
1000 |

Heavy fuel oil, 15.65 15.65 15.65 15.65
per 1000 kg

Kerosene, per 60 (as of July 2021) 60 60 60
10001

Petroleum gases 0 0 0 0
and other

gaseous

hydrocarbons,

per 1000 kg

Natural gas, per 1.65 1.65 1.65 1.65
Gj

Table 2.29. Prices of Excise products

Prices 2021 2022 2023 2024"
Wine EUR/I EUR/I EUR/I EUR/I
EUR/unit EUR/unit EUR/unit EUR/unit
Other fuels EUR/I EUR/I EURI/I EURI/I

n: nowcasted

Consumer prices of goods subject to excise duties are nowcasted, similarly to what done with income
data from SILC. We combine the latest available data from the following sources:

e Prices per product, usually from last year, but for instance, fuel prices have only 15
days delay.

e Inflation: Harmonised Index of Consumer Prices (HICP, Eurostat) at COICOP 5
digits, usually for the first quarter for beta release and up to third quarter 3 for final
release.

e Inflation quarter-on-quarter forecasts (DG ECFIN, confidential) by HICP main
groups (Unprocessed food, Processed food including alcohol and tobacco, Non-energy
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industrial goods, Energy, Services - overall index excluding goods) of quarters 2, 3 and
4, as needed for each release.

For more details on the specific source of the price of each good, see Akoguz et al (2020) and for the
nowecasting method (document to be released based on Prices Excise Goods.docx).

The price of (indicate product) did not followed this general sources/nowcasting strategy but was
sourced from (indicate source) because (indicate reason).

e« EUROMOD modelling

Consumption taxes (tco_cc policy) require extended EUROMOD input data (with imputed income
shares of consumption expenditures at the household level) and an add-on to run. The policy is set to
off in the baseline. To activate it, the CT_xbase add-on must be run, and the yyyy x* type of input
files (see Section 3 for more information on the methodology and features behind these extended
input files) should be used (as defined in the database configuration of each country). The other add-
ons (CT_*) can be used to undertake reform simulations, under the behavioural assumption of
constant quantities (CT_XCQ), constant income shares (CT_XCIS) or constant expenditure shares
(CT_XCES). Auxiliary output files are generated by running the first baseline simulation (as either
the quantities or expenditures and savings from the baseline are kept constants and enter as inputs in
the simulated reform scenarios).

2.9. 'Extraordinary measures

2.9.1. COVID-19 related employment and self-employment income compensation scheme
(yemcomp_lv, ysecomp_lv, ycompdep_Iv)

The downtime benefit is granted to employed and self-employed persons within the COVID-19
related employment and self-employment income compensation scheme. The benefit is paid for the
periods starting from March 14 to June 30, 2020 and from November 9, 2020 to June 30, 2021.

Employees who applied for the downtime benefit within the time period starting from March 14 to
June 30, 2020 but were refused the benefit because their employer does not fulfil some of the criteria
(e.g., income from economic activity has decreased less than specified in the law or employer has tax
arrears), or self-employed who do not qualify for the benefit (e.g., due to offences detected as a result
of the tax review (audit) for the previous year), are eligible for a downtime assistance benefit of
180 EUR per month. Those employees and self-employed whose downtime benefit is less than
180 EUR per month are eligible for a downtime assistance benefit which is equal to the difference
between 180 EUR and downtime benefit. This effectively means that within the time period starting
from March 14 to June 30, 2020 the downtime benefit cannot be lower than 180 EUR per month.

e EUROMOD modelling

Since there is no data that would allow us to evaluate eligibility for the downtime benefit, we are not
able to simulate downtime benefit and downtime assistance benefit as two different benefits within
income compensation scheme. Instead we simulate downtime benefit assuming that it cannot be lower
than 180 EUR per month.
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Definitions

The unit of analysis is an individual.

Eligibility conditions

A. Employees
The employee is eligible for the benefit if:

(1) He/she is employed in the affected firm. A firm is classified as affected by the crisis if

a. with regards to the time period starting from March 14 to June 30, 2020: its income

from economic activity in March, April, May or June 2020 is at least 30% lower than
the average income in the twelve months of 2019. In addition, employees of firms
whose income from economic activity declined by 20% are eligible for the downtime
benefit if one of the following conditions is met: (i) exports in 2019 accounted for at
least 10% of the firm’s turnover or were at least 500,000 EUR; (ii) the average
monthly wage that the firm paid to its employees in 2019 was at least 800 EUR;
(iii) firm’s long-term fixed capital investments in December 2019 were at least
500,000 EUR,;

with regards to the time period starting from November 9, 2020 to June 30, 2021.: its
income from economic activity for a given month of support within the time period
November 2020 — June 2021 has decreased by at least 20 % compared to the average
monthly income in August, September and October 2020 in which the firm actually
operated.

(2) He/she has been put on a downtime and does not work at all in the affected firm. Those
working part-time or less hours are not eligible for benefit;
(3) He/she has entered into employment

before March 2020 if the downtime benefit is claimed for the downtime starting from
March 14 to June 30, 2020;

b. before November 2020 if the downtime benefit is claimed for the downtime starting

from November 9, 2020 to June 30, 2021;

(4) He/she is not working for the state and local government budget institutions and also for the
merchants controlled by the state or local governments, except for employees who are
employed in the private sector and at the same time do pedagogical or creative work in a state
or local government institution or a capital company, and his/her income from work in a state
or local government institution or capital company does not exceed the minimum monthly
wage (430 EUR per month) (note that this exception refers only to the downtime period
starting from March 14 to June 30, 2020);

Employees who are at the same time self-employed are eligible for the benefit only if their
income from self-employment does not exceed 430 EUR per month (note that this condition
refers to the downtime period starting from March 14 to June 30, 2020).

()

EUROMOD modelling

In the model we assume that an employee is eligible for the benefit if he/she is working at least for
one month (eligibility criterion (3)) in the private sector (eligibility criterion (4)) and if simultaneously
being self-employed his/her monthly self-employment income does not exceed 430 EUR per month
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(eligibility criterion (5)). If eligibility criteria, (3), (4) and (5) are met, we assume that the eligibility
criterion (1) is also met (as this can’t be checked with the input data).

To meet (2) eligibility criterion, we assume the selected employee or self-employed are idle for a
whole month or several months (see benefit duration).

Eligibility criterion (5) should be met only in the downtime period starting from March 14 to June
30, 2020. However, taking into account that in 2020 the downtime benefit is paid for a total of up to
162 days (for the periods starting from March 14 to June 30, 2020 and from November 9, 2020 to
December 31, 2020), and the greater part is the duration of the first benefit payment period (i.e., 109
days starting from March 14 to June 30, 2020), in the model we assume that eligibility criterion (5)
should be met for the whole 2020.

We cannot take into account the exception mentioned in the eligibility criterion (4), which determines
the eligibility for employees working in the private sector as the main job and doing pedagogical or
creative work in a state or local government institution or capital company as the second job. This is
because the information on the industry in which the employee is employed (lindi) is only available
for the main job, while the employment income is available in aggregate form for all jobs. In practice,
the downtime benefit would be calculated on the basis of employment income from the main job
(private sector).

B. Self-employed
The self-employed is eligible for the benefit if:

(1) the occurrence of the downtime for the self-employed person is related to the circumstances
caused by the crisis. If the downtime benefit is claimed for the downtime starting from
November 9, 2020 to June 30, 2021, self-employed are eligible for the downtime benefit if
income from economic activity for a given month of support has decreased by at least 20 %
compared to the average monthly revenue in August, September and October 2020 in which
the self-employed actually operated;

(2) the economic activity is registered

a. before March 2020 if the downtime benefit is claimed for the downtime starting from
March 14 to June 30, 2020;

b. before November 2020 if the downtime benefit is claimed for the downtime starting
from November 9, 2020 to June 30, 2021;

(3) for the period of the last two quarters of 2019 the self-employed has paid social insurance
contributions in the amount of not less than 20 EUR on average per month (note that this
condition refers to the downtime starting from March 14 to June 30, 2020);

(4) does not receive the downtime benefit as an employee of the affected firm (note that this
condition refers to the downtime starting from March 14 to June 30, 2020);

(5) the self-employed person is at the same time employed with another employer less than full
working time (note that this condition refers to the downtime starting from March 14 to June
30, 2020);

(6) the self-employed person is not at the same time employed in state and local government
budgetary institutions and also merchants controlled by the state and local governments,
except for the self-employed persons doing pedagogical or creative work whose monthly
income from the pedagogical or creative work on average does not exceed the minimum
monthly wage (430 EUR per month) (note that this condition refers to the downtime starting
from March 14 to June 30, 2020);
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e EUROMOD modelling

In the model we assume that a self-employed person is eligible for the benefit if he/she receives self-
employment income at least for one month (eligibility criterion (2)), the self-employed social
insurance contributions are paid in the amount of not less than 20 EUR on average per month during
the entire income reference period (eligibility criterion (3)), does not receive the downtime benefit as
an employee of the affected firm (eligibility criterion (4)), is not working in public sector except in
education sector (eligibility criterion (6)) and receives employment income not exceeding the
minimum wage (eligibility criteria (5) and (6)). If eligibility criteria (2) - (6) are met, we assume that
the eligibility criterion (1) is also met (as this can’t be checked with the input data).

Eligibility criteria (3), (4), (5) and (6) which refer to self-employed should be met only in the
downtime period starting from March 14 to June 30, 2020. However, taking into account that in 2020
the downtime benefit is paid for a total of up to 162 days (for the periods starting from March 14 to
June 30, 2020 and from November 9, 2020 to December 31, 2020), and the greater part is the duration
of the first benefit payment period (i.e., 109 days starting from March 14 to June 30, 2020), in the
model we assume that eligibility criterion (3) should be met for the whole 2020.

e EUROMOD modelling (random allocation of the downtime benefit in the model)

In the model, the downtime benefit is randomly allocated among eligible employees and self-
employed (see eligibility conditions) in such a way that the share of employees in each industry (lindi)
and the share of self-employed which transit into monetary compensation, as well as the gender
structure (only for employees in 2020) correspond to external statistics (see Table 2.30). The share of
self-employed transited to monetary compensation scheme is larger within the time period November
9 — December 31, 2020 than within the time period March 14 — June 30, 2020 that can be explained
by the abolishing of the number of eligibility criteria. Therefore, for 2020 we use data on the share of
unique self-employed transited to monetary compensation within the time period November 9 —
December 31, 2020 in total number of socially insured self-employed, and for 2021 we use respective
data for time period November 9, 2020 — June 30, 2021 (see Table 2.31). Policy random_Iv creates
random variables used for the random allocation of the downtime benefit to employees and self-
employed. Policy TransLMA_lv simulates transition to COVID-19 related employment and self-
employment income compensation scheme (this policy becomes operational if the model is run in
conjunction with the LMA add-on.).

The external statistics on the financial support provided to employees and self-employed during the
COVID-19 pandemic is generally published for 3 time periods: (1) March 14 — June 30, 2020;
(2) November 9 — December 31, 2020; (3) November 9 — June 30, 2021. Data covering the entire
period in 2020 in which the aid was provided is not available.

In the model, for 2020 we use data on the shares of unique employees in each industry transited to
monetary compensation scheme within time period March 14 — June 30, 2020 (see columns 1 and 2
in Table 2.30). This choice is based on the fact that the total number of unique employees - recipients
of the downtime benefit within time period March 14 — June 30, 2020 is 2 times larger than within
the time period November 9 — December 31, 2020. For 2021, we use data on the time period
November 9 — June 30, 2021 (see column 5 in Table 2.30).

Table 2.30. Share of unique employees in each industry transited to monetary compensation scheme,
March 14, 2020 — June 30, 2021
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March 14, 2020 Nov 9, 2020 — Nov 9, 2020 — June
—June 30, 2020 Dec 31, 2020 30, 2021
Men Women Total Total Total
(1) (2) (3) (4) (5)
lindi=1  0.6% 0.9% 0.7% 0.0% 0.0%
lindi =2 6.3% 10.1% 7.8% 1.3% 5.3%
lindi =3 1.7% 1.9% 1.7% 0.6% 3.9%
lindi=4  4.4% 7.8% 6.5% 3.8% 14.8%
lindi=5 51.2% 42.3% 44.5% 32.6% 47.3%
lindi=6  4.6% 6.7% 5.1% 0.8% 3.2%
lindi=7  0.4% 0.7% 0.6% 0.0% 0.0%
lindi=8 5.1% 6.8% 6.0% 3.3% 7.1%
lindi=9  0.0% 0.0% 0.0% 0.0% 0.0%
lindi=10 2.1% 1.2% 1.4% 0.4% 1.2%
lindi=11 4.2% 5.8% 5.5% 0.0% 0.0%
lindi=12 14.7% 13.4% 13.8% 11.1% 17.4%

Source: (1); (2); (3): Data on the gender structure of the recipients of the downtime benefit is received on the
request from the State Revenue Service. (4); (5): authors™ calculations using data published by the State Revenue
Service and the Central Statistical Bureau.

Note: Shares of employees in each industry transited to monetary compensation scheme are calculated as the
ratio of the number of employees in each industry transited to monetary compensation scheme to the total
number of employees in the industry. Structure by gender is available only for the downtime benefit payment
period of March 14 — June 30, 2020.

The share of self-employed transited to monetary compensation scheme is larger within the time
period November 9 — December 31, 2020 than within the time period March 14 — June 30, 2020 that
can be explained by the abolishing of the number of eligibility criteria. Therefore, for 2020 we use
data on the share of unique self-employed transited to monetary compensation within the time period
Nov 9 — Dec 31, 2020 in total number of socially-insured self-employed, and for 2021 we use the
respective data for the time period Nov 9, 2020 — June 30, 2021

Table 2.31. Share of self-employed transited to monetary compensation scheme in total number of
socially insured self-employed, March 14, 2020 — June 30, 2021

March 14 — June 30, Nov 9, 2020 — Dec Nov 9, 2020 — June

2020 31, 2020 30, 2021

8.1% 14.3% 35.2%
Source: authors™ calculations using data published by the State Revenue Service and the Central Statistical
Bureau.
Note: Share of self-employed transited to monetary compensation scheme is calculated as the ratio of the
number of self-employed transited to monetary compensation scheme to the total number of socially insured
self-employed.

e Income list
The benefit is not means-tested.
e Benefit amount

Policies yemcomp_lv and ysecomp_lv simulate the downtime benefit paid to employees and self-
employed. The benefit is calculated as a share of the previous average income from which social
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insurance contributions were paid. For the period from March 14 to June 30, 2020, the size of the
benefit equals 75% of the relevant average income. For employees, the relevant income is average
income received over the previous six months. In case the employee has worked for less than 6 months
before the declaration of the state of emergency, the average income is calculated over the months
actually worked. For self-employed, the relevant income is calculated over the period of two last
guarters of 2019. For both employee and self-employed the benefit amount cannot exceed 700 EUR
per month. In case the downtime benefit does not exceed 180 EUR, the difference between 180 EUR
and the downtime benefit is covered by State Social Insurance Agency in the form of the downtime
assistance benefit. This effectively means that the total compensation cannot be lower than 180 EUR.

If the support is claimed for the downtime within the time period November 9, 2020—June 30, 2021,
the downtime benefit is granted to employees in the amount of 70% of the average monthly gross
wage for the period from 1 August to 31 October 2020 and to self-employed in the amount of 70%
of the average income from economic activity in the 3rd quarter of year 2020. The minimum amount
of the benefit is set to 330 EUR for a full month (starting from January 2021, 500 EUR for a full
month) and maximum amount is 1000 EUR per month.

Recipients of the downtime benefit also receive an extra payment of 50 EUR per month for each
dependent child (a child is considered dependent if he/she is below 18 years old or below 24 years
old and continues secondary, professional, special or higher education). This extra payment
(bwkmcch_s) is assigned to one of the parents who is eligible for the Personal Income Tax dependent
allowance (tintach_s).

¢ EUROMOD modelling

In the model, use assume that for 2020 the benefit amount cannot be lower than 180 EUR and cannot
exceed 700 EUR (these are the rules which refer to the time period March 14 —June 30, 2020 where
the total number of unique employees - recipients of the downtime benefit is 2 times larger than within
the time period Nov 9 — Dec 31, 2020).

e Benefit duration

In 2020 the benefit is paid for the period from March 14, 2020 to June 30, 2020 and from November
9, 2020 until December 31, 2020. In 2021, the benefit is paid from January 2021 to June 30, 2021.
This implies that employees and self-employed can be eligible for the downtime benefit for up to 6
months during each year.

¢ EUROMOD modelling

The benefit is assigned to employees and self-employed for up to 6 months on the basis of external
statistics (see Table 2.32). It is important to note, that external statistics that is used reports the number
of times the aid was received not the number of months the aid was received meaning that the aid can
be requested and received also several times per months. However, due to the lack of data, in the
model we use the number of times as a proxy for number of months the aid was received.

Table 2.32. Structure of employees and self-employed by the number of times the downtime benefit
was received
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Employees Self-employed

Year 2020° 2021 2020@  2021°

Unique recipients 100.0% 100.0% 100.0% 100.0%
Of them...

... received benefit once 16.8% 16.2% 205% 18.8%

... received benefit 2 times 159% 148% 21.7% 18.6%

... received benefit 3 times 17.3% 141% 22.8% 18,6%

... received benefit 4 times 16.8% 12.6% 174% 15.4%

.. received benefit 5 times 204% 109% 123% 12.7%

... received benefit 6 and more times 12.8%  31.4% 5.3% 15.9%
Note: (a) Data on the aid (both the downtime benefit and the wage subsidy) earmarked for payment until May
16, 2021. (b) Data on the aid (both the downtime benefit and the wage subsidy) for the period starting from
November 9, 2020 to June 30, 2021.
Source: The State Revenue Service.

e Subject to taxes/SIC
The benefit is tax exempt.
¢ EUROMOD modelling

The downtime benefit policies for employees and the self-employed can only produce results if the
model is run in combination with the LMA add-on. The individuals that are selected to undergo
transitions to monetary compensation schemes are defined in the TransLMA_Iv policy, which is
switched on automatically by the add-on. For more information about the modelling of labour market
transitions please consult the ‘Simulating labour market transitions in EUROMOD’ document.

2.9.2. Single-time benefits and a short-time aid during COVID-19 pandemic and a short time
aid for compensating the cost of energy resources (bec_Iv)

In March 2021 families with dependent children (bfaec_s) and recipients of old-age, disability and
survivor's pensions as well as recipients of state social security benefits (bpeec_s) were granted a
single-time benefit as financial support during the pandemic.

A short-time aid to partially compensate for the increase in energy prices was granted for the first
time in November 2021 and since then has been granted several times to different population groups:

e In November 2021 — March 2022 a short-time aid was granted to residents of Latvia aged 60
and over who have been vaccinated against COVID-19 (bpeec02_s).

e InJanuary — April 2022 a short-time aid was granted to the persons with dependent children
(bfaec_s) and recipients of old-age, disability and survivor's pensions as well as recipients of
state social security benefits (bpeec_s).

e In November 2022 — May 2023 the state allowance (bpeec01_s) is paid to recipients of the
following pensions, compensations and the state social security benefits: old-age pension
(including premature pensions, i.e., if the old-age pension is claimed two years before the
official retirement age), service pension if recipient has reached the official retirement age or
has been recognised as disabled; disability and survivor's pension, the state social security
benefits, compensation for the loss of capacity for work due to a work accident or
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occupational disease and compensation for the loss of breadwinner due to accident at work
or occupational disease.

o Definitions
The units of analysis are

o a family with a dependent child born until April 6, 2021, i.e., the end of the emergency
situation declared in relation to the spread of COVID-19;

o recipients of old-age, disability and survivor's pensions as well as recipients of state social
security benefits;

e residents of Latvia aged 60 and over who have been vaccinated against Covid-19.

e Eligibility conditions

The single-time benefit (provided in March 2021) and the short-time aid for families with children
(provided in January — April 2022) (bfaec_s) is disbursed to the persons who have the right to
childcare benefit for a child under one year of age (see Section 2.5.7), state family benefit (see Section
2.5.2), or who have the right to receive maternity benefit due to the birth of a child and the child is
born until the end of the emergency situation April 6, 2021 in the case of the single-time benefit and
until April 30, 2022 in the case of a short-time aid (see Section 2.5.4).

The short-time aid provided in November, 2021-March, 2022 is disbursed to residents of Latvia aged
60 and over (dag00>60) who have been vaccinated against Covid-19 (bpeec02_s).

The single-time benefit (provided in March 2021; bpeec_s) and a short-time aid for pensioners
(provided in January — April 2022 (bpeec_s) and in November 2022 — May 2023 (bpeec01_5s)) is
disbursed to the recipients of old-age (poatx > 0), disability (pditx > 0) and survivor's pensions (psutx
> 0) as well as recipients of state social security benefits (poass > 0; pdiss > 0; psuss > 0).

e EUROMOD modelling

In EUROMOD we assume that a person is eligible for a single-time benefit and a short-time aid for
families with children (bfaec_s) if is eligible for the state family benefit (bfana_s > 0) or is eligible
for the maternity benefit if a child is born in the first quarter of the income reference year (bfama_s >
0; dag00 = 0.75).

In EUROMOD the short-time aid to persons aged 60 and over who have been vaccinated against
COVID provided in November, 2021-March, 2022 is randomly assigned on the basis of external
statistics on the share of population fully vaccinated against Covid-19 in the age group 60 years and
more. The share of population fully vaccinated against Covid-19 in the age group 60 years and more
was equal to 54% in November 2021, 63% in December 2021, 70% in January 2022 and 72% in
February—March 2022. We assume that in 2021 54% of persons aged 60 and over received a benefit
for two months and 9% of persons aged 60 and over received a benefit for a month. We assume that
in 2022 70% of persons aged 60 and over received a benefit for three months and 2% of persons aged
60 and over received a benefit for two months.

The short time aid provided in November 2022 — May 2023 (bpeec01_s) is assigned to the recipients
of old-age and service pensions (poatx > 0), disability (pditx > 0) and survivor's pensions (psutx > 0)
as well as recipients of state social security benefits (poass > 0; pdiss > 0; psuss > 0) and compensation
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for the loss of breadwinner due to accident at work or occupational disease (compensation is part of
psuss). We cannot distinguish the recipients of service pensions has reached the official retirement
age or has been recognised as disabled because in the EUROMOD input database service pensions is
a component of old-age pensions (poatx). We do not assign the short-time aid to the recipients of
compensation for the loss of capacity for work due to a work accident or occupational disease
(compensation is a component of pdint) because of insufficient data disaggregation level in
EUROMOD input database.

e [ncome test
The benefit is not means-tested.
e Benefit duration

The single-time benefits (bfaec_s and bpeec_s) is paid within a time period from March 1, 2021 until
April 6, 2021 (the end of the emergency situation declared in relation to the spread of COVID-19).

The short time aid to persons vaccinated against COVID-19 aged 60 and above (bpeec02_s) is
provided for a total period of five months (two months in 2021 and three months in 2022).

The short-time aid for families with dependent children (bfaec_s) and recipients of old-age, disability
and survivor's pensions as well as recipients of state social security benefits (bpeec_s) is provided for
a period of four months starting from January to April 2022.

The short time aid for recipients of old-age pension, disability and survivor's pension and the state
social security benefits (bpeec01_s) is provided for a period of seven months starting from November
2022 to May 2023 (two months in 2022 and five months in 2023).

e Benefit amount

The amount of the single-time benefit for families with children (bfaec_s) provided within a time
period from March 1, 2021 until April 6, 2021 is 500 EUR for each child. The amount of the single-
time benefit for recipients of old-age, disability and survivor's pensions as well as recipients of state
social security benefits is 200 EUR.

The amount of the benefit provided for the last two month in 2021 and the first three months in 2022
for persons vaccinated against COVID-19 aged 60 and above (bpeec02_s) is 20 EUR per month.

The amount of the benefit for families with children (bfaec_s) provided as a short-time aid in
January — April 2022 is 50 EUR per month for each child. The amount of the benefit for recipients of
old-age, disability and survivor's pensions as well as recipients of state social security benefits
(bpeec_s) provided as a short-time aid in January — April 2022 is 20 EUR per month.

The amount of the benefit for recipients of old-age pension, disability and survivor's pension and the
state social security benefits (bpeecO1_s) provided as a short-time aid in November 2022 — May 2023
is EUR 30, EUR 20 or EUR 10 per month depending on the amount of pension, compensation and
the state social security benefit received. The benefit equals to 30 EUR if the pension, compensation
or benefit amount is below 300 EUR; the benefit equals to 20 EUR if the pension, compensation or
benefit amount is 300 — 510 EUR; the benefit equals to 10 EUR if the pension, compensation or
benefit amount exceeds 510 EUR.
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e EUROMOD modelling

The single-time benefit of 200 EUR is not granted to the recipients of survivor's pension and recipient
of state social security benefit in case of a loss of a breadwinner if a child for whom the survivor's
pension or state social security benefit is granted is at the same time a dependent child and a single-
time benefit of 500 EUR has been paid to his/her family. In EUROMOD we cannot account for these
provisions since in the data we observe only the recipients of the survivor's pension and the state
social security benefit in case of a loss of a breadwinner but do not observe who is the person for
whom the survivor’s pension and the state social security benefit in case of a loss of a breadwinner
are granted.

e Subject to taxes/SIC

The benefit is tax exempt.
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3. DATA

3.1. General description

The EUROMOD database is derived from EU-SILC, EU-SILC UDB 2022 - version of
C22_release_23_09.

The Latvian EU-SILC survey is an annual survey with a four-year rotational panel. The 2022 year
survey took place in January 2022 — March 2022 and contains data on 2021 year incomes. The
database is provided by Eurostat.

Table 3.1. EUROMOD database description

EUROMOD database LV_2022_h2

Original name EU-SILC UDB
2022(C22_release_23 09)

Provider Eurostat

Year of collection 2022

Period of collection January — March

Income reference period 2021

Sample size

5,825 households

12,365 individuals
Response rate 71.1%

3.2. Data adjustment

In order to preserve consistency between demographic data (refers to data collection moment) and
income data (refers to the previous calendar year), children born after the income reference period
were dropped from the sample (18 children in total).

3.3. Imputation and assumptions

3.3.1. Time period

Socio-demographic characteristics of the respondents contained in EU-SILC 2022 refer to the time
of data collection, i.e., January — March 2022. Most economic and labour variables also refer to the
time of the interview, however, the database also contains some information referring to the income
reference period (2021), e.g., employment status of the respondent in each month of 2021. Whenever
possible, the corresponding demographic, labour and socio-economic information in the EUROMOD
database was based on the EU-SILC variables referring to the income reference period. The EU-SILC
UDB does not provide information on the number of periods a particular income was paid to a
respondent. In some cases the number of periods was derived from non-monetary variables, e.g., the
number of periods a respondent receives income from employment is based on the number of months
spent at full-time or at part-time work, the number of months a respondent receives unemployment
benefit is based on the number of months spent in unemployment.

96



EUROMOD Country Report — LATVIA

3.3.2. Gross incomes

In Latvian SILC, gross employee cash or near cash income (PYO010G) is calculated by summing net
employee cash or near cash income (PYO01ON) and paid income taxes and social insurance
contributions, obtained from the State Revenue Service (SRS) data. Data on net employee cash or
near cash income (PYO010N) is also obtained from the SRS data except cases when net income
reported by a respondent in the survey is higher than suggested by the SRS data. Most of data on
benefits is also obtained from administrative data (from the State Social Insurance Agency and local
governments).

3.3.3. Disaggregation of harmonized variables

Some information important for simulations was not available in the EU-SILC UDB dataset, hence it
was obtained from aggregated harmonized variables through imputations. The following key
variables were fully imputed:

o Detailed degree of urbanization: residents of Riga (dgrur00 = 1) are imputed based on the
national data®.

e Municipality of residence: residents of nine biggest cities (dmc) are imputed based on the
national data.

e Unemployment benefit: UDB variable PY090G in the Latvian case includes unemployment
benefit, stipends for training courses of unemployed persons and mobility support benefit
(compensation of transport expenditures and/or covering the rent). The unemployment
benefit (bun00) was imputed from aggregated PY090 variable using information from the
national database.

e Previous income from employment (yempv) for people who receive unemployment benefit
was imputed by inverting unemployment benefit rules and using information about the
benefit amount.

e Family/children-related benefits: UDB variable HY050G contains information about all
benefits that are paid to families with children. Information from the Latvian national
database is used to impute major child-related benefits that exist in Latvia: state family benefit
(bfana), childcare benefit (bfacc), parental benefit (bfawk), maternity benefit (bfama),
paternity benefit (bfapl), childbirth benefit (bfaba), maintenance allowance for children
(substitute of alimony paid by state) (bfaam) and single time benefit for families with children
granted during COVID-19 pandemic (bfaec).

e Previous employment income for parents (yivwg02) eligible for contributory family benefits
(maternity benefit, paternity benefit and parental benefit) was imputed by inverting maternity
and paternity benefit rules and using information about the size of these benefits. For those
parents of small children who do not receive maternity or paternity benefit in the database,
we predict previous earnings using wage equation.

e Social exclusion benefits: information from the national database is used to impute GMI
benefit (bsamm) from the UDB variable HY060G (social exclusion not elsewhere classified)
and funeral benefit (bsafu) from the UDB variable PY110 (survivor’s benefits).

5 Selected variables from national EU-SILC 2022 survey dataset were provided by the Central Statistical
Bureau of Latvia to Eurostat under a separate contract. These variables were used for indirect imputations in
the EUROMOD input data.
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o State social security benefit in case of old-age (poass), in case of a loss of a breadwinner
(psuss) or in case of disability (pdissO1 and pdiss02): recipients imputed based on information
from the national database and size of the benefit.

o Disability pension (pditx) was obtained by comparing net and gross values of the aggregate
disability benefits. The number of recipients was adjusted in accordance with the national
statistics.

e Old-age pension (poatx), survivor’s pension (psutx), non-taxable disability benefits (pdint),
as well as other minor unemployment (bunot), family (bfaot) and social exclusion (bsaot)
benefits were calculated as residual components of aggregate variables.

3.4. Updating

To account for any time inconsistencies between income levels in the input dataset and the target
policy year, uprating indices are used. Each non-simulated monetary variable (i.e., market incomes,
non-simulated benefits and expenditure) is updated so as to account for changes that have taken place
between the income data year and the year of the simulated tax-benefit system. Uprating indices are
generally based on changes in the average value of an income component or on statutory indexation
or policy rules. For detailed information about the construction of each uprating index as well as the
sources that have been used, see Annex 1.

3.5. Extended input data (with household expenditures for the simulation of consumption
taxes)

For the simulation of consumption taxes, the model needs to be run with extended EUROMOD input
files. They consist of the core EUROMOD input files based on EU-SILC or National SILC, extended
with new variables (household-level income shares of expenditures by product) imputed from
EU/National-HBS. The semi-parametric method implemented for the imputation follows the
methodology developed by Akoguz et al (2020).

Table 3.2 summarizes the major features of the most recent database used to be run with the policy
systems of 2021-2024.

Table 3.2. Extended EUROMOD database description

Extended EUROMOD database for the simulation SILC 2022 — Income year 2021 — Expenditures from

of consumption taxes HBS 2015

EUROMOD database LV_2022_c1_2015_ul

Year of collection (HBS) and source HBS 2015 — EU/National (check/specific case)
Year of collection (SILC) and source SILC 2022 — EU/National (check/specific case)
Coverage and sample size Same as LV_2022_cl

Share of households with negative incomes %

excluded from the matching procedure

These extended EUROMOD files contain all the variables included in the standard EUROMOD input
files plus the income shares of each consumption category included in HBS. For example, for
countries with consumption disaggregation at 4 COICOP level (5 digits), there will be close to 200
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additional variables, each one with the income shares of expenditure (household level) for that
particular consumption category (e.g. starting from the income share of rice consumption:
xs_01111; bread: xs_01112, and so on and so forth). The number of additional variables depends on
the granularity available in HBS, and it varies across countries).

Please note that, due to the lack of information in the HBS files distributed by Eurostat, there is no
consumption reported at 5-digit COICOP level for the following 3-digit codes: CP103

Positive consumption might exist for 3-digit or 4-digit levels, but EUROMOD uses only 5-digit
values.

For the case of Latvia, data LV_2022_bx, the number of variables included (income shares of
expenditures, xs_c*) are 193 (please modify if needed), corresponding to the harmonized
consumption categories defined at COICOP level 4 (five digits).

This database is an extension of the core EUROMOD input database, and so it is based on the same
sample (i.e., same identifiers "idperson" and "idhh" to identify persons and households, respectively)
and contains the same variables plus the income shares of expenditure (xs_* variables).

In Table 3.3 we present the share of households' consumption expenditures by product (and total)
captured in our matched databases (extended EM input files) with respect to the original reported
expenditures in HBS. The column that refers to the same year (in this case, HBS 2015 with Extended
EM Input 2015) directly depends on the quality of the imputation procedure, while the comparison
across different years is influenced not only by the matching noise but also by the changes in
population characteristics and in the underlining distribution of income. Therefore, the coverage
displayed in the second column is just informative but is not and should not be used to evaluate nor
validate the imputation procedure.

Information on the coverage of these simulated expenditures (coming from the imputation of HBS
2015 to more recent SILC-based data) with respect to the expenditures reported by National Accounts
is included in section 4 of this report, together with the other macro-validation results.

Below we summarize the main findings from the imputation validation checks for Latvia.

Table 3.3. Expenditure coverage of Extended EM Input files (in %)

COICOP group HBS 2015 — Extended EM Input HBS 2015 — Extended EM Input

2015 2022
1 79.5 77.7
2 249 20.0
3 62.0 65.7
4 124.0 120.3
5 72.1 735
6 85.9 82.6
7 724 68.4
8 93.6 915
9 50.0 56.7
10 46.8 45.2
11 51.9 50.1
12 51.0 56.1
Total 67.8 67.3
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4. VVALIDATION

4.1.  Aggregate Validation

EUROMOD results are validated against external benchmarks. Detailed comparisons of the number
of people receiving a given income component and total yearly amounts are shown in Annex 3. Both
market incomes and non-simulated taxes and benefits in the input dataset as well as simulated taxes
and benefits are validated against external official data. The main discrepancies between EUROMOD
results and external benchmarks are discussed in the following subsections. Factors that may explain
the observed differences are also discussed.

4.1.1. Components of disposable income

The differences between the definition of disposable income in EUROMOD and SILC are minor (see
Table 4.1). In EU-SILC, variable HY020 (total disposable income) includes company car (variable
PY021G), while in EUROMOD the variable kfbcc (company car) does not enter the definition of
disposable income.
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Table 4.1 Components of disposable income

EUROMOD EU-SILC
2021 2022
ils_dispy HY020
Employee cash or near cash income + +
Employer's social insurance contribution 0 0
Company car 0 +
Cash benefits or losses from self-employment + +
Pension from individual private plans + +
Unemployment benefits + +
Old-age benefits + +
Survivor’s benefits + +
Sickness benefits + +
Disability benefits + +
Education-related allowances + +
Income from rental of a property or land + +
Family/children related allowances + +
Social exclusion not elsewhere classified + +
Housing allowances + +
Regular inter-household cash transfer received + +
Interests, dividends, etc. + +
Income received by people aged under 16 + +
Regular taxes on wealth - -
Regular inter-household cash transfer paid - -
Tax on income and social insurance contributions - -
Repayments/receipts for tax adjustment + +

41.2. Validation of market incomes

Latvia is a country with a high proportion of informal employment. Informal employment may take
a form of unregistered employment/self-employment or registered employment/self-employment
with tax evasion (e.g., a part of wage is paid informally and is not subject to taxes and social insurance
contributions). The 2022 EU-SILC data may partly cover unreported employment as it collects
information on income both from the registers and survey of individuals.

Table A3.0. in Annex 3 shows the number of employed and unemployed in the EUROMOD input
data and in the external statistics, which is based on Labour Force Survey. On the whole, the number
of employed in EU-SILC data is very close to the LFS figures in 2021. A slight undervaluation of the
number of employed might be due to different definitions of employment status in two surveys or
different degree of undeclared employment covered by SILC and LFS. Another possible reason for
the slight underestimation of the number of employed is that in EUROMOD it is computed in full-
time units (accounting for number of months in work), while LFS data shows the number of employed
(employees and self-employed) irrespective of the number of months or hours worked.

The number of unemployed in 2021 in EUROMOD is underestimated compared to the LFS figures,
but in 20222023 the gap narrowed. This is due to the fact that the Latvian EUROMOD input data is
not adjusted for the changes in the labour market characteristics of individuals which occurred over
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the period 2021-2023.% In 2022 unemployment rate decreased from 7.6% to 6.9% and the gap
between SILC data on unemployment and external statistics narrowed. In 2023 unemployment rate
decreased to 6.5% and the gap between SILC data on unemployment and external statistics further
narrowed.. The number of employed increased in 2022 compared to 2021, hence the difference
between the EUROMOD and external data also increased. In 2023 the number of employed remained
almost unchanged and so did the difference between the EUROMOD and external data.

Table A3.1. reports the number of market income recipients. Here SILC data strongly overestimates
number of employees receiving income from employment as compared to LFS, while the number of
self-employed is underestimated. First, the reason for the fact that in Table A3.1. we report
overestimation for the number of employees, while reporting underestimation in Table A3.0. is that
in Table A3.1. we report the number of employees receiving income from employment without
adjusting it for the number of months worked. Another reason for overestimation compared to LFS
data is different degree of shadow economy covered by different databases.

In terms of the total aggregate amount of market income received, the only income component that
we can validate against the external statistics is income from employment, due to lack of external
statistics on other income types. Total income from employment is validated against the national
accounts item (D11 “Wages and salaries”). The EU-SILC data corresponds to the external data quite
well (see Table A3.2.).

In the Latvian EU-SILC, starting from survey year 2015, information on all major benefits comes
from the administrative records (the State Social Insurance Agency and local governments), therefore,
all major non-simulated benefits included in the EUROMOD data correspond quite well to external
statistics (see Table A3.5. and Table A3.6.). The funeral benefit is not well captured in the input data
but it is a relatively minor benefit. Due to lack of external statistics on property tax revenues collected
from households, we cannot validate this tax component.

41.3. Validation of taxes and social insurance contributions

Tables A3.3. and Table A3.4. in Annex 3 provide comparison of the taxes and social insurance
contributions simulated in the model to external statistics.

The number of people who pay social insurance contributions is overestimated in the model because
the data is likely to include a part of people employed in the shadow economy. The model especially
poorly simulates social insurance contributions of self-employed. However, this is a very small group
of people. It is also likely that tax evasion is more widespread among self-employed (because it is
more difficult to control their income and expenditure flows).

4.1.4, Validation of benefits

Tables A3.5. and A3.6. in Annex 3 provide comparison of the benefits simulated in the model to
external statistics.

The number of unemployment benefit recipients and the annual amount of unemployment benefit in
2021 is strongly oversimulated compared to external statistics. This is due to the fact that in
EUROMOD simulation we use lunmy and bunmy as proxy of unemployment duration while in the

® Labour market adjustments are included in EUROMOD for Latvia as a part of a separate exercise on
estimating current poverty indicators. More information is available in Rastrigina et al. (2016).
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2022 EU-SILC data the number of unemployment benefit recipients includes also the number of the
recipients of support measure related to the COVID-19 pandemic, namely downtime benefit but the
external statistics do not include recipients of these support measure. In 2022-2023, the difference
between the EUROMOD and external data increased. This is due to the decrease in the number of
unemployment benefit recipients in 2022-2023 compared to 2021 and the fact that the Latvian
EUROMOD input data is not adjusted for the changes in the labour market characteristics of
individuals which occurred over the period 2022-2023.

In 20222024, we simulate a slight increase in the number of benefit recipients, which is due to an
increase in the retirement age in 2022-2024 (by 3 months every year, reaching 64.75 years in 2024).
Since individuals above full retirement age are not eligible for the unemployment benefit, the increase
in the number of the benefit recipients is due to those who are aged 64.25 to 64.75 and consequently
are not eligible for the benefit in 2021, but become eligible in 2022-2024. The annual amount of
unemployment benefit (see Table A3.6.) is undersimulated as compared to SILC data due to
underestimation of the size of the benefit.

The number of recipients and annual amounts of the majority of the child-related benefits is modelled
quite precisely (when compared to SILC data). The exceptions are parental benefit and paternity
benefit where we undersimulate the number of recipients and annual amounts of these benefits. The
main reason for undersimulation of parental benefit is the fact that in 2021 the eligibility for the
benefit was prolonged until the end of the state of emergency to those parents who lose eligibility for
the benefit (i.e., the child turns 1 or 1.5 years old, depending on the benefit scheme chosen by the
parents) during the state of emergency and a person cannot return to work due to the circumstances
of the state of emergency as their employer is affected by the crisis or a person cannot earn income
from economic activity. In 2021 the state of emergency due to the spread of COVID-19 has been
declared for the following time periods: (from November 9, 2020) until April 6, 2021, and starting
from October 11, 2021 until February 28, 2022.

The main reason for undersimulation of the paternity benefit (when compared to SILC data) is the
absence of the small child living in the household with a man, i.e., no eligibility for the benefit.

The number of recipients of the state social security benefit in case of disability is modelled quite
precisely (compared to external statistics). Annual amount of state social security benefit in case of
disability is slightly overestimated. This is explained by the fact, that the size of the state social
security benefit in case of disability varies depending on the disability group of the recipient. Since
we have no information about the degree of disability in the data, we simulate the benefit in case of
disability and in case of disability from childhood to be equal to simple average across the three
groups of disability. The model poorly estimates the number of recipients of old-age state social
security benefit and state social security benefit for survivors and also annual amount of these types
of benefits. However, this is a very small group of people.

In the simulation we implement calibration for GMI benefit and housing benefit by matching
simulated number of beneficiaries to external statistics. This approach allows to avoid the strong
overestimation of the GMI recipients and the moderate overestimation of the number of the
recipients of the housing benefit in 2021. The main reason for implementation of calibration is
that some eligible households do not apply for the benefits because benefits are rather small. Despite
the implementation of the calibration, the benefit amounts are strongly overestimated.
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4.2. Income distribution

All income distribution results presented here are computed for individuals according to their
household disposable income (HDI) equivalised by the “modified OECD” equivalence scale. HDI is
calculated as the sum of all income sources of all household members net of income tax and social
insurance contributions. The weights in the OECD equivalence are: first adult=1; additional people
aged 14+ = 0.5; additional people aged under 14 = 0.3.

4.2.1. Income inequality

Table A3.7. in Annex 3 compares income distribution generated by the EUROMOD with external
statistics from Eurostat based on the EU-SILC data. The mean and the median income are slightly
underestimated in the model. This partly due to oversimulation of taxes (as full tax compliance is
assumed). The income quintile ratio and GINI coefficient in 2021 are also slightly lower than in the
external statistics. This is mainly because income in the bottom deciles is overestimated, which in
turn is (1) due to oversimulation of social assistance and housing benefits and (2) due to different
degree of overestimation of taxes for individuals with different income levels (for more details, see
section Poverty rates below).

4.2.2. Poverty rates

Table A3.8. shows the poverty rates calculated by the model and compares them to external statistics
from the Eurostat based on the EU-SILC data. The model slightly underestimates poverty rates for
the cut-off points of 40% and 50%, however, in the baseline for the cut-off points of 60% and 70%
the estimates are very close to the external figures.

By the age groups, the poverty rate is slightly underestimated for the elderly, while the poverty rate
is estimated quite precisely for working-age population. As we cannot account for tax evasion and
some tax deductions, we simulate higher tax payments and hence lower disposable income of
working-age population. For elderly people who mainly get their income from old-age pensions, taxes
constitute a smaller share of their income due to a higher non-taxable allowance, and, even though
we overestimate tax payments also for pensioners (mainly because we can’t account for all tax
deductions), the resulting effect on disposable income of the elderly is smaller. As a result, we
underestimate disposable income in all income groups, but the degree of underestimation for the
elderly is smaller and hence we underestimate poverty rate for the elderly.

4.3. Summary of “health warnings”

This section summarizes particular aspects of the Latvian part of EUROMOD or its database that
should be borne in mind when planning appropriate uses of the model and in interpreting results.

e The EUROMOD input data is not adjusted for any demographic or labour market changes
taking place in the period from 2021 to 2024 (except for updating of monetary incomes).

e Tax evasion is widely spread in Latvia; however, the model does not account for it. This
results in overestimation of simulated taxes and social insurance contributions.

¢ In the simulation we implement calibration for GMI benefit and housing benefit by
matching simulated number of beneficiaries to external statistics. This approach allows
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to avoid the strong overestimation of the GMI recipients and the moderate overestimation
of the number of the recipients of the housing benefit in 2021. Income test for the GMI
and housing benefit cannot be simulated precisely because some benefits (which must be
included) in the income test cannot be separated from aggregate variables. This should not
create big distortions in the income test, nevertheless a user of the model should be aware of
this. Moreover, in the model income test is performed on annual income while in reality the
eligibility for the benefit is reassessed every three or six months depending on the
composition of the household.

e Simulating housing benefit we cannot reproduce all the rules of Latvia’s municipalities
because they are quite complicated and the data does not provide detailed regional
information. If EU-SILC with income reference year before 2019 is used in simulation, we
model only Riga rules for all citizens of Latvia. If EU-SILC 2020, 2021 or 2022 (or HHoT
hypothetical data) is used in simulations, we model the eligibility conditions for housing
benefit for residents of nine biggest cities.

e The simulation of monetary compensation schemes (yemcomp_lv, ysecomp_lv,
ycompdep_Iv) is triggered by the simulation of labour market transitions defined in policy
TransLMA_Iv. This policy becomes operational if the model is run in conjunction with the
LMA add-on. The nature of these simulations is still experimental and only partially
validated. Users are encouraged to refer to the “Simulating labour market transitions in
EUROMOD” document prior to their use.

o Labour market transitions are switched OFF in EUROMOD baselines. As a consequence, the
simulation of monetary compensation schemes does not produce any effect in baseline
simulations. Since all policies not linked to labour market transitions are fully functional, it
is possible for disposable income in 2021 to be higher than disposable income in previous
years.

e The simulation of consumption taxes sensitively depends on the quality of the match of the
extended EUROMOD files, as well as on the frequency of this data and the gaps between the
input data files and the policy systems. At this point, the most recent HBS data available for
all countries (EU-HBS) is 2015.

o When the user runs a policy system year (e.g., 2024) that does not coincide with the incomes
reported in the SILC-data used (e.g., 2022, with reported incomes from 2021), expenditures
in EUROMOD are simulated under the constant income shares assumption (by default). This
is because the income shares of expenditure included in the extended input files are not
updated and remain constant regardless of the policy system that is used for the simulation.
This means that a household that spends 10% of its income in food (e.g. the sum of all the
xs_1* variables, i.e. xs01111, xs01112, and so on and so forth, is 0.10) will still spend 10%
of their income in 2024, regardless of the change in incomes driven by the uprating factors
and tax-benefit changes. This implicitly assumes an income elasticity of one.
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ANNEX 1. UPRATING FACTORS

Table Al: Uprating indices in 2021-2024

Name Notation used in  Applied to 2021 2022 2023 2024 Source
the model variables
. . Eurostat, 2015=100 (prc_hicp_aind).
Harmonised CP! (index $f_cpi xmp, xpp, xed00, 1121 1315 1434 1457 2024 - EC Spring Economic forecast
2015=100) xhl00 2024
. bho, kivho, ypr, xhc, Eurostat, 2015=100 (prc_hicp_aind).
!_”CP y actual_ rentals for_housmg, $f_house xhert, xhcmomi, 106.5 109.6 112.7 114.6 2024 - EC Spring Economic forecast
item CP041 (index 2015=100) sheot 2024
Central Statistical Bureau of Latvia
(DSV010). The value for the latest year
Average monthly wage in the $f wageoffic ypt, kfb, kibc, yot 12770 1373.0 1537.0 1628.1 is computed by multiplying the value of
economy, gross, EUR - T T ' ' ' 2023 by the AMECO forecast for the
growth of the nominal compensation per
employee, total economy.
Central Statistical Bureau of Latvia
(DSV010). The value for the latest year
Average monthly wage in the . yem (if employed in is computed by multiplying the value of
public sector, gross, EUR $f_wageoffic_pu the public sector) 12930 13730 15530 16450 2023 by the AMECO forecast for the
growth of the nominal compensation per
employee, total economy.
Central Statistical Bureau of Latvia
Average monthly wage in the _ _(DSVOlO). The valug for the latest year
economy, gross, EUR (with one  $f_wageoffic_1 yempv, pdint, bhl, 1143.0 1277.0 1373.0 15370 2 compuited by multiplying the value of
| ' ' - - bsafu ’ ’ ) 2023 by the AMECO forecast for the
year lag) growth of the nominal compensation per
employee, total economy.
Average compensation per yem_a, yempv_a Eurostat (nama_10_a10 and
$f wagena =" = 16507.1 18659.5 21678.3 22963.0 nama 10 alO e) and authors’

employee, total in the economy,

yivwg

calculations. The value for the latest year
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Name Notation used in  Applied to 2021 2022 2023 2024 Source
the model variables

based on national accounts, EUR is computed by multiplying the value of

per year per employee 2023 by the AMECO forecast for the
growth of the nominal compensation per
employee, total economy.
Eurostat (nama_10_al0 and

Average compensation per : : nama_10_al0_e) and authors’

employee in the private sector yem (|_f employed in palculatlons. The val_ue f_or the latest year

based on national accounts EfJR $f_wagena_pr the private sector), 16946.4  19616.4 22948.1  24308.0 is computed by multiplying the value of

per year per employee ' yse 2023 by the AMECO forecast for the
growth of the nominal compensation per
employee, total economy.

Average compensation per

employee, total in the economy, . . Eurostat (nama_10_al0 and

based on national accounts, EUR ~ $f wagena_1 y'ng%ll’ yWwg02, 453730 165071 186595 21678.3 nama 10 al0 o) and authors’

per year per employee (with one yempv calculations.

year lag)
State Social Insurance Agency of Latvia,
average unemployment benefit, derived
from monthly data. The value for the

Unemployment benefit, average latest year is computed by multiplying

monthly benefit, EUR $f_bun bunot 3148 3680 4249 450.1 o Value of 2023 by the AMECO
forecast for the growth of the nominal
compensation per employee, total
economy.
Welfare ministry (Local governments’

Social assistance benefit, weighed reports), Central statistical bureau

average, EUR ’ $f_bsa bsaot 1961.4 1288.7 2130.5 2130.5 (SDGO5 and SDGO6), authors’

’ calculations. For 2024 - we do not uprate

the concerned index.
State Treasury (Monthly reports on

Property tax, average monthly $ tpr tpr 294.7 298.4 2336 2336 budget revenues), State land service,

payment, EUR

authors’ calculations. For 2024 - we do
not uprate the concerned index.
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Name

Notation used in
the model

Applied to
variables

2021

2022

2023

2024

Source

Disposable income, average per
household per month, EUR

$f_yds

1523.6

1649.0

1845.9

1955.3

Central Statistical Bureau (MI1S010). The
value for the latest year is computed by
multiplying the value of 2023 by the
AMECO forecast for the growth of the
nominal compensation per employee,
total economy.

Old-age pension - taxable part,
based on average pension, EUR

$f_poatx_av

poatx!

414.8

472.7

538.2

602.5

State Social Insurance Agency of Latvia,
average old-age pension, derived from
monthly data. For 2024 — we assume it
grows as the average gross monthly wage
in the economy (lagged).

Disability pension - taxable part,
based on average pension, EUR

$f pditx_av

pdintx!

222.9

257.6

288.2

322.6

State Social Insurance Agency of Latvia,
average disability pension, derived from
monthly data. For 2024 — we assume it
grows as the average gross monthly wage
in the economy (lagged).

Survivor's pension - taxable part,
based on average pension, EUR

$f psutx_av

psutx!

230.7

269.0

3275

366.7

State Social Insurance Agency of Latvia,
average survivor's pension, derived from
monthly data. For 2024 — we assume it
grows as the average gross monthly wage
in the economy (lagged).

Family benefits, weighed average,
EUR

$f bfa

bfaot

209.3

219.5

231.8

245.5

State Social Insurance Agency of Latvia,
weighted average of state family benefit,
childcare benefit, maternity benefit,
childbirth benefit, paternity benefit and
parental benefit. The value for the latest
year is computed by multiplying the
value of 2023 by the AMECO forecast
for the growth of the nominal
compensation per employee, total
economy.
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Name Notation used in  Applied to 2021 2022 2023 2024 Source
the model variables

Average hourly wage, Agriculture . . .

and Fishing (lindi = 1), units of  Ji—nourly_wage_lin yem (ifemployedin 5 /oy 537 7400  7.839

. di_1 the private sector)

national currency
Average hourly wage, Mining, . yem (if employed in

Manufact. and Utilities (lindi = 2), 3{—20””3’—""""“—“” the private sector) ~ 8.630 9705 11183  11.846

units of national currency -
Average hourly wage, . yem (if employed in

Construction (lindi = 3), units of 3}‘_20urly_wage_lm the private sector) 9.633 10.422 13.185 13.967

national currency -
Average hourly wage, Wholesale . yem (if employed in

and retail (lindi = 4), units of 3}‘_20urly_wage_lm the private sector) 8.425 9.387 10.756 11.394

national currency - Computed from ESTAT tables
Average hourly wage, Hotels and $f_hourly_wage_lin yem (if employed in nama_10 a64 (wages) and
restaurants (lindi = 5), units of d4i’5 - = the private sector) 6.015 7.624 8.041 8.518 nama_10_a64 e (hours worked). The
national currency - value for the latest year is computed by
Average hourly wage, Transport $f hourly wage lin yem (if employed in multiplying the value of 2023 by the
and communication (lindi = ), S.—¢ Y WaQC_lIN the private sector) ~ 11.637  12.915  16.374  17.344 AMECO forecast for nominal
units of national currency - compensation per employee, total
Average hourly wage, Financial . yem (if employed in economy

intermediation (lindi = 7), units of gr_gourly_wage_lln the private sector) 14.653 16.226 17.265 18.288

national currency -
Average hourly wage, Real estate . yem (if employed in
and business (lindi = 8), units of gif_gourly_wage_lm the private sector) 10.374 11.926 14.379 15.231

national currency -
Average hourly wage, Public . yem (if employed in
administ. and defence (lindi = 9), iif_gourly_wage_lm the private sector) 4.862 5.217 11.190 11.853

units of national currency -
Average hourly wage, Education . yem (if employed in

lindi = 10), units of national S 10Uy Wage_lin 4o it sector) 16244 16270 7.817  8.280

P

currency

di_10
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Notation used in  Applied to

Name - 2021 2023 Source

the model variables
Average hourly wage, Health and . yem (if employed in
social work (lindi = 11), units of Scljs:‘_ﬁurly_wage_lm the private sector) 11.261 11.295
national currency -
Average hourly wage, Other (lindi $f_hourly_wage_lin yem (if employed in 8.134 11.740
= 12), units of national currency  di_12 the private sector) ' '
Table A2: Uprating indices in 2021-2023 (Index = 100 in 2020)
Name Notation used in the 2022 2023 2024

model

Harmonised CPI (index 2015=100) $f_cpi 1.172 1.279 1.299!
HICP - actual rentals for housing, item CP041 (index 1
2015=100) $f_house 1.029 1.059 1.076
Average monthly wage in the economy, gross, EUR $f_wageoffic 1.075 1.204 1.2752
Average monthly wage in the public sector, gross, EUR $f_wageoffic_pu 1.062 1.201 1.272?
Average monthly wage in the economy, gross, EUR (with one $f wageoffic_1 1117 1.201 1.345
year lag)
Average compensation per employee, total in the economy, $f wagena 1.130 1313 13912
based on national accounts, EUR per year per employee
Average compensation per employee in the private sector, $f wagena_pr 1158 1354 1 4322
based on national accounts, EUR per year per employee
Average compensation per employee, total in the economy,
based on national accounts, EUR per year per employee (with $f wagena_ 1 1.074 1.214 1.410
one year lag)
Unemployment benefit, average monthly benefit, EUR $f_bun 1.169 1.350 1.4302
Social assistance benefit, weighed average, EUR $f_bsa 0.657 1.086 1.086
Property tax, average monthly payment, EUR $f_tpr 1.017 1.040 1.040
Disposable income, average per household per month, EUR  $f_yds 1.082 1.212 1.2832
Old-age pension - taxable part, based on average pension, EUR $f_poatx_av 1.140 1.298 1.4523
Disability pension - taxable part, based on average pens'on’$f_pditx_av 1156 1293 1 448

EUR
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Notation used in the

Name 2022 2023 2024
model

Etdjr\élvors pension - taxable part, based on average pens'on'$f_psutx_av 1.166 1.420 1.5903

Family benefits, weighed average, EUR $f bfa 1.049 1.107 1.1912

Avera_ge hourly wage, Agriculture and Fishing (lindi = 1), units $f_hourly_wage_lindi 1 1.2106 1.3704 1.4517

of national currency

Avera_ge hourly wage, Mining, Manufact. and Utilities (lindi :$f_hourly_wage_lindi_2 11246 1.2958 13727

2), units of national currency

gﬁ;%t;hourly wage, Construction (lindi = 3), units of national $f_hourly_wage_lindi_3 1.0819 1.3687 1.4499

Avo_'erage hourly wage, Wholesale and retail (lindi = 4), units of $f_hourly_wage_lindi_4 11142 1.9767 1.3524

national currency

Average hourly wage, Hotels and restaurants (lindi = 5), units $f_hourly wage_lindi_5 1.9675 13368 1.4161

of national currency

Average ho_urly wage, Transport and communication (lindi = 6), $f_hourly wage_lindi_6 1.1098 1.4071 1.4904

units of national currency

Avera_ge hourly wage, Financial intermediation (lindi = 7), units $f_hourly_wage_lindi_7 1.1074 11783 1.2481

of national currency

Avera_ge hourly wage, Real estate and business (lindi = 8), units $f_hourly_wage_lindi_8 11496 13861 1.4682

of national currency

Av_erage ho_urly wage, Public administ. and defence (lindi = 9), $f_hourly_wage_lindi 9 1073 23015 2 4379

units of national currency

g\ﬁ;%i hourly wage, Education (lindi = 10), units of national $f_hourly_wage_lindi_10 1.0016 0.4812 0.5097

Average hourly wage, Health and social work (lindi = 11), units -

of national currency $f_hourly_wage_lindi_11 1.042 1.003 1.0625

Average hourly wage, Other (lindi = 12), units of national $f_hourly_wage_lindi_12 1.2031 1.4433 15289

currency

Notes: (1) AMECO forecast for HICP change in 2024; (2)the AMECO forecast for the growth of nominal compensation per employee, total economy; (3) Assume
growth equal to the growth of the average wage.
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ANNEX 2. PoLICY EFFECTS IN 2021-2022, 2022—2023 AND 20232024

Table Al, Figure Al1.1. and Al.2. show the effect of policy changes in 2021-2022 on mean
equivalised household disposable income by income component and income decile group, as a
percentage of mean equivalised household disposable income in 2021. Table A2, Figure A2.1 and
A2.2 show the effect of policy changes in 2022—-2023. Table A3, Figure A3.1 and A3.2 show the
effect of policy changes in 2023-2024.

Each policy system has been applied to the same input data, deflating monetary parameters of
Year 2 policies (i.e., 2022 in case of Table Al and Figure A1.1 and Al1.2, 2023 in case of Table
A2 and Figure A2.1 and A2.2, and 2024 in case of Table A3 and Figure A3.1 and A3.2) by
Eurostat’s Harmonized Index of Consumer Prices (HICP) — 17.2% in case of 2022, 9.1% in case
of 2023 and 1.6% in case of 2024’

" Actual HICP change in 2022 and 2023, and EC forecast for HICP change in 2024.
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Table Al: Policy effects in 2021 — 2022, using the CPl-indexation, %

Decile Original Public Means- Non  Employee  Self-  Direct Disposable

income pensions tested  means- SIC employed taxes income
benefits  tested SIC
benefits
1 0.00 -1.93 10.88 -3.09 0.00 -0.16 0.53 6.24
2 0.00 -1.57 0.94 -2.25 0.00 -0.10 0.66 -2.33
3 0.00 -1.45 0.14 -1.95 0.00 -0.07 0.77 -2.55
4 0.00 -1.07 0.02 -1.60 0.00 -0.05 0.37 -2.32
5 0.00 -0.72 0.00 -1.58 0.00 -0.07 -0.04 -2.41
6 0.00 -0.74 0.00 -1.45 0.00 -0.05 -0.15 -2.40
7 0.00 -0.71 0.00 -1.08 0.00 -0.07 -0.17 -2.03
8 0.00 -0.65 0.00 -0.96 0.00 -0.02 -0.34 -1.97
9 0.00 -0.63 0.00 -0.80 0.00 -0.13 -0.32 -1.87
10 0.00 -0.71 0.00 -0.51 -0.08 -0.13 0.02 -1.41
Total 0.00 -0.83 0.34 -1.14 -0.02 -0.09 -0.01 -1.75

Notes: shown as a percentage change in mean equivalised household disposable income by
income component and income decile group. Income decile groups are based on equivalised
household disposable income in 2021, using the modified OECD equivalence scale. Each policy
system has been applied to the same input data, deflating monetary parameters of 2022 policies
by 17.2% - Eurostat’s Harmonized Index of Consumer Prices (HICP) in 2022. Fiscal measures
implemented during the emergency situation related to the COVID-19 pandemic are not included
in the analysis of PET.
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Figure A1.1: Policy effects in 2021 — 2022, using the CPI-indexation, %
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Note: Fiscal measures implemented during the emergency situation related to the COVID-19
pandemic are not included in the analysis of PET.

Figure A1.2: Policy effects in 2021 — 2022, nominal, %
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Note: Fiscal measures implemented during the emergency situation related to the COVID-19
pandemic are not included in the analysis of PET.

Policies implemented in 2022 produced a positive and progressive nominal effect on disposable
income — disposable income increased in all deciles but the increase was larger in the bottom
deciles. However, due to the high inflation in 2022 the effect of the implemented reforms turns to
negative (except the first decile of income distribution) and regressive with the larger decrease in
the bottom deciles.

The main contribution to the increase in nominal income came from public pension and means-
tested benefits. Changes in pensions had a progressive effect on income, mainly due to pension
indexation rules, which imply a larger proportional increase in low pensions.

Means-tested benefits had a positive nominal effect on disposable income in the bottom deciles,
which was driven by the changes in the formula for calculating the amount of the housing benefit,
namely the certain coefficients were applied to the total sum of GMI levels of all household
members. It improved the availability of the housing benefit by providing the opportunity to
receive this benefit to a larger range of people with higher incomes.

The maximum size of the non-taxable allowance in 2022 was further increased, while the income
level above which the basic allowance is not applied was not changed. Non-taxable minimum
income for pensioners was also increased producing a positive and progressive nominal impact
on disposable income. The smaller nominal effect of direct taxes in the bottom deciles is due to a
smaller proportion of employed individuals and due to the fact that for many low wage earners
their income was fully covered by non-taxable allowances that were effective before the reform,
hence they do not gain from changes in the differentiated non-taxable allowance that came into
force in 2022.

The nominal effect of non means-tested benefits was regressive with negative and larger effect in
the bottom deciles and positive and larger effect in the top deciles of income distribution. Such
effect is driven by the changes in two types of non means-tested benefits, i.e. state family benefit
and the short-time aid for families with children and recipients of pensions and state social
security benefits. State family benefit has been reformed, changing the amount and conditions of
granting the state family benefit, while the supplementary payments to the state family benefits
were abolished. State-family benefit is non means-tested therefore changes in the state family
benefit produced a positive and progressive nominal effect on disposable income across all
income deciles groups. In turn lower amount of the short-time aid for families with children and
recipients of pensions and state social security benefits in 2022 compared to 2021 produced a
negative and regressive nominal effect on disposable income.

The nominal effect of self-employed SIC was slightly negative due to the increase of the SIC rate
for pension insurance. The negative effect is higher in the first decile of income distribution due
to the higher proportional decrease for low self-employment income earners.

The negative nominal effect of employee SIC and self-employed SIC in the top decile of income
distribution is driven by the increased income ceiling for employees and self-employed for
obligatory social insurance contributions.

Fiscal measures implemented during the emergency situation related to the COVID-19 pandemic
are not included in the analysis of PET.
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Table A2: Policy effects in 2022 — 2023, using the CPl-indexation, %

Decile Original Public Means- Non  Employee  Self-  Direct Disposable
income pensions tested  means- SIC employed taxes income
benefits  tested SIC
benefits
1 0.00 2.15 -4.10 -2.22 0.00 -0.04 0.13 -4.07
2 0.00 1.94 -2.07 -2.06 0.00 0.03 0.07 -2.09
3 0.00 1.62 -0.91 -1.89 0.00 -0.02 0.04 -1.17
4 0.00 0.97 -0.03 -1.48 0.00 -0.02 -0.12 -0.67
5 0.00 0.59 -0.03 -1.53 0.00 -0.03 -0.26 -1.27
6 0.00 0.44 0.00 -1.08 0.00 -0.04 -0.33 -1.01
7 0.00 0.41 0.00 -0.83 0.00 -0.01 -0.28 -0.71
8 0.00 0.22 0.00 -0.77 -0.01 -0.03 -0.32 -0.92
9 0.00 0.14 0.00 -0.61 -0.01 -0.03 -0.28 -0.79
10 0.00 -0.10 0.00 -0.28 0.10 -0.03 -0.21 -0.51
Total 0.00 0.46 -0.27 -0.93 0.02 -0.02 -0.21 -0.95

Notes: shown as a percentage change in mean equivalised household disposable income by
income component and income decile group. Income decile groups are based on equivalised
household disposable income in 2022, using the modified OECD equivalence scale. Each policy
system has been applied to the same input data, deflating monetary parameters of 2023 policies
by 9.1% - Eurostat’s Harmonized Index of Consumer Prices (HICP) in 2023. Fiscal measures
implemented during the emergency situation related to the COVID-19 pandemic are not included
in the analysis of PET.
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Figure A2.1: Policy effects in 2022 — 2023, using the CPI-indexation, %
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pandemic are not included in the analysis of PET.
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Figure A2.2: Policy effects in 2022 — 2023, nominal, %
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Note: Fiscal measures implemented during the emergency situation related to the COVID-19
pandemic are not included in the analysis of PET.

The effect of policies implemented in 2023 was negative and regressive — disposable income
decreased in all deciles but the decrease was larger in the bottom deciles. The nominal effect
positive and progressive— with the larger increase in the bottom deciles than in the top deciles
(except for the first decile, where the effect was positive but slightly lower than in the 2™ 4%
deciles).

The main contribution to the decrease in income came from means-tested benefits and non means-
tested benefits.

The effect of non means-tested benefits was regressive with negative and larger effect in the
bottom deciles of income distribution. Such effect is driven by the short time aid that was
disbursed in 2022 to families with children and recipients of pensions and state social security
benefits as well as to vaccinated persons aged above 60 years. There are two main explanations
for the regressivity of the effect. First, there is a relatively high proportion of pensioners in the
bottom deciles. Secondly, the short time aid for families with children amounts a fixed amount
per child resulting in a larger proportional decrease in bottom deciles.

The effect of means-tested benefits was regressive with negative effect in the bottom deciles of
income distribution. This is mainly explained by the changes in the formula for calculating the
amount of the housing benefit, namely the coefficients applied to the total sum of GMI levels of
all household members. Taking into account that these coefficients were applied for the whole
year 2022, but in 2023 only for the first 5 months, in 2022 the housing benefit was available to a
larger range of people with higher incomes.
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The positive and progressive effect of public pensions (both nominal and using the CPI-
indexation) is explained by pension indexation rules, i.e., only pensions below a certain threshold
are indexed, that produce a proportionally stronger effect on low pensions. However, due to the
high inflation in 2023 the effect of the pension indexation turns to be negative in the top decile of
income distribution.

The maximum size of the non-taxable allowance in 2023 was further increased and non-taxable
minimum income for pensioners was also increased altogether producing a positive and
progressive nominal impact of the direct taxes on disposable income. The smaller nominal effect
of direct taxes in the bottom deciles is due to a smaller proportion of employed individuals and
due to the fact that for many low wage earners their income was fully covered by non-taxable
allowances that were effective before the reform, hence they do not gain from changes in the
differentiated non-taxable allowance that came into force in 2023. The effect of the changes in
the direct taxes using the CPI-indexation is progressive but positive only for three bottom deciles
of income distribution.

The progressive nominal effect of self-employed SIC in the bottom deciles of income distribution
is driven by the increase of the minimum wage in 2023 which also determines the increase of the
income threshold above which the self-employed SICs are paid in the general regime, but below
which SICs are paid only for pension insurance at the lower rate than the general one.

Table A3: Policy effects in 2023 — 2024, using the CPI-indexation, %

Decile Original Public Means- Non  Employee  Self-  Direct Disposable

income pensions tested means- SIC employed taxes income
benefits  tested SIC
benefits
1 0.00 2.54 -1.73 -1.54 0.00 0.15 -0.10 -0.68
2 0.00 2.46 -0.26 -0.86 0.00 0.08 -0.22 1.19
3 0.00 2.05 -0.01 -0.44 0.00 -0.01 -0.45 1.13
4 0.00 1.32 -0.01 -0.12 0.00 0.08 -0.44 0.83
5 0.00 0.86 0.00 0.00 0.00 0.01 -0.37 0.50
6 0.00 0.66 0.00 0.13 0.00 0.02 -0.34 0.48
7 0.00 0.65 0.00 0.15 -0.01 0.00 -0.33 0.47
8 0.00 0.44 0.00 0.32 -0.01 -0.01 -0.27 0.47
9 0.00 0.34 0.00 0.30 0.00 -0.01 -0.23 0.40
10 0.00 0.15 0.00 0.22 0.02 -0.02 -0.14 0.23
Total 0.00 0.72 -0.06 0.06 0.00 0.01 -0.27 0.46

Notes: shown as a percentage change in mean equivalised household disposable income by
income component and income decile group. Income decile groups are based on equivalised
household disposable income in 2023, using the modified OECD equivalence scale. Each policy
system has been applied to the same input data, deflating monetary parameters of 2024 policies
by 1.6% - European Commission’s forecast for Harmonized Index of Consumer Prices (HICP) in
2024,
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Figure A3.1: Policy effects in 2023 — 2024, using the CPI-indexation, %
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Figure A3.2: Policy effects in 2023 — 2024, nominal, %
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The effect of policies implemented in 2024 was negative in the first decile of income distribution
and positive and progressive starting from the second decile of income distribution — disposable
income increased in all deciles (except the first decile) but the increase was larger in the bottom
deciles.

The main contribution to the increase in disposable income came from public pensions but the
main contribution to the decrease in income came from means-tested benefits and non means-
tested benefits (only for the 153" deciles of income distribution).

The positive and progressive effect of public pensions is explained by pension indexation rules,
i.e., only pensions below a certain threshold are indexed, that produce a proportionally stronger
effect on low pensions.

The effect of non means-tested benefits is regressive. The negative effect for the 153" deciles of
income distribution is explained by the financial support paid during the first five months of 2023
to compensate for the increase in energy prices. The amount of the financial support per month
depended on the amount of pension, compensation and the state social security benefit received:
larger amount of the financial support paid to the recipients of lower pensions and benefits. This
design of the financial support explains the regressivity of the effect.

The effect of non means-tested benefits turns to be positive starting from 5" decile of income
distribution. This is driven by the change in the parental benefit policy, namely the introduction
of the two—months non-transferable parts which can be used by each parent but only if a parent
is on parental leave (i.e., does not earn income as an employee or self-employed person). We see
this effect when we compare policy effects in 2023 2024 because in EUROMOD we assume that
for children born on or after 1 January 2023 all parents choose to receive the benefit for the total
duration of 19 months which provides a 15-months long basic portion of the benefit. This implies
that only the basic portion is paid during 2023 and the non-transferable parts can be received in
2024.We assume in simulations that before the introduction of the two—months non-transferable
parts, some fathers (unless they are not lonely fathers) use their right to receive parental benefit
in a smaller amount but continue to work. The simulation of the two—months non-transferable
parts results in the higher amount of the parental benefit for fathers (because fathers do not work
while being on parental leave) and positive effect of non means-tested benefits.

The effect of means-tested benefits was regressive with negative effect in the bottom deciles of
income distribution. This is mainly explained by the changes in the formula for calculating the
amount of the housing benefit, namely the coefficients applied to the total sum of GMI levels of
all household members. These coefficients were applied for the first 5 months in 2023 and no
longer applied in 2024. Therefore in 2023 the housing benefit was available to a larger range of
people with higher incomes.

The small, negative and regressive effect of direct taxes is driven by the increase in the public
pensions due to annual indexation. The smaller negative effect of direct taxes in two bottom
deciles is due to the fact that for many recipients of low pensions their pensions were fully (or the
greater part of pensions) covered by non-taxable allowance. Therefore, the additional tax they pay
after indexation makes up a proportionally smaller part of their pensions.

The progressive nominal effect of self-employed SIC is driven by the increase of the minimum
wage in 2024 which also determines the increase of the income threshold above which the self-
employed SICs are paid in the general regime, but below which SICs are paid only for pension
insurance at the lower rate than the general one.
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ANNEX 3. VALIDATION TABLES
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Table A3.1. Original income in EUROMOD - Number of recipients (thousands)

Simulated EUROMOD External Ratio
(Y/N) 2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023
Employement income (Darba neméja N 982 982 982 982 776 791 793 NaN 1.27 1.24 1.24 NaN
vidéjie bruto ménesa ienakumi)
(yem)
Self-employment income N 75 75 75 75 119 124 124 NaN 0.63 0.61 0.60 NaN

(Pasnodarbinata vidéjie bruto
ménesa ienakumi) (yse)

Investment income (Procenti, N 273 273 273 273 NaN NaN NaN NaN NaN NaN NaN NaN
dividendes, pelna no 1pasuma dalam
uznémumos) (yiy)

Private pensions (lenémumi no N 22 22 22 22 NaN NaN NaN NaN NaN NaN NaN NaN
privatajiem pensiju fondiem) (ypp)

Property income (lenakumi no N 74 74 74 74 NaN NaN NaN NaN NaN NaN NaN NaN
Tpasuma) (ypr)

Other income received by children N 13 13 13 13 NaN NaN NaN NaN NaN NaN NaN NaN

under 16 (Citi ienakumi, ko sanéma
bérni jaunaki par 16 gadiem) (yot)
Regular inter-household cash N 93 93 93 93 NaN NaN NaN NaN NaN NaN NaN NaN
transfers received (Sanemtie ménesa
regularie starpmajsaimniecibu
transferti) (ypt)

Regular interhousehold cash N 78 78 78 78 NaN NaN NaN NaN NaN NaN NaN NaN
transfers paid (Regularie transferti
majsaimniecibu starpa) (xmp)

Continued...

Source Comments

Employement income (Darba neméja CSB, LFS, number of employees, sum of those employed (darbinieki(darba némeji)) in the main job and -
vidéjie bruto ménesa ienakumi) the secondary job (NBLO70. Nodarbinatie péc statusa un dzimuma); amount - Eurostat, National
(yem) accounts, wages and salaries (D11), mill EUR [nama_10_gdp]
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Continued...

Source Comments

Self-employment income Eurostat, national accounts, Self-employed national concept (Employment by A*10 industry -
(Pasnodarbinata vidéjie bruto breakdowns, nama_10_al0_e)
meénesa ienakumi) (yse)

Investment income (Procenti, - -
dividendes, pe/na no ipasuma dalam

uznémumos) (yiy)

Private pensions (lenémumi no - -
privatajiem pensiju fondiem) (ypp)

Property income (lenakumi no - -
Tpasuma) (ypr)

Other income received by children
under 16 (Citi ienakumi, ko sanéma
bérni jaunaki par 16 gadiem) (yot)
Regular inter-household cash - -
transfers received (Sanemtie ménesa

regularie starpmajsaimniecibu

transferti) (ypt)

Regular interhousehold cash - -
transfers paid (Regularie transferti
majsaimniecibu starpa) (xmp)
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Table A3.2. Original income in EUROMOD - Annual amounts (millions)

Simulated EUROMOD External Ratio
(Y/N) 2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023
Employement income (Darba neméja N 12,951 14,267 16,562 17,544 12,967 14,597 16,979 NaN 1.00 0.98 0.98 NaN
vidéjie bruto ménesa ienakumi)
(yem)
Self-employment income N 503 583 682 722 NaN NaN NaN NaN NaN NaN NaN NaN

(Pasnodarbinata videjie bruto
meénesa ienakumi) (yse)

Investment income (Procenti, N 223 223 223 223 NaN NaN NaN NaN NaN NaN NaN NaN
dividendes, pelna no ipasuma dajam
uznémumos) (yiy)

Private pensions (lenémumi no N 31 31 31 31 NaN NaN NaN NaN NaN NaN NaN NaN
privatajiem pensiju fondiem) (ypp)

Property income (lenakumi no N 166 171 176 179 NaN NaN NaN NaN NaN NaN NaN NaN
Tpasuma) (ypr)

Other income received by children N 6 6 7 7 NaN NaN NaN NaN NaN NaN NaN NaN

under 16 (Citi ienakumi, ko sanéma
bérni jaunaki par 16 gadiem) (yot)
Regular inter-household cash N 187 201 225 238 NaN NaN NaN NaN NaN NaN NaN NaN
transfers received (Sanemtie ménesa
regularie starpmajsaimniecibu
transferti) (ypt)

Regular interhousehold cash N 136 159 173 176 NaN NaN NaN NaN NaN NaN NaN NaN
transfers paid (Regularie transferti
majsaimniecibu starpa) (xmp)
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Table A3.3. Direct taxes and SIC - Number of payers (thousands)

Simulated

(Y/N)

2021

EUROMOD

2022

2023

2024

2021

SILC

2022

2023

2024

Ratio

2021 2022 2023 2024

2021

External

2022

2023

Ratio

2024 2021 2022 2023 2024

Income tax (ledzivotaju ienakuma Y 1,097 1,019 1,014 1,051 0 0 0 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
nodoklis) (tin_s)

Solidarity tax by employee (txcee_s) 10 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
Solidarity tax by self-employed (txcse_s) 0 0 0 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
Corporate income tax (tbs) N 18 18 18 18 18 18 18 18 1.00 1.00 1.00 1.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
Property tax (Nekustama Tpasuma un N 725 725 725 725 725 725 725 725/ 1.00 1.00 1.00 1.00 NaN NaN NaN NaN[ NaN NaN NaN NaN

zemes nodoklis) (tpr)

(Socialas apdrosinasanas obligatas
iemaksas darba néméjiem) (tscee_s)

Self-employed social insurance
contribution (Socialas apdrosinasanas

obligatas iemaksas pasnodarbinatajiem)
(tscse_s)

Employer social insurance contribution

(Socialas apdrosinasanas obligatas
iemaksas darba deveéjiem) (tscer_s)

Employee social insurance contribution

982

982

982

982

911

911

911

0

911

0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00

1.08 1.08 1.08 1.08

815

814

815

815

NaN

NaN

1.20 1.21 1.20 NaN

215 191 1.85 NaN

1.20 1.21 1.20 NaN

Minimum amount of SICs to be paid by

employer on behalf of employee
(tscmm_s)

0.00 0.00 0.00 0.00

NaN NaN NaN NaN

Employer solidarity tax (Darba devéja

solidaritates nodoklis) (txcer_s)

0.00 0.00 0.00 0.00

NaN NaN NaN NaN

127



Continued...

Source Comments

Income tax (ledzivotaju ienakuma Eurostat (Taxes on individual or household income) [gov_10a_taxag] -
nodoklis) (tin_s)
Solidarity tax by employee (txcee_s) - -

Solidarity tax by self-employed (txcse_s) - -

Corporate income tax (tbs) - R

Property tax (Nekustama Tpasuma un - -
zemes nodoklis) (tpr)

Employee social insurance contribution  VID (averge over months), https://www.vid.gov.lv/ru/statistika/darba-nemeju- -
(Socialas apdrosinasanas obligatas skaits, Eurostat (Compulsory employees? actual social contributions)
iemaksas darba néméjiem) (tscee_s) [gov_10a_taxag]

Self-employed social insurance VID, Eurostat (Compulsory actual social contributions by the self-employed) -
contribution (Socialas apdrosinasanas
obligatas iemaksas pasnodarbinatajiem)

(tscse_s)

Employer social insurance contribution  VID, https://www.vid.gov.lv/ru/statistika/darba-nemeju-skaits, Eurostat
(Socialas apdrosinasanas obligatas (Compulsory employers? actual social contributions)
iemaksas darba devéjiem) (tscer_s)

Minimum amount of SICs to be paid by - -
employer on behalf of employee
(tscmm_s)

Employer solidarity tax (Darba devéja - -
solidaritates nodoklis) (txcer_s)
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Table A3.4. Direct taxes and SIC - Annual amounts (millions)

Simulated EUROMOD Ratio External Ratio

(Y/N) 2021 2022 2023 p1p2) 2021 2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023 2024
Income tax (ledzivotaju ienakuma Y 2,151 2,323 2,794 3,049 NaN NaN NaN NaN| NaN NaN NaN NaN 2,009 2,265 NaN NaN| 1.07 1.03 NaN NaN
nodoklis) (tin_s)
Solidarity tax by employee (txcee_s) Y 16 13 25 31 NaN NaN NaN NaN| NaN NaN NaN NaN NaN NaN NaN NaN| NaN NaN NaN NaN
Solidarity tax by self-employed Y 1 1 2 3 NaN NaN NaN NaN[ NaN NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
(txcse_s)
Corporate income tax (tbs) N 22 22 22 22 22 22 22 22| 1.00 1.00 1.00 1.00 NaN NaN NaN NaN| NaN NaN NaN NaN
Property tax (Nekustama ipasuma N 74 75 77 77 74 74 74 74, 100 1.02 1.04 104 NaN NaN NaN NaNf NaN NaN NaN NaN

un zemes nodoklis) (tpr)

Employee social insurance Y 1,333 1,474 1,702 1,799 NaN NaN NaN NaN| NaN NaN NaN NaN 937 1,089 NaN NaN| 1.42 1.35 NaN NaN
contribution (Socialas
apdrosinasanas obligatas iemaksas
darba néméjiem) (tscee_s)

Self-employed social insurance Y 73 99 117 127 NaN NaN NaN NaN[ NaN NaN NaN NaN 43 52 NaN NaN| 1.70 1.91 NaN  NaN
contribution (Socialas
apdrosinasanas obligatas iemaksas
pasnodarbinatajiem) (tscse_s)

Employer social insurance Y 2,995 3,312 3,823 4,041 2,707 2,707 2,707 2,707 1.11 1.22 141 1.49 2,211 2,469 NaN NaN| 1.35 1.34 NaN NaN
contribution (Socialas
apdrosinasanas obligatas iemaksas
darba devéjiem) (tscer_s)

Minimum amount of SICs to be paid Y NaN 17 38 51 NaN NaN NaN NaN| NaN NaN NaN NaN NaN NaN NaN NaN| NaN NaN NaN NaN
by employer on behalf of employee
(tscmm_s)

Employer solidarity tax (Darba Y 23 18 35 a4 NaN NaN NaN NaN[ NaN NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
devéja solidaritates nodoklis)
(txcer_s)
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Table A3.5. Benefits - Number of recipients (thousands)

Simulated EUROMOD SILC Ratio External Ratio
(Y/N) 2021 2022 2023 2024 2022 2023 2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023 2024
Old-age pension (Vecuma pensija) N 436 436 436 436 436 436 436 436, 1.00 1.00 1.00 1.00 441 436 434 NaN! 099 1.00 1.00 NaN
(poatx)
Old-age state social security benefit Y 1 1 1 1 1 1 1 1/ 1.00 1.00 1.00 1.00 2 3 4 NaN| 0.33 0.26 0.21 NaN

(Valsts sociala nodrosinajuma pabalsts
saistiba ar vecumu) (poass_s)

Survivor's pension (Pensija par N 26 26 26 26 26 26 26 26/ 1.00 1.00 1.00 1.00 15 15 15 NaN! 1.69 1.69 1.69 NaN
apgadnieka zaudéjumu) (psutx)
State social security benefit for a survivor Y 1 1 1 1 1 1 1 1/ 1.00 1.00 1.00 1.00 0 0 0 NaN| 2.53 249 239 NaN

(Valsts sociala nodrosinajuma pabalsts
apgadnieka zaudésanas gadijuma)

(psuss_s)
Disability pension (Invaliditates pensija) N 75 75 75 75 75 75 75 75/ 1.00 1.00 1.00 1.00 75 75 76 NaN| 1.00 1.00 0.99 NaN
(pditx)
State social security benefit in case of Y 19 19 19 19 19 19 19 19/ 1.00 1.00 1.00 1.00 19 20 20 NaN| 1.00 0.99 0.99 NaN

disability (Valsts sociala nodrosinajuma
pabalsts invaliditates gadijuma) (pdiss_s)

Guaranteed minimum income benefit Y 25 44 33 36 13 13 13 13| 190 3.31 2.52 277 25 58 33 NaN| 1.00 0.75 1.00 NaN
(Garantéta minimala ienakuma pabalsts)

(bsamm_s)

Housing benefit (Dzivokl|a pabalsts) Y 60 73 74 62 47 47 47 47| 1.26 154 157 1.30 60 73 80 NaN| 1.00 1.00 0.93 NaN
(bho_s)

Unemployment benefit (Bezdarbnieka Y 164 165 166 167 178 178 178 178/ 0.92 0.93 0.94 0.9 91 87 86 NaN| 1.81 1.89 1.94 NaN
pabalsts) (bun00_s)

Other unemployment-related benefits N 30 30 30 30 30 30 30 30/ 1.00 1.00 1.00 1.00 NaN NaN NaN NaN| NaN NaN NaN NaN
(Citi ar bezdarbu saistitie pabalsti)

(bunot)

Sickness benefit (Slimibas pabalsts) (bhl) N 344 344 344 344 344 344 344 344/ 1.00 1.00 1.00 1.00 314 356 246 NaN| 1.10 0.96 1.40 NaN
Education-related allowances (Pabalsti N 27 27 27 27 27 27 27 27/ 1.00 1.00 1.00 1.00 NaN NaN NaN NaN| NaN NaN NaN NaN
saistiti ar izglitibu) (bed)

Child birth benefit (Bérna piedzimsanas Y 15 15 15 15 16 16 16 16| 097 0.97 0.97 0.97 17 16 14 NaN| 0.89 0.97 1.07 NaN
pabalsts) (bfaba_s)

Maternity benefit (Maternitates Y 14 14 14 14 15 15 15 15/ 0.94 094 094 0.94 16 14 13 NaN| 0.87 0.97 1.07 NaN

pabalsts) (bfama_s)



Simulated EUROMOD SILC Ratio External
(Y/N) 2021 2022 2023 2022 2023 2022 2023 2022 2023

Short-time aid for families with children Y 235 235 0 0 244 244 244 244, 0.96 0.96 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
(March 2021 and January-April 2022)
(bfaec_s)
Single-time benefit for recipients of Y 541 541 0 0 469 469 469 469, 1.15 1.15 0.00 0.00 NaN NaN NaN NaN| NaN NaN NaN NaN
pensions and state social security
benefits: financial support during COVID-
19 pandemic (March 2021 and January-
April 2022) (bpeec_s)
A short time aid to partially compensate Y 0 541 541 0 0 0 0 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
for the increase in energy prices (Nov
2022-May 2023) (bpeec01_s)
A short-time aid to vaccinated persons Y 334 376 0 0 354 354 354 354, 0.95 1.06 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
aged 60+ (Nov 2021-March 2022)
(bpeec02_s)
Paternity benefit (Paternitates pabalsts) Y 8 8 8 8 11 11 11 11| 0.74 0.74 0.74 0.74 10 9 11 NaN| 0.82 0.88 0.71 NaN
(bfapl_s)
Parental benefit (Vecaku pabalsts) Y 31 31 31 43 36 36 36 36/ 0.84 0.84 0.84 1.19 34 33 22 NaN| 0.89 094 1.42 NaN
(bfawk_s)
Child care benefit (Bérna kopsanas Y 50 50 50 50 49 49 49 49, 1.03 1.03 1.03 1.03 48 47 44 NaN| 1.05 1.08 1.15 NaN
pabalsts) (bfacc_s)
State family benefit (Gimenes valsts Y 230 230 230 230 240 240 240 240/ 096 0.96 0.96 0.96 232 234 229 NaN| 099 0.98 1.01 NaN
pabalsts) (bfana_s)
Maintenance allowance for children N 27 27 27 27 27 27 27 27, 1.00 1.00 1.00 1.00 NaN NaN NaN NaN| NaN NaN NaN NaN
(substitute of alimony paid by state)
(Uzturlidzekli bérniem (valsts alimenti)
(bfaam)
Other family benefits (Citi gimenes N 29 29 29 29 29 29 29 29/ 1.00 1.00 1.00 1.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
pabalsti) (bfaot)
Non-taxable disability benefits (Ar N 11 11 11 11 11 11 11 11, 1.00 1.00 1.00 1.00 NaN NaN NaN NaN| NaN NaN NaN NaN
nodokli neapliekamie invaliditates
pabalsti) (pdint)
Funeral benefit (ApbédiSanas pabalsts) N 6 6 6 6 6 6 6 6/ 1.00 1.00 1.00 1.00 33 29 26 NaN| 0.18 0.21 0.23 NaN
(bsafu)
Other social assistance benefits (Citi N 75 75 75 75 75 75 75 75 1.00 1.00 1.00 1.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
socialas palidzibas pabalsti) (bsaot)
COVID-19 compensation paid to Y 0 0 0 0 0 0 0 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN| NaN NaN NaN NaN
employees (bwkmcee_s)
COVID-19 compensation paid to self- Y 0 0 0 0 0 0 0 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN
employed (bwkmcse_s)
Supplementary payment to downtime Y 0 0 0 0 0 0 0 0/ 0.00 0.00 0.00 0.00 NaN NaN NaN NaN[ NaN NaN NaN NaN

benefit for dependent child (bwkmcch_s)
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Continued...

Source Comments
Old-age pension (Vecuma pensija) VSAA (average monthly number of recipients), CSB, SDG070. lzdevumi valsts -
(poatx) pabalstiem un pensijam (takst. eiro)
Old-age state social security benefit VSAA -
(Valsts sociala nodrosinajuma pabalsts
saistiba ar vecumu) (poass_s)
Survivor's pension (Pensija par VSAA (average monthly number of recipients); CSB, SDG070. lzdevumi valsts -
apgadnieka zaudéjumu) (psutx) pabalstiem un pensijam (takst. eiro)

State social security benefit for a survivor VSAA
(Valsts sociala nodrosinajuma pabalsts
apgadnieka zaudésanas gadijuma)

(psuss_s)
Disability pension (Invaliditates pensija) VSAA (average monthly number of recipients from the website; CSB, SDG070. -
(pditx) Ilzdevumi valsts pabalstiem un pensijam (tdkst. eiro))

State social security benefit in case of VSAA
disability (Valsts sociala nodrosinajuma
pabalsts invaliditates gadijuma) (pdiss_s)

Guaranteed minimum income benefit local governments, both cash and in-kind -
(Garantéta minimala ienakuma pabalsts)

(bsamm_s)

Housing benefit (Dzivokla pabalsts) local governments, both cash and in-kind -

(bho_s)

Unemployment benefit (Bezdarbnieka VSAA, CSB
pabalsts) (bun00_s)

Other unemployment-related benefits -
(Citi ar bezdarbu saistitie pabalsti)
(bunot)

Sickness benefit (Slimibas pabalsts) (bhl) VSAA, local governments' budgets, CSB (SDG070)

Education-related allowances (Pabalsti -
saistiti ar izglitibu) (bed)

Child birth benefit (Bérna piedzimsanas VSAA, CSB
pabalsts) (bfaba_s)

Maternity benefit (Maternitates VSAA, CSB
pabalsts) (bfama_s)

Short-time aid for families with children -
(March 2021 and January-April 2022)
(bfaec_s)
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Continued...

Source Comments

Single-time benefit for recipients of - -
pensions and state social security

benefits: financial support during COVID-

19 pandemic (March 2021 and January-

April 2022) (bpeec_s)

A short time aid to partially compensate - -
for the increase in energy prices (Nov

2022-May 2023) (bpeec01_s)

A short-time aid to vaccinated persons - -
aged 60+ (Nov 2021-March 2022)

(bpeec02_s)

Paternity benefit (Paternitates pabalsts) VSAA, CSB -

(bfapl_s)

Parental benefit (Vecaku pabalsts) VSAA, CSB -
(bfawk_s)

Child care benefit (Bérna kopsanas VSAA, CSB -
pabalsts) (bfacc_s)

State family benefit (Gimenes valsts VSAA, CSB -

pabalsts) (bfana_s)

Maintenance allowance for children - -
(substitute of alimony paid by state)

(Uzturlidzekli bérniem (valsts alimenti)

(bfaam)

Other family benefits (Citi gimenes - -
pabalsti) (bfaot)

Non-taxable disability benefits (Ar - -
nodokli neapliekamie invaliditates

pabalsti) (pdint)

Funeral benefit (Apbédisanas pabalsts)  CSB: SDG050. Valsts socialie pabalsti (tikst. vienibu); budget exp on benefits -
(bsafu) (SDGO070. Izdevumi valsts pabalstiem un pensijam (tdkst. euro)

Other social assistance benefits (Citi - -
socialas palidzibas pabalsti) (bsaot)
COVID-19 compensation paid to
employees (bwkmcee_s)

COVID-19 compensation paid to self- - -
employed (bwkmcse_s)

Supplementary payment to downtime - -
benefit for dependent child (bwkmcch_s)
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Table A3.6. Benefits - Annual amounts (million)

2021

EUROMOD

2022

2023

2024

Ratio

2021 2022 2023 2024

2021

External

2022

2023

Ratio

2024 2021 2022 2023 2024

Old-age pension (Vecuma pensija)
(poatx)

2,314

2,577

2,891

3,064

2,314

2,314

2,314

2,314

1.00 111 125 132

2,199

2,461

2,805

1.05 105 1.03 WNaN

Old-age state social security benefit
(Valsts sociala nodrosinajuma pabalsts
saistiba ar vecumu) (poass_s)

1.04 104 112 131

0.40 0.32 0.26 NaN

Survivor's pension (Pensija par
apgadnieka zaud&jumu) (psutx)

1.00 112 127 134

123 122 121 NaN

State social security benefit for a survivor
(Valsts sociala nodrosinajuma pabalsts
apgadnieka zaudésanas gadijuma)
(psuss_s)

140 140 151 177

254 238 226 NaN

Disability pension (Invaliditates pensija)
(pditx)

219

245

278

295

219

219

219

219

100 112 127 135

106 106 1.05 NaN

State social security benefit in case of
disability (Valsts sociala nodrosinajuma
pabalsts invaliditates gadijuma) (pdiss_s)

Guaranteed minimum income benefit
(Garantéta minimala ienakuma pabalsts)
(bsamm_s)

106 106 114 133

1.71 283 250 3.09

1.13 106 1.05 NaN

164 121 1.65 NaN

Housing benefit (Dzivokl|a pabalsts)
(bho_s)

Unemployment benefit (Bezdarbnieka
pabalsts) (bun00_s)

250 5.29 369 250

0.84 095 1.03 1.15

242 240 1.04 NaN

198 189 1.87 NaN

Other unemployment-related benefits
(Citi ar bezdarbu saistitie pabalsti)
(bunot)

100 117 135 143

NaN NaN NaN NaN

Sickness benefit (Slimibas pabalsts) (bhl)

1.00 112 120 1.34

0.95 0.92 1.08 NaN

Education-related allowances (Pabalsti
saistiti ar izglitibu) (bed)

1.00 1.00 1.00 1.00

NaN NaN NaN NaN

Child birth benefit (Bérna piedzimsanas
pabalsts) (bfaba_s)

0.97 0.97 0.97 0.97

0.89 0.98 1.07 NaN

Maternity benefit (Maternitates
pabalsts) (bfama_s)

1.01 1.09 1.23 1.43

1.02 1.11 1.23 NaN

Short-time aid for families with children
(March 2021 and January-April 2022)
(bfaec_s)

200

200
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200

0.96 0.38 NaN NaN

NaN NaN NaN NaN



Simulated EUROMOD Ratio External

(Y/N) 2021 2022 2023 2022 2023 2024 2021 2022 2023 2024 2021
Single-time benefit for recipients of Y 108 43 NaN NaN 95 95 95 95| 1.14 0.46 NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
pensions and state social security
benefits: financial support during COVID-
19 pandemic (March 2021 and January-
April 2022) (bpeec_s)

A short time aid to partially compensate Y NaN 22 50 NaN NaN NaN NaN NaN[ NaN NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
for the increase in energy prices (Nov
2022-May 2023) (bpeec01_s)

A short-time aid to vaccinated persons Y 12 22 NaN NaN 7 7 7 7 175 3.15 NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
aged 60+ (Nov 2021-March 2022)

(bpeec02_s)

Paternity benefit (Paternitates pabalsts) Y 4 4 7 8 5 5 5 5/ 075 0.80 1.32 1.53 4 4 7 NaN| 0.95 1.01 0.97 NaN
(bfapl_s)

Parental benefit (Vecaku pabalsts) Y 116 124 151 190 147 147 147 147, 0.79 0.85 1.03 1.29 117 126 132 NaN| 0.99 0.98 1.14 NaN
(bfawk_s)

Child care benefit (Bérna kopsanas Y 56 56 56 56 58 58 58 58/ 096 0.96 0.96 0.96 54 52 48 NaN| 1.04 1.08 1.16 NaN
pabalsts) (bfacc_s)

State family benefit (Gimenes valsts Y 120 216 216 216 133 133 133 133/ 090 163 1.63 163 120 208 211 NaN| 1.00 1.04 1.02 NaN
pabalsts) (bfana_s)

Maintenance allowance for children N 29 29 29 29 29 29 29 29| 1.00 1.00 1.00 1.00 NaN NaN NaN NaN[ NaN NaN NaN NaN

(substitute of alimony paid by state)
(Uzturlidzekli bérniem (valsts alimenti)

(bfaam)

Other family benefits (Citi gimenes N 38 40 42 44 38 38 38 38/ 1.00 1.05 1.11 117 NaN NaN NaN NaN[ NaN NaN NaN NaN
pabalsti) (bfaot)

Non-taxable disability benefits (Ar N 30 33 36 40 30 30 30 30/ 1.00 1.12 120 134 NaN NaN NaN NaN[ NaN NaN NaN NaN

nodokli neapliekamie invaliditates
pabalsti) (pdint)

Funeral benefit (Apbédisanas pabalsts) N 6 6 7 8 6 6 6 6/ 1.00 1.12 120 1.34 26 25 26 NaN| 0.22 0.25 0.26 NaN
(bsafu)

Other social assistance benefits (Citi N 14 9 15 15 14 14 14 14/ 1.00 0.66 1.09 1.09 NaN NaN NaN NaN[ NaN NaN NaN NaN
socialas palidzibas pabalsti) (bsaot)

COVID-19 compensation paid to Y 0 NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
employees (bwkmcee_s)

COVID-19 compensation paid to self- Y 0 NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN NaN NaN NaN NaN[ NaN NaN NaN NaN
employed (bwkmcse_s)

Supplementary payment to downtime Y 0 0 0 0 NaN NaN NaN NaNf NaN NaN NaN NaN NaN NaN NaN NaNf NaN NaN NaN NaN

benefit for dependent child (bwkmcch_s)
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Table A3.7. Distribution of equivalised disposable income

EUROMOD External Ratio

2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023 2024
Decile 1 2.65 2.81 2.62 2.54 2.30 2.30 NaN NaN 1.15 1.22 NaN NaN
Decile 2 431 4.39 4.30 4.27 4.20 4.20 NaN NaN 1.03 1.05 NaN NaN
Decile 3 5.48 5.56 5.50 5.52 5.40 5.40 NaN NaN 1.02 1.03 NaN NaN
Decile 4 6.81 6.87 6.78 6.71 6.70 6.80 NaN NaN 1.02 1.01 NaN NaN
Decile 5 8.00 7.99 7.91 7.96 7.90 8.00 NaN NaN 1.01 1.00 NaN NaN
Decile 6 9.20 9.22 9.22 9.11 9.20 9.30 NaN NaN 1.00 0.99 NaN NaN
Decile 7 10.70 10.67 10.70 10.74 10.70 10.70 NaN NaN 1.00 1.00 NaN NaN
Decile 8 12.64 12.57 12.57 12.60 12.70 12.70 NaN NaN 1.00 0.99 NaN NaN
Decile 9 15.26 15.17 15.33 15.38 15.60 15.60 NaN NaN 0.98 0.97 NaN NaN
Decile 10 24.94 24.75 25.06 25.16 25.20 25.10 NaN NaN 0.99 0.99 NaN NaN
Median 9,795 10,767 12,046 12,695 10,258 11,258 NaN NaN 0.95 0.96 NaN NaN
Mean 10,740 11,837 13,340 14,044 12,033 13,148 NaN NaN 0.89 0.90 NaN NaN
Gini 33.30 32.76 33.47 33.73 34.30 34.00 NaN NaN 0.97 0.96 NaN NaN
$80/20 5.77 5.54 5.83 5.95 6.33 6.20 NaN NaN 0.91 0.89 NaN NaN
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Table A3.8. At-risk-of-poverty rates (%) by sex and age

EUROMOD External Ratio
2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023
Total 8.20 6.83 8.27 8.64 8.70 9.10 NaN NaN 0.94 0.75 NaN NaN
Males 7.85 6.90 7.88 8.23 8.20 8.80 NaN NaN 0.96 0.78 NaN NaN
Females 8.51 6.77 8.60 9.00 9.10 9.30 NaN NaN 0.93 0.73 NaN NaN
Total 14.76 14.32 14.68 14.95 15.80 15.30 NaN NaN 0.93 0.94 NaN NaN
Males 12.61 12.30 12.61 12.81 13.20 13.00 NaN NaN 0.96 0.95 NaN NaN
Females 16.61 16.05 16.45 16.78 18.00 17.30 NaN NaN 0.92 0.93 NaN NaN
Total 21.88 21.41 21.67 21.84 22.50 22.50 NaN NaN 0.97 0.95 NaN NaN
Males 19.00 18.70 18.66 18.88 19.40 19.30 NaN NaN 0.98 0.97 NaN NaN
Females 24.36 23.73 24.24 24.39 25.20 25.30 NaN NaN 0.97 0.94 NaN NaN
Total 29.06 28.58 28.83 29.13 29.30 29.30 NaN NaN 0.99 0.98 NaN NaN
Males 25.82 25.51 25.75 26.10 25.80 25.70 NaN NaN 1.00 0.99 NaN NaN
Females 31.83 31.21 31.48 31.74 32.30 32.40 NaN NaN 0.99 0.96 NaN NaN
0-15 years 15.18 15.05 16.72 16.84 15.70 14.70 NaN NaN 0.97 1.02 NaN NaN
16-24 years 19.16 19.35 20.04 20.30 19.60 20.60 NaN NaN 0.98 0.94 NaN NaN
25-49 years 15.15 14.98 15.16 15.27 14.90 15.60 NaN NaN 1.02 0.96 NaN NaN
50-64 years 23.61 23.25 22.88 23.15 23.50 23.20 NaN NaN 1.00 1.00 NaN NaN
65+ years 37.45 35.85 35.51 35.71 40.50 40.10 NaN NaN 0.92 0.89 NaN NaN
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Table A3.9. Consumption taxes (non-calibrated) - Annual amounts (millions)

Simulated EUROMOD External
(Y/N) 2022 2023 2022 2023 2021 2023

01 Food and non-alcoholic beverages Y 3,279 3,630 4,068 4,274 3,730 4,515 4,515 4,515 0.88 0.80 0.90 0.95
(il_x01)

02 Alcoholic beverages, tobacco, etc. Y 330 364 410 431 1,363 1,585 1,585 1,585 0.24 0.23 0.26 0.27
(il_x02)

03 Clothing and footwear (il_x03) Y 854 939 1,056 1,113 991 1,219 1,219 1,219 0.86 0.77 0.87 0.91
04 Housing, water and fuel (exc. Y 2,024 2,241 2,515 2,644 1,465 2,027 2,027 2,027 1.38 1.11 1.24 1.30
imputed rent) (il_x04)

05 Furnishings, household Y 662 726 815 859 835 936 936 936 0.79 0.78 0.87 0.92

equipment, etc. (il_x05)

06 Health (il_x06) Y 899 996 1,118 1,176 945 1,035 1,035 1,035 0.95 0.96 1.08 1.14
07 Transport (il_x07) Y 1,810 1,985 2,239 2,361 2,068 2,603 2,603 2,603 0.88 0.76 0.86 0.91
08 Communications (il_x08) Y 567 625 703 739 481 574 574 574 1.18 1.09 1.22 1.29
09 Recreation and culture (il_x09) Y 1,247 1,369 1,542 1,626 1,621 2,238 2,238 2,238 0.77 0.61 0.69 0.73
10 Education (il_x10) Y 156 170 193 203 273 348 348 348 0.57 0.49 0.55 0.59
11 Hotels and restaurants (il_x11) Y 712 781 883 932 852 1,467 1,467 1,467 0.84 0.53 0.60 0.64
12 Miscellaneous good and services Y 851 934 1,054 1,111 1,220 1,478 1,478 1,478 0.70 0.63 0.71 0.75

(il_x12)

VAT Total Revenue (il_tva)

Excises Total Revenue (il_tx)

Revenues Excises 0211 - Spirits
(il_tx0211)

Revenues Excises 02121 - Still Wine
(il_tx02121)

Y ‘ 8 8 9 9 21 NaN NaN NaN 0.37 NaN NaN NaN
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Simulated EUROMOD External

(Y/N) 2022 2023 2021 2022 2023 2024 2021 2023
Revenues Excises 02122 - Sparkling Y 0 0 0 0 9 NaN NaN NaN 0.01 NaN NaN NaN
Wine (il_tx02122)
Revenues Excises 0213 - Beer Y 0 0 0 0 51 NaN NaN NaN 0.00 NaN NaN NaN
(il_tx0213)
Revenues Excises 022 - Tobacco Y 99 112 127 126 241 NaN NaN NaN 0.41 NaN NaN NaN
(il_tx022)
Revenues Excises 045 - Energy Y 24 14 14 23 23 NaN NaN NaN 1.05 NaN NaN NaN
(electricity, natural gas, coal-coke )
(il_tx045)
Revenues Excises 0451 - Electricity Y 2 2 1 2 5 NaN NaN NaN 0.35 NaN NaN NaN
(il_tx0451)
Revenues Excises 04521 - Natural Y 5 3 2 9 18 NaN NaN NaN 0.28 NaN NaN NaN
Gas (il_tx04521)
Revenues Excises All Energy Y 310 241 297 312 580 NaN NaN NaN 0.53 NaN NaN NaN
(il_tx045_072)
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Table A3.10. Consumption taxes (calibrated) - Annual amounts (millions)

Simulated EUROMOD External Ratio
(Y/N) 2021 2022 2023 2024 2021 2022 2023 2024 2021 2022 2023

VAT Total Revenue (il_tva_na) Y 2,351 2,974 3,244 3,330 2,880 3,639 3,639 NaN 0.82 0.82 0.89 NaN
Excises Total Revenue (il_tx_na) Y 894 958 1,073 1,049 1,077 NaN NaN NaN 0.83 NaN NaN NaN
Revenues Excises 0211 - Spirits Y 110 124 130 126 156 NaN NaN NaN 0.70 NaN NaN NaN
(il_tx0211_na)

Revenues Excises 02121 - Still Wine Y 32 35 37 35 21 NaN NaN NaN 1.53 NaN NaN NaN
(il_tx02121_na)

Revenues Excises 02122 - Sparkling Y 0 0 1 0 9 NaN NaN NaN 0.05 NaN NaN NaN
Wine (il_tx02122_na)

Revenues Excises 0213 - Beer Y 0 0 0 0 51 NaN NaN NaN 0.00 NaN NaN NaN
(il_tx0213_na)

Revenues Excises 022 - Tobacco Y 408 487 534 514 241 NaN NaN NaN 1.69 NaN NaN NaN
(il_tx022_na)

Revenues Excises 045 - Energy Y 18 12 12 19 23 NaN NaN NaN 0.76 NaN NaN NaN
(electricity, natural gas, coal-coke )

(il_tx045_na)

Revenues Excises 0451 - Electricity Y 1 2 1 1 5 NaN NaN NaN 0.26 NaN NaN NaN
(il_tx0451_na)

Revenues Excises 04521 - Natural Y 4 2 2 8 18 NaN NaN NaN 0.21 NaN NaN NaN
Gas (il_tx04521 na)

Revenues Excises All Energy Y 343 311 371 373 580 NaN NaN NaN 0.59 NaN NaN NaN
(il_tx045_072_na)
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Getting in touch with the EU

In person

All over the European Union there are hundreds of Europe Direct centres. You can find the address of the

centre nearest you online (european-union.europa.eu/contact-eu/meet-us en).

On the phone or in writing

Europe Direct is a service that answers your questions about the European Union. You can contact this
service:

— by freephone: 00 800 6 7 8 9 10 11 (certain operators may charge for these calls),
— at the following standard number: +32 22999696,

— via the following form: european-union.europa.eu/contact-eu/write-us en.

Finding information about the EU
Online

Information about the European Union in all the official languages of the EU is available on the Europa
website (european-union.europa.eu).

EU publications

You can view or order EU publications at op.europa.eu/en/publications. Multiple copies of free
publications can be obtained by contacting Europe Direct or your local documentation centre (european-
union.europa.eu/contact-eu/meet-us en).

EU law and related documents

For access to legal information from the EU, including all EU law since 1951 in all the official language
versions, go to EUR-Lex (eur-lex.europa.eu).

EU open data

The portal data.europa.eu provides access to open datasets from the EU institutions, bodies and
agencies. These can be downloaded and reused for free, for both commercial and non-commercial
purposes. The portal also provides access to a wealth of datasets from European countries.


https://european-union.europa.eu/contact-eu/meet-us_en
https://european-union.europa.eu/contact-eu/write-us_en
https://european-union.europa.eu/index_en
https://op.europa.eu/en/publications
https://european-union.europa.eu/contact-eu/meet-us_en
https://european-union.europa.eu/contact-eu/meet-us_en
https://eur-lex.europa.eu/
https://data.europa.eu/en
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