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1. Tax-benefit system - outline

The purpose of this report is to document the txelit model Euromod as it has
been developed to model the tax-benefit systemhefNetherlands. Put extremely
briefly, Euromod, using as data the income comptmes discussed in chapter 3,
adds simulated benefits (section 2.1) and deduatsalsinsurance contributions
(section 2.2) and income tax (section 2.3) to camplisposable income.

In this introductory chapter we summarize the dutmk benefit system in a few
paragraphs. In these paragraphs, entrigsalits refer to benefits and contributions
simulated by Euromod.

1.1 Income components, benefits

Next to, or, usually, instead of earned incofmages, profits, property income)

persons in the Netherlands may be entitled to egsaieplacing benefits, such as
unemployment and disability benefitdnemployment benefitae paid to employees

when they lose their job, disability benefits asgdato employees when they lose their
ability to work, after one year of sickness. (Enyelis are obliged to pay their

employees at least 70% of their wage during thst firrar of sickness). Upon

retirement before the age of 65 most employeeseatiled to employer provided

early retirement pensions, after the age of 6%ealidents are entitled to a (flat rate)
State pensionin addition to state pensions, most retired enge#gyreceive additional

occupational pensions.

Couples and single parents with dependent chiléwiged below 18 are entitled to
Child benefit. Above 18, students receive scholarships as welktadent loans.
Widow(er)s aged below 65 may be entitledSorvivors’ benefitsSingle persons,
couples and single parents with low or no othermaes existence may be entitled to
Social Assistance BenefifBenant households who pay a relatively high reiith{n
limits) given their (net) income can be eligible Rent Subsidy.

1.2 Taxes and contributions

To pay for all these benefits taxes and socialrarste contributions have to be paid.
Unemployment benefits and disability benefits aail mut ofemployee and employer
contributions to unemployment insurane&d employer contributions to disability
insurance Self-employed pay theelf-employed contribution to disability insurance.
In addition, employees and persons receiving benefiay have to pagmployee
contributions to health insurancehile their employer or benefit agency may be
payingemployer contributions to health insurance.

The basis for calculatingmployee contributions to peoples’ insurance cobotions

is the same as the basis for the calculatiomodme tax(from 2001: income from
work and owned accommodation, Box Ihe earnings transfer allowancahich
employees and persons in receipt of most benedgged below 65, received to
compensate them for increases in these contrilgjtisas abolished from January
2001 Taxable income is calculated taking into accounstnuod the above mentioned
income components (except child benefit and refisisly), deducting employee



contributions to unemployment insurance and selpleged contributions to
disability insurance, but adding employer contritms$ to health insurance, (and
before 2001, the earnings transfer allowance). & laee othemcome tax deductions
(mortgage interest)The remaining taxable income is subject to a tmacketincome
tax scheduleput, depending on the circumstances of the tax+pase-creditsare
awarded for income tax and peoples’ insurance ions. From 200lincome tax
free allowancesind some deductiorfprofessional deductiohsvere abolished.

In table 1.1 and 1.2 we include information on $iee of the simulated instruments
and on the number of recipients/payers. Both ims$eof total amounts as in terms of
number of beneficiaries, the largest benefit is skete pension. As a part of the
peoples’ insurances, it also requires an importaatt of the social insurance
contributions.

Table 1.1 Total amounts and number of recipientbesfefits to be simulated in Euromod
(1998, 2001)

Total Number of
amounts benefit
Type of benefit (x 10° €) Source recipients Source
(x 10°
Child benefits 1998 2.87 (1) 1.82(hh) (2)
2001 3.01 (3) 1.86(hh) (3)
State pension 1998 17.58 (2) 2.28(pers) (2)
2001 20.28 (3) 2.21(pers) (3)
Survivor benefits 1998 1.62 (2) 0.18(pers) (2)
2001 1.51 (3) 0.14(pers) (3)
Social assistance
General (ABW) 1998 4.53 (1) 0.41(hh) (2)
2001 4.27 (3) 0.33(hh) (3)
Elderly or partly disabled 1998 .26 (1) 0.02(hh) (2)

unemployed (IOAW)
0.02(hh) (3)
Rent subsidy 1998 1.33 (2) 1.05(hh) (2)
2001 1.55 (4) 0.99(hh) (4)
(1) Sociale nota 2000, Tweede Kamer der Staten Generaal 1999-2000, 26802.
(2) Statistical yearbook 2000, Statistics Netherlands, Voorburg
(3) Sociale nota 2003, Department of social affairs and employment, www.szw.nl
(4) Department of housing etc, www.datawonen.nl/his
hh: households, pers: persons
1€=2.20371 NLG



Table 1.2. Total amounts and number of personsigayie contributions to be simulated in
Euromod (1998)

Total Number of
amounts persons
(x 10°€) Source contributing
(x 10°
Social insurance contributions:
Unemployment insurance
employee contributions ? 4.7 4)
employer contributions ?
total 1998 6.13 (6)
2001 6.35 (8) 5.9 (11)
Disability insurance
employer contributions 1998 10.8 (6) 5.6 (4)
2001 12.3 (8) 6.0 (11)
self-employed contr. 1998 0.51 (2)
0.36 (3) 0.4% (3)
2001 0.83 (10) 0.8% (10)
Health insurance
employee contributions 1998 2.8 (7) 9.9° (5)
employer contributions 1998 4.6 (7)
total 2001 11.0 (9) 10.3% (5)
Peoples insurances
employee contributions 1998 31.06 (2) n.a.
31.35 (3)
2001 32.05 (10)
Income taxation 1998 21.81 (3) 9.3* (3)
2001 23.34 (10) 6.7° (10)

(2) Statistical yearbook 2000, Statistics Netherlands, Voorburg

(3) Belastingdienst, Jaarverslag 1999 (Tax service, yearly report)

(4) LISV, Kroniek van de Sociale Verzekeringen 1999

(5) Statistics Netherlands, Statweb, http://statline.cbs.nl

(6) LISV, Kerncijfers werknemersverzekeringen t/m oktober 2000, http://www.lisv.nl

(7) EIM, ‘Inventarisatie beslissingen...’, http://www.eim.nl, estimate based on household
survey

(8) IWI, ‘De sociale verzekeringen in 2001’, www.iwiweb.nl

(9) CVZ, ‘Lasten en financiering ziekenfondswet 2001-2003’, www.cvz.nl

(10) Belastingdienst, Jaarverslag 2002, www.belastingdienst.nl (Tax service, yearly report)
(11) UWYV, Kroniek van de Sociale Verzekeringen 2003, www.uwv.nl

"Number of person-years insured
2Preliminary assessments

*Total number of persons insured
*Includes double counting

°Final assessments



2. Tax-benefit system - Detailed description

In this chapter, we provide a description of refevdetails of the tax-benefit system
in the Netherlands, focusing on the way it has baedeled by Euromod. All entries
in italic refer to the names of policy modules, parametad @onditions in the
various Euromod parameter sheets, in partiquidrNL.xIs.In a number of instances,
we mention where we make simplifying assumptions Eoromod. All amounts
pertain to the system valid on 30 june 2001 andnasathly unless otherwise noted.
Where relevant, the values on 30 june 1998 areioresd between brackets.

Table 2.1 lists the relevant policy sheetgoi_NL.xls and refers to the sections in
which the various policies are described.

Table 2.1. Policies included in pol_NL.xls

section

211
2.2.8
2.1.2
2.1.3
2.14

2.14
2.14

2.14
221
2.2.3
2.2.6
227
2.3.2
2.35
235
2.3.2

2.3.2

2.15
234
235
2.3.3
2.2.9
2.2.5
224
2.2.2
214

2.14
2.14
214
2.14

2.14
214

2.14

Policy

SBEN_CB_NL
ITeta_NL
SBEN_survben_NL
SBEN_statepen_NL
SBEN_IOAWch_NL

SBEN_SABch_NL
SBEN_IOAWnoch_NL

SBEN_SABnoch_NL
EESICui_NL
SESICdi_NL
ERSIChi_NL
SESIChi_NL

ITded NL
ITasset_tfa NL
ITbox3_NL
ITintYattrib_NL

ITdivYattrib_NL

SBEN_HB_NL
ITtfa_NL
ITschedule_NL
ITtc_NL
EESICpi_NL
EESIChi_NL
ERSICdi_NL
ERSICui_NL
SBEN_NetCorr_NL

EESICui_NL_SAmeans
SESICdi_NL_SAmeans
ERSIChi_NL_SAmeans
SESIChi_NL_SAmeans

ITded_NL_SAmeans
ITintYattrib_NL_SAmeans

Description

child benefit

earnings transfer (no longer relevant in 2001)
survivors' benefit

State Pension

SAB for unemployed aged 50-64 and disabled unemployed younger
than 64 with children
sab for fam with children

SAB for unemployed aged 50-64 and disabled unemployed younger
than 64 without children
sab for fam w/o children

employee contributions to unemployment insurance
self employed contributions to disability insurance
employer contributions to health insurance

self employed contributions to health insurance
income tax deductions

asset tax free allowances

income tax on capital income (“Box 3”)

Attribution of Interest Y to person with the highest earnings in tax unit
(no longer relevant in 2001)

Attribution of Dividend Y to person with the highest earnings in tax unit
(no longer relevant in 2001)

Rent Subsidy

income tax free allowances (no longer relevant in 2001)
income tax (schedule)

income tax credits

employee contributions to (peoples) pensions insurance
employee contributions to health insurance

employer contributions to disability insurance

employer contributions to unemployment insurance

Net Correction Amount - to be subtracted to get to 'exact' disposable
income

Used for computing SA means: employee contributions to
unemployment insurance

Used for computing SA means: self employed contributions to
disability insurance

Used for computing SA means: employer contributions to health
insurance

Used for computing SA means: self-employed contributions to health
insurance

Used for computing SA means: income tax deductions

Used for computing SA means: Attribution of Interest Y to person with
the highest earnings in tax unit

ITasset tfa NL SAmeans Used for computing SA means: asset tax free allowance



214
214

214
214
214
214

214

ITbox3_NL_SAmeans Used for computing SA means:
ITdivyattrib_ NL_SAmeans Used for computing SA means:

the highest earnings in tax unit

ITtfa_NL_SAmeans Used for computing SA means:
ITschedule_ NL_SAmeans Used for computing SA means:
ITtc_NL_SAmeans Used for computing SA means:

EESICpi_NL_SAmeans Used for computing SA means:

pensions insurance

EESIChi_NL_SAmeans Used for computing SA means:

insurance

income tax on capital income
Attribution of Dividend Y to person with

income tax free allowances

income tax (schedule)

tax credits

employee contributions to (peoples)

employee contributions to health

In addition pol_NL.xIs contains a number of workstseused for the simulation of
unemployment benefits. These are not used in tbeliba runs of Euromod.



2.1 Benefits simulated by Euromod

2.1.1 Child benefits (policySBEN_CB_NL)

Eligibility :

Parents (including foster-parents) are eligibledoitd benefits for children aged less
than 18 but eligibility for children aged above (t8_agelow but less than or equal to
17 (cd_agehigh requires that they are in educatiad (InFTed)(at least 213 hours
per quarter), or unemployedd Unemjp, or at least 45% disabled¢d_Disablegl.
Moreover, the parents should contribute to theesmstce of the children to an
important extent, which translates to the conditioat the income of the children in
this age group should be less than € 1,091.34 9.4831 (1998: 1,039.61) net per
quarter or € 363.78 + 69.96 (1998: 346.54) per m{@d_ge _Inc_ K

Calculation of payment:

The base amount is € 163.41 (1998: 142.79) perteugbingPay. Different
multipliers apply depending on whether the childswzorn before or after (and
including) 1994. If born before Octobef',11994, the multiplier depends on both
parity and age:

Number

of

Children

AGE 1 2 3 4 5 6 7 8 9 10+
61to11|1.214268 1.371636 1.424037 1.539335 1.608425 1.65460867368 1.747938 1.794924 1.832496
<18 1.428563 1.613674 1.675349 1.810974 1.892366 1.9466 36882.056399 2.11166 2.161423

If born after October®], 1994, the amount depends only on age:

AGE

<6 1

6to11 1.214268
<18 1.428563

The resulting multiplier table valid for 2001 isfalows:

1 2 3 4 5 6 7 8 9 10+ |
<=5 1 1 1 1 1 1 1 1 1
6 1.214268 1.214268 1.214268 1.214268 1.214268 1.21426B4268 1.214268 1.214268 1.214268

7to1l 1.214268 1.371636 1.424037 1.539335 1.608425 1.6546087368 1.747938 1.794924 1.832496
121017 1.428563 1.613674 1.675349 1.810974 1.892366 1.9466 36832.056399 2.11166 2.161423

In Euromod, the entries for the third and fourtiv raf this table are approximated by
multiplying the parameters of the first column:

es_nl _age_3 1.214263
es_nl_age_ 4 1.428563

with those of the third row divided by 1.214263:

es_nl _parity_al 1



es_nl _parity_a2 1.129599561

es_nl _parity_a3 1.172753676
es_nl _parity_a4 1.267706451
es_nl_parity_a5b 1.324673543
es_nl _parity_a6 1.362636357
es_nl _parity_a? 1.389782057
es_nl _parity_a8 1.439499623
es_nl _parity_a9 1.478194251
es_nl _parity_al0 1.509136232

and separately as 1 for children aged less thand@ 214263 for children aged 6. For
the multiplication factors valid in 1998 we refer the 1998 edition of this country
report.

In Euromod, if both parents are present in the ébokl, the child benefit is assumed
to be shared among the parefus_sharing)

No taxes/contributions are payable on child benkfis not included in the means test
for the calculation of social assistance, rent glyband other benefits.

2.1.2 Survivor benefit SBEN_survben_NL)

Eligibility:

Entitlement to the survivor benefit exists for thevivor (NotWidowed -1) younger
than 65(ge_age2_ltwho:

a. has an unmarried child younger than 18 who da¢delong to somebody else's
householdde nOwnCh_inHH_It &) or

b. is disabled for work for at least 45%Qisabled1)or

c. was born before 1 january 19%f& (agel_lt

The person who in his household takes care ofld ohwhom one parent has died is
entitled to a 'half-orphan’-benefit (which is nataulated in Euromod)

Means test:

The survivor benefit is income dependent: inconoeireed 'in relation with' work (i.e.
social insurance benefits) is deducted entirelidijen_mear)s but a part of income
received from work (earnings, profits, private pens: widben_workY is exempt
(0.5 (=min_wage_ratio) *the minimum wage (1998: including transfer alloa@nof

€ 1,154.46 (1998: 1,051.05) per monti{s_wage) plus a third (disreg_ratio)of
the remainder). In other words, the disregard exjual

max(0,disreg_ratio*(workY - min_wage_ratio*min_wage}s a result, the benefit is
paid in full if income from work (including transfallowance) is below € 577.23
(1998: 525.53), and zero if income from work is\abd& 1,915.50 (1998: 1,732.25).
Notably, all these amounts are net of holiday alloee. In Euromod, it is assumed
that in income from work and benefit income a hajicllowance of 8%=ha_pct)is
already included. The holiday allowance added & dhrvivor benefit is reduced by
the same percentage by which the survivor berefigduced as a result of the means
test.



In Euromod, private pensions received by males geuthan 60 and females younger
than 65 are assumed to be private survivor pensénts as such, counted as income
‘in relation with’ work wvidben_means<Q0 Private pensions received by males aged
between 60 and 65 are assumed to be old-age psnsiod counted as income
received from work (widben_workY<6Q) Before 2001, the earnings transfer
allowance (see section 2.2.7) received on incowm for ‘in relation with’ work was

to be included with the relevant income compondnif no earnings transfer
allowance is paid on the survivor benefit itself.

Amounts:

survivor benefit: € 944.81 (1998: 856.62)Sir(gPay = € 892.18 (1998: 804.48)
(max_benef)t+ 52.63 (1998: 52.14) holiday allowan¢wliday_allowancg
‘half-orphan’ benefit: € 203.91 + 15.03 (1998: 282 per month.

Notably, the current survivor benefit act (‘AlgeneeNabestaandenweANW) was
introduced on 1 July 1996. Special rules applypersons who were already survivor
before that date, and for persons born betweemudadp 1950 and 1 July 1956 who
lost their partner before 1 July 1999. These speaises are not taken into account in
Euromod.

2.1.3 State pensiondBEN_StatePen _NL)

Eligibility:

All residents aged 65gé_agel_Jtor above are entitled to the flat rate State Pans
(AOW). If both spouses are above 65 they both wecéin net terms) slightly more
than half the (net) minimum wage, whilst single quars receive about 70% of the
minimum wage. Persons with a spouse younger thafle6agel It= 64) receive
50% of the minimum wage with a supplement of attn®@86 of the minimum wage.
The supplement depends on the means of the yospgase.

For every year between age 15 and 65 the pendigedrabroad the State Pension is
reduced by 2% (however, reductions are not takienaocount in Euromod).

Means test:
The means to be taken into account in the calamadf the State Pension are the
means of the younger spouse (aged <de54gel I

Means ¢tatepen_meahs= max(0, Income ‘in relation with’ work (i.e. befits)
(1998: including earnings transfer allowance, 8e2.7))

+ max(0, 2/3 * max (0, Income from work - 0.15*gsosinimum wage (1998: incl.
e.t.a.)).

In other words, there is a disregard of

max (0, 1/3 £ disreg_ratig * (Income from work £statepen_worky) - 0.15
(=min_wage_ratio)*gross minimum wage (1998: incl. e.t.a.))

Gross minimum wage=(in_wagé = € 1,154.48 (1998: 1,051.05)

Notably, these amounts are net of holiday allowahté&uromod, it is assumed that
in income from work and benefit income a holidapwhnce of 8% £ ha_pct)is



included. The holiday allowance added to the supple of the state pension is to be
reduced by the same percentage as the supplement.

Private pensions are counted as income in relatitmwork

Amounts:

Amounts for the state pension (€ / month):

Single, 65+: 831.36 (1998: 736.63) + 41.62 (1998538) holiday allowance = 872.98
(1998: 777.15)QingPay

Married/cohabiting, 65+ 572.25 (1998: 507.74) +739(1998: 28.95) = 601.98
(1998: 536.69)%ingPay

Supplement if spouse < 65: at most 572.25 (1908:731) (max_benef)t+ 29.73
(1998: 28.95)l{oliday_allowancg

Supplement = max (0, maximum supplement - meagswiger spouse)

The latter amounts are valid for pensions startedhfl july 1996. For pensions
started earlier, rules for persons with a spouss ag65 differ to some extent (not
taken into account in Euromod). If the pensiontsthibetween 1-2-1994 and 1-6-
1996, the person with a spouse < 65 receives €3831998: 736.63) + 41.62 (1998:
40.53) hol. all. + a supplement of max. € 313.189@L 278.86) + 17.84 (1998:
17.38). If the pension started before 1-2-1994 dhmmounts are also valid, but no
distinction between income from work and other nseah the younger spouse is
made in the calculation of the supplement: all meois counted as income from
work.

2.1.4 Social Assistance Benefits SBEN_IOAWch_NL, SBEN_SABch_NL,
SBEN_IOAWnoch_NL, SBEN_SABnoch_NL)

1. Social assistandSBEN_SABch_NL, SBEN_SABnoch_NL)

Eligibility:

A benefit unit (couple, single person, lone parengligible for social assistance if

a. they are not a studemfd = -1)and

b. if single, assets are less than single assét i€ 4,673.94 (1998: 4,401.67)
(le_capital_lt)

c. if married/cohabiting/lone parent, assets ass lfhan married asset limit of €
9,347.87 (1998: 8,803.34ge_capital2_lt)

d. aged 18 or ovdge_age2_|Itpr

e. a parent (Note: Even if a parent, persons béBare not generally entitled)

Self-employed personsgsGSelfemployedlisFarmer]) with (temporary) low incomes
(which includes those in receipt of the separateiatoassistance benefit for
selfemployed (variablel BENUBZ) are not entitled to the regular SAB.

Amounts:

a. Couples with children
€ 1,051.82 (1998: 464.97 + 464.97) (if both agkd2) :



€ 1,091.18 (1998: 968.52) (if both 65+)
€ 1,108.24 (1998: 943.41) (if one 65+, one 21-64)
€ 573.85 (1998: 507.35) (if both 18-20)

€ 918.02 (1998: 811.64) (if one 18-20, one 21+)

polSBEN_SABch_NL:
SingPay * (es_head_agélhead aged between 18s(_ head_agel min)
and 20 és_head_agel mpx
+ es_head_agel? head aged between 21 and 64
+ es_head_agel head aged above 65
+ es_spouse_agefispouse aged between 18 and 20
+ es_spouse_ageaPRspouse aged between 21 and 64
+ es_spouse_ageaBspouse aged above 65
+ es_both_agefif both aged between 18 and 20
+ es_both_age¥# both aged above 6pb

b. Couples without children

€ 1,051.82 (1998: 464.97 + 464.97) (if both aged2)L.:
€ 1,091.18 (1998: 968.52) (if both 65+)

€ 1,108.24 (1998: 943.41) (if one 65+, one 21-64)

€ 363.49 (1998: 321.36) (if both 18-20)

€ 707.66 (1998: 625.65) (if one 18-20, one 21+)

polSBEN_SABnoch_NL:
SingPay * (es_head_agel head aged between 1&s( head_agel mjimand 20
(es_head_agel max)

+ es_head_agel? head aged between 21 and 64

+ es_head_agel head aged above 65

+ es_spouse_agefispouse aged between 18 and 20

+ es_spouse_ageaPRspouse aged between 21 and 64

+ es_spouse_ageaBspouse aged above 65

+ es_both_age¥ both aged above 6pb

c. Lone Parent

€ 736.28 (1998: 650.97) + 210.36 (1998: 185.9921H64)
€ 986.99 (1998: 870.12) (if 65+)

€ 392.11 (1998: 346.67) (if 18-20)

polSBEN_SABch_NL:

SingPay * (es_head_agélhead aged between 18 and 20
+ es_head_agel? head aged between 21 and 64
+ es_head_ageB head aged above 65
+ es_Ip_ageif head aged between 18 and 20
+ es_Ip_age2f head aged between 21 and 64
+ es_Ip_age3 if head aged above 65)

d. Single person

€ 525.91 (1998: 464.97) + 210.36 (1998: 185.9%egly living alone) (21-64)
€ 776.62 (1998: 684.13) (if 65+)

€ 181.74 (1998: 160.68) (if 18-20)
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polSBEN_SABnoch_NL:
SingPay * (es_head_agel if head aged between 12@nd
+ es_head_age2 if head aged between 21 and 64
+ es_head_age3 if head aged above 65
+ es_livealone_age? if living alone, aged betwetad 64
+ es_livealone_age3 if living alone, aged above 65)

Means Test:

The income base for the means tefte_mearsconsists of all other employment
income, benefits and pensions except child benefits rent subsidy. Because the
benefit is calculated as a net (after tax) amotims, requires the calculation of the
taxes ¢ut_inctay and s.i.c.’s qut_eesit on all other income components before the
entittement to Social Assistance can be calculaMatably, Social Assistance is
subject to s.i.c.’s and income tax as well. It @dpout as a net amount, on top of
which the municipalities pay taxes and social iasge contributions directly to the
relevant authorities.

So, to obtain net means, income taxation and sgwsakance contributions payable
on gross means have to be calculated. In Euroth@®lis done by a preliminary run
through the policy modules designed to computerretaxation and social insurance
contributions, specifically for the purpose of edsting the means taken into account
for the calculation of social assistance EESICui_ NL_SAmeans
EESIChi_NL_SAmeahnsThe withdrawal rate is 100%

In the case of a couple, the resulting net S.A.uarhes supposed to be shared equally
among both spouses (modgle_sharing.

Next, gross social assistance is approximated pplysng grossing-up factors to net
S.A. (modulenl_SBEN_SAnet2grosgross S.A factorl*net S.A. (1998:gross S.A.
= factor2*(factorI*(net.S.A.- remaining tfa) + remaining tfa), wheremaining tfa’
represents that part of the tax free allowance ¢segon 2.3.3) which exceeds taxable
income from non-SA sources.)

Finally, as described in the sections 2.2 and 2d3al income taxation and social
insurance contributions are calculated (payableimmome including gross social

assistance). Because of the approximation of g&A&sin addition to deducting

income taxation and s.i.c.’s, a correction to tkesuiting amount of net social

assistance as calculated by Euromod has to beesdpgmi that the resulting disposable
income is correct (polic$BEN_NetCorr_NL

2. I0AW (polSBEN_IOAWCch, polSBEN_IOAWnNoch)

! In exceptional cases (not taken into account iroEwd) (persons 57.5 - 64, single parents withdchil
younger than 5, persons who are deemed to be demtenwl part-time jobs for medical or social
reasons) municipalities may allow that min(inc,Z18 (1998: 71.70)) + (if inc > 82.13
(1998:71.70)):(50% of min(150.66 (1998: 132.96)ir82.13(1998: 71.70)) per month can be earned
without consequences for the SAB. Furthermorenterést received on assets below the asset-limit is
not taken into account. Some lump sum benefitaémessary education and for accepting a job are not
taken into account.
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Persons aged below 65 who became unemployed afeeb5@ and exhausted their
entitlement to (earnings related) unemployment fiesnare entitled to a separate
social assistance benefit: IOAWThe difference with the general SAB (ABW) is that
no asset test is applied to calculate the entitterfoe IOAW. The IOAW also applies
to persons partially disabled for work, youngemt&, who were already disabled for
work at age 17 and who are receiving a disabilgndiit (Wajong) based on their
partial disability (< 80%). In Euromod, IOAW is calated inpolSBEN_IOAWch and
polSBEN_IOAWnNoch

2.1.5 Rent subsid(SBEN_HB_NL)

Tenant households with high (but not too high) segiven their income are entitled to
rent subsidy. For the subsidy year running from20@0 to 30-6-2001 the income
basis is the taxable income for the year 1999. dheralso an asset test (no rent
subsidy if household assets on 1-1-2000 aboveiceataounts)Assets comprise of:
bank accounts and savings accounts, cars, caravemsrcycles, other possessions,
minus debts.

Computation of rent subsidy (amounts in € per mpnth

If the actual rent is between 162.00 (1998: 149(i®)rent I and 521.39 (1998:
492.35) (p_rent_Ij per month, the norm rent depends on the agehendumber of
persons in the household and the taxable incomearitbe derived from table 2.2
below. The monthly rent subsidy is then calculatsdollows:

a. norm rent < actual rent < 287.70 (1998: 260r8Rj(_ It}

subsidy = actual rent - norm rent

b. norm rent < actual rent & 287.70 (1998: 26092)tual rent < B.

(B=412.03 (1998: 373.46) (1,2pergknt21_It),B= 441.53 (1998: 400.23) (3+ pers)
(rent22_1t))

subsidy = 0.7&ubsidy2_rt)(actual rent max (norm rent, 287.70 (1998: 260.92))) +

max (0, 287.70 (1998: 260.92)- norm rent)

c. norm rent < actual rent & Actual rent > B:

subsidy = 0.5¢subsidy3_rt} (actual rent-max (B, norm rent)) + 0.75*max(0,B-
max(norm rent, 287.70 (1998: 260.92))) + max ((,.28 (1998: 260.92) - norm rent)

No subsidy if income higher than highest amountsalsle or if actual rent above
521.39 (1998: 492.35up_rent_Ij or below 162.00 (1998: 149.73p (rent_IY.

There are four regimes depending on age and nuaflpersons in the household:

2 Since the eligibility for IOAW can only be apprexated (in particular the age at which one became
unemployed is not registered in the data) Eurommobably overestimates the number of persons
receiving IOAW and underestimates ordinary SAB.
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A. 1-person hh. (<66 on 1-1-2000)agel <=66(=le_Agel_lIt))and not(nPersinTu
>=2(=ge_nPersInTu_lt)

C. multiperson hh(nPersIinTu >=2)in which more than half of income received by
persons < 66 on 1-1-2000. The latter conditiors@imed to be satisfied if the head is
aged <= 66 in 200XageXhead) <= 6§

E. 1-person elderly hh. (66+ on 1-1-2008)e2 >=67)and not(nPersinTu >=2)

G. multiperson elderly hh(nPersinTu >=2)in which more than half of income
received by persons 66+ on 1-1-2@8fel >=67)

Table 2.2. Norm rent given taxable income by regime

A C E G
inc. norm.rent inc. norm.rent inc. norm.rent inc. norm.rent
(year) (month)  (year) (month)  (year) (month)  (year) (month)
y_1-y 20 norm_rent_1- y_1-y 27 norm_rent_1- y 1-y 16 norm_rent-1- y_1-y 20 norm_rent_1-
norm_rent_20 norm_rent_27 norm_rent_16 norm_rent_20
10799.96 161.99 13568.02 161.99 10845.34 161.99 13499.96 161.99
10890.72 163.81 13613.4 162.9 10890.72 163.36 13613.4 163.81
11117.61 169.71  13840.29 166.08 11117.61 168.8 13840.29 168.8

11344.5 178.33  14067.18 171.07 113445 177.88 14067.18 175.61
11571.39 186.95 14294.07 176.52  11571.39 187.41  14294.07 182.41
11798.28 195.57 14520.96 181.96 11798.28 196.94  14520.96 189.22
12025.17 204.65 14747.85 187.41  12025.17 206.92 14747.85 196.48
12252.06 21418 14974.74 193.31 12252.06 217.36 14974.74 203.74
12478.95 223.71  15201.63 198.75 12478.95 227.79  15201.63 211
12705.84 233.24  15428.52 204.65 12705.84 238.23  15428.52 218.72
12932.73 243.22 15655.41 210.55 12932.73 249.12 15655.41 226.43
13159.62 253.2 15882.3 216.45 13159.62 260.46 15882.3 234.15
13386.51 263.64 16109.19 222.35 13386.51 27181 16109.19 241.86
13840.29 279.52 16562.97 231.88 13840.29 289.51 16562.97 254.11
14294.07 301.31 17016.75 24413  14294.07 313.56 17016.75 270.45
14747.85 323.99 17470.53 257.29 14657.1 335.79  17470.53 287.69

15201.63 347.14 17924.31 270.45 17924.31 304.94
15655.41 371.64 18378.09 284.06 18378.09 323.09
16109.19 396.6 18831.87 298.13 18831.87 341.69
16517.59 421.1  19285.65 312.2 19126.83 357.57

19739.43 326.72
20193.21 341.69
20646.99 356.67
21100.78 372.55
21554.56 388.43
22008.34 404.31
22144.47 415.2

For the rent subsidy tables valid in 1998 we rédethe 1998 edition of this country
report.

Asset test (no rent subsidy if household asset@réhan or equal to these amounts):
Assets on 1-1-2000.

1-person hh. (<65 on 30-6-2000) € 18,378.55 (199844.10)ge_inc2_lIt)
multiperson hh. (all < 65 on 30-6-2000) € 27,091(1908: 25,412.15)
1-person hh. (65+ on 30-6-2000) € 31,424.73 (1298196.17)
multiperson hh. (1 or more > 65 on 30-6-2000) $43,98 (1998: 40,840.67)

Asset disregard:
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For children below 231$DepCh_of HH up to € 907.5qdisregard_amt)of their
assets are not taken into account (modrde SBEN_CapDisregayd

Income disregard:
For children below 23 up to € 4,084.0disfegard_amt of their income is not taken
into account (modulecoSBEN_Disregard

Supplement:

Households entitled to rent subsidy receive a suppht depending on the household
composition (amounts in € per month):

1.82 6uppl_amt)f alone,

3.63 Gupp2_amtjf multiperson but no children aged < 18

18.15 6upp3_amtif one or two children aged < 18

23.14 6upp4_amtjf three or more children aged < 18.

2.1.6. Unemployment benefit(IBEN_ue ext NL, IBEN_ue genl NL,
IBEN _ue gen2 NL, IBEN _ue lor2 NL, IBEN_ue fupl NL, IBEN_ue fup2 NL)

The unemployment insurance benefit comprises tiyyaes of benefits:

- General benefitnl_iben_ue_gen)

- Extended benefiinl_iben_ue_ext)

- Follow-up benefi(nl_iben_ue_fup)
Entitlement to the follow-up benefit starts (onét)the end of the extended benefit.
The unemployment insurance scheme covers all ermptoyinder 6%ge_agel It)
Self-employedre not covered.

1. Conditions for receipt :

- General benefit: at least 26 weeks of paid employnairing the last 39
weeks.

- Extended and follow-up benefits: at least 26 wedkzaid employment during
the last 39 weeks plus to have worked at leastay2 dr more during at least
four of the last five years. Notably, general bénefreceived only if one is
not eligible for extended benefit.

Notably, in Euromod, eligibility is assessed chyelly checking who is actually in
receipt of unemployment benefitd BENWWU in the data.

2. Calculation of benefit amount :

- General benefit : 70% of statutory minimum wagel(246.82 ((average over)
1998: 1,123.52) per month for persons aged 23 er)por 70% of previous
earnings ¢o_prvern, whichever is lower rl_iben_ue_gen = min
(nl_iben_ue_genl, nl_iben_ue_gen2)

- Extended benefit: 70% of previous earnings up meaaimum daily wage of €
136.96. (€ 2,978.98 per month)

- Follow-up benefit : 70% of statutory minimum wag®, 70% of previous
earnings, whichever is lowernl(iben_ue_fup= min (nl_iben_ue_fupl
nl_iben_ue_fupp

3. Payment duration :

% The simulation of unemployment benefits is notiided in the baseline simulation.
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- General benefit : 6 months

- Extended benefit : depending on age and employneeotd
Maximum: 5 years
Minimum: 6 months

- Follow-up benefits : 2 years, (people aged 57.5 awer on first day of
unemployment: until 65 birthday)

Employment record (when relevant)

Number of years having been employed 52 or more daying last five years (i.e. 4
or 5) plus (if age > 22) number of calendar years sinc8 tBthday minus five. To
calculate the employment record during the las fpears, calendar years in which
the person did not have paid employment but too& ofichildren younger than 6 are
also taken into account, as well as half of theryyea which he/she took care of
children aged between 6 and 12.

Employment record Duration of extended benefit
4 years 6 months

5-10 years 9 months

10 — 15 years 1 year

15 — 20 years 1.5 year

20 — 25 years 2 years

25— 30 years 2.5 years

30 — 35 years 3 years

35 - 40 years 4 years

40 + years 5 years

Previous earningsgross employment incomedempy minus pension contributions
(copencoipminus tax exempt savingslg¢ploor).

Notably, when the total net household income (aefiaccording to the means test for
Social Assistance) is below the Social Assistaneeel| persons entitled to
Unemployment Benefit are entitled to a supplementtch the SA-level without an
asset test, according to theeslagenwet(‘extra allowances act’) (this is comparable
to the way the IOAW benefit is calculated). Theraxllowancerfl_iben_ue_ealis

at most 30% of the minimum wage in the case of lEm27 % in the case of single
parents, and 21% in the case of single personsn@®at most 2 years part of the
income from work may not be taken into account wleemputing this extra
allowance: 15% of the minimum wage.

No extra allowance is granted to single personshgeu than 21 living with their
parent(s), and to persons with a partner, when bftem 31-12-1971 and not having a
child younger than 12.

Minimum wage for persons younger than 23:

22: 85%, 21: 72.5%, 20: 61.5%, 19:52.5%, 18: 45.5%639.5%, 16:34.5%, 15: 30%.
** information in this section to be completed **
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2.2 Social insurance contributions
2.2.1 Employee contributions to unemployment insunace EESI Cui_NL)

Employees in the private sector aged belowaje threshpre insured against (loss
of income as a result of) unemployment, and payawrage, a total contribution of
5.25% (1998: 6.45%Ydte) on wages between € 1,154.76 (1998: 1,026 14%)ef_It)
and 3,326.10 (1998: 2,970.7MMdxbasgper month. In 2001 the same rules apply for
public sector employees; in the past these ruled tes be rather similar, in particular
with respect to the consequences of changes irdhgibution rates. In Euromod,
public sector employees are not identified sepbrate

The basis for the calculation of unemployment iasge contributions
(Uleesic_Base)includes next to gross wages net of (occupatiorn@nsion
contributions and ‘spaarloon’, also wage repladomemefits such as unemployment
and disability benefits. The relevant tax unitisindividual.

2.2.2 Employer contributions to unemployment insurace ERSICui_NL)

Employers of employees in the private sector agadw 65 age_thresh pay, on
average, a contribution of 0.87% (1998: 0%gt€1) on wages below € 1,154.76
(1998: 1,026.45)Maxbase), and a total contribution of 4.52% (1998: 6.35%4}e?)
on wages between € 1,154.76 (1998: 1,026.#%xbase]l and 3,326.10 (1998:
2,970.79) fnaxbasep per month. For public sector employees in 200ésrare the
same; in the past the rules were assumed to bsimi

The income basis for the employer contribution toemployment insurance
(Ulersic_Basg is the same as for the employee contribution memployment
insurance.

2.2.3 Self-employed contributions to disability ingrance (SESICdi_NL)

The disability insurance for the self-employed (WAZ only relevant for persons
aged below 65age_thresh All self-employment income as well as incomeniro
work other than as an employee (e.g. free-lancameag is is taken into account (“waz
inc”: Disesic_basebut there are complications if the person also“b#eer earnings”
from paid employment, including earnings relateddigs for which di-contributions
are payableldlsesic_emp)

In general, the contribution = 0.088 (1998: 0.0F9yate2*max(0,(min(upper
threshold, waz inc)- lower threshold).

If gross other earnings < € 1,096.6dhaikbasell other earnings not taken into
account,
lower threshold = 1,096.64, upper threshold = 8,46 fnaxbasep

If gross other earnings > 1,096.64 & < 3,326.1998: 2,970.79)gmpY_upper )t
no waz-contribution if waz income < gross othemnesgs;
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lower threshold = gross other earnings if waz ingross other earnings (upper thr
remains 3,176.46)

(In 1998: If gross other earnings > 2,970.79: loWeeshold = 2,970.79 (upper thr:
3,176.46))

(Amounts in €/month)

The contribution is tax-deductible: it has to bétsacted like other subtractions. It
was not relevant for the earnings transfer allowagabolished in 2001), since this
was not received on self-employment income.

2.2.4 Employer contributions to disability insurane (ERSICdi_NL)

Employers of employees in the private sector agadw 65 age_thresh pay, on
average, a total contribution of 7.76% (1998: 7.3%fate?) on wages with a wage
limit of € 3,326.10 (1998: 2,970.79)m@xbasep per month. For public sector
employees rules are the same (1998: rather similar)

The income basis for the employer contributionisalility insurancelersic_basg
is the same as for the employee contribution tonpteyment insurance.

2.2.5 Employee contributions to health insuranceHESIChi_NL)

Employees in the private sector with earnings bedotireshold pay contributions to
the statutory health insurance. The same holdpdosons with earnings replacing
benefits and pensioners. For employees in the @usleictor there are several health
insurance systems which are fairly comparable &dtiatutory health insurance for
the private sector. In contrast to the employeetrimrtions to unemployment
insurance these contributions are not income taxcdéle.

Employees with earnings (gross, but net of occopati pension contributions and
‘spaarloon’) below € 2,484.45 (1998: 2,352.0@nif) per month pay a contribution
of 1.7% (1998: 1.2%)réte) over earnings up to 2,230.56 (1998: 2,003.5%xbase)
per month. The same contribution is due over egmireplacing social insurance
benefits ZFWeesic_Base).

It should be noted that people with incomes ablaw& generally take out private
health insurance. In contrast to the simulated iputsbalth insurance contribution
co_hi_eesidiscussed in this section, private health insuraca®ributions are not
taken into account in the calculation of disposabtome in EUROMOD.

Persons aged 65 or ovaige_threshmay be insured if their total earnings are below
€ 1,580.67 (1998: 1,495.58)Idage_limit)per month or if they were insured before
reaching the age of 65. They pay 7.95 (1998: 6.8%tE_statepenover the state
pension ¢tatepeh and 5.95 (1998: 4.8%yate_prvpei over other income from or in
relation with work (i.e. supplementary occupatiopahsions).

Persons younger than 65 receiving an early retiltipension can remain insured if
they were insured while at wotk

* They pay the employee contribution whilst the esgipt contribution is usually paid by the pension
fund.
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In addition, insured persons pay a fixed amourg &P.25 (1998: 8.17) (24.50 (1998:
16.34) if their spouse has no earnings) per maftiamounton average.

2.2.6 Employer contributions to health insurance ERSIChi_NL)

Employers whose employees aged less thar(a@®_thresh are insured via the
statutory health insurance pay the employer camiobh to health insurance. The
same holds for the agencies paying earnings regadenefits. Employer
contributions to health insurance are taxable.

The employer contribution rate is 6.25 (1998: 5.6%a}e). It applies to the same
earnings ZFWersic_baseas the employee contribution, with the same 8nfitnit,
maxbasg

2.2.7 Self-employed contributions to health insurace’

As of January 2000, self-employed persons with tawable income have to insure
via the statutory health insurance. Specificallge tstatutory health insurance
contribution applies in 2001 if the average taxabme in the three years 1996,
1997 and 1998 was below € 19,058.77. If taxabl®rnme is highly unstable, the
calculation of the average may be done leaving thet lowest income. The
contribution is 7.95% of taxable income in boxeXnd 3 (with an upper limit of
19,058.77). In addition, insured persons pay adfizenount of € 12.25 per month
(24.50 if their spouse has no taxable income).

Any employee and employer contributions to heaifurance paid by or on behalf of
the self-employed person involved, are deductenh fitee self-employed contribution.

2.2.8 Earnings transfer allowancel(Teta_NL)

As of 1 January 2001, the earnings transfer allewahas been abolished. The
remainder of this section describes the situatiob9i98.

The earnings transfer allowance (‘overhevelingstmgswas devised to compensate
employees for the fact that certain social insueanontributions were transferred
from the employer to the employee (as of 1990att be viewed as a negative social
insurance contribution. It is paid by the emploethe employee.

The e.ta. amounts to 1.7%eté r) of the e.t.a. basis up to € 3,047.89
(eta_max_bageper month (i.e. at most € 51.81 per month); ibn$y paid to persons
aged less than 6ade_thresh

The e.t.a. basis equals the basis for the incomatitem and peoples’ insurance
contributions as observed by the employer, i.ehouit taking into account employee
specific deductions. In other words it includessgravages/benefits minus pension
contributions, wage savings, employee contributimngnemployment insurance plus

® This section was not yet included in the 1998iewliof this country report.

18



employer contributions to health insurance. Thi®am is reduced by a (preliminary)
‘virtual’ work/benefit deduction, amounting to € .B8 (penefit_dell in the case of
benefits and 12%p¢of_ded_rj with a minimum of € 9.53 NLGpfof_ded_mihand

a maximum of 117.53pfof ded_makin the case of earningetq worky. The
benefits giving rise to an e.t.a. include most E@® replacing benefits for persons
younger than 65, including early retirement pensidiut excluding survivor benefits
(eta_benY)

2.2.9 Peoples’ insuranceEESICpi_NL)

The so-called peoples’ insurances or national arsegs include the State pension
insurance (AOW), the Survivor benefit insurance WNand the General act on
special health care costs (AWBZ). All income taxygra also contribute to these
insurances and the taxable income (before 2001ofrieix free allowances) (see par.
2.3) also acts as the basis for the calculatidhedge contributiond(eesic_Base

The contribution rates are:

AOW 17.9% (1998: 18.25%)
ANW 1.25% (1998: 1.4%)
AWBZ 10.25% (1998: 9.6%)

Hence, the total contribution amounts to 29.4% 812®.25%) pi_rt). Persons aged
65 (pi_age_threshor older do not pay AOW contributions, so theantribution rate
is 11.5% (1998: 11%p(_age_n}.

The maximum base for the calculation of these dmumions is € 27,009.00 (1998:
21,411.17) per year or 2,250.75 (1998: 1,784.26)npenth pi_maxbase Note that
tax credits (as from 2001, section 2.3.3) applynttmme tax and peoples’ insurance
contributions as a whole.
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2.3 Income taxation

In general, the tax unit for income taxation is ithdividual. Income of other members
in the household is taken into account in the datmn of the income tax credits

(section 2.3.3) (before 2001: tax free allowanckss. also important for the decision

who is paying taxes on components of householdniecsuch as imputed income
from owner-occupied housing, (and before 2001:reseand dividend income), and
for the decision who can deduct expenditures sscinartgage interest, gifts etc. In
the latter case, there is a difference betweentrdfw@ment of married couples and
other persons living together. In the case of redrdouples all non-personal income
components and deductions are attributed to thgidwal with the highest personal

income. Unmarried persons living together each dettlict their own share in these
components. Registered partnerships are countechaged couples.

As of 1 January 2001, a new tax system was intredlu€he main differences with
the old system are the introduction of tax cretlitgtead of tax free allowances, and
the introduction of the so-called box system. lis gystem three separate categories
of income are taxed separately:

Box 1. Income from work and house (including betsgfi

Box 2. Income from considerable interest (incomeeneed by shareholders owning
more than 5% of the shares in a company) (ignorétliromod)

Box 3. Income from saving and investment

2.3.1 Income components subject to income tax

Box 1.

Included in the income tax base are personal incoomeponents such as earnings
from labour, (earnings replacing) benefits and merss If an employee drives a car
provided by the employer, 20% of the catalogue e/alithe car is to be added (24%
if the distance between home and work is more B@rkm). This component of
taxable income is not modelled within Euromod, bedd directly from the data
(variablenlcarinc).

Income from abroad is also included in the tax pasé usually to the extent that it
had not been taxed abroad.

Alimony received from the ex-spouse (not: alimomgidpfor the maintenance of
children) is taxable as well.

Next to these personal income components, thedag also includes imputed income
from owner occupied housing, and some categoriesalfwances from life
insurances.

Before 2001, the tax base also included interedtdavidend income, income from

letting or sub-letting one’s owned or rented hoasd other income from immovable
property and other property income. If income frproperty, dividends and interest
income was received by children aged below 18,ai$ wlso included in the tax base
of the parent (in the case of a married couple:pieent with the highest personal
income).
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Imputed income from owner occupied housing (per)yseacalculated as a percentage
of the value of the house as determined by theoAdtnmovable Objects (WOZ).

The following percentages are used:

0% if the WOZ-value is not higher than € 12,50098:911,344.51)

0.3% (1998: 0.5%) if the WOZ-value is higher tha)5D0 (1998: 11,344.51) but not
higher than € 25,000 (1998: 22,689.01)

0.45% (1998: 0.75%)) if the WOZ-value is higher tkap5,000 (1998: 22,689.01) but
not higher than € 50,000 (1998: 45,378.02)

0.6% (1998: 1%) if the WOZ-value is higher thanGE®0 (1998: 45,378.02) but not
higher than € 75,000 (1998: 68,067.03)

0.8% (1998: 1.25%) if the WOZ-value is higher tan5,000 (1998: 68,067.03).

The maximum amount of imputed income from ownerupeed housing is € 7,800
(1998: 7,623.51) NLG. This component of taxableas modelled within Euromod
but read directly from the data (variallénprnt).

2.3.2 Income tax deductions|{Tded_NL)

From personal income (earnings, benefits, pensitims) amounts to be paid as
occupational pension contributions, tax-exempt regi(‘spaarloon’), and employee
contributions to unemployment insurance are deductElowever, employer
contributions to health insurance are taxable dmllsl be added. Before 2001, the
earnings transfer allowance was also part of patdarable income.

Before 2001, from the resulting amount (if applieabincluding income from
employer provided car) employees could deduct adfipercentage as professional
deductions: 12%pfof_ded_rj with a minimum of € 9.53 (1998p(of_ded_mihand

a maximum of € 117.53 (1998prof _ded_makper month. Next to earnings, these
percentages were valid for wage replacing bendfitsthe case of sickness
(workben_ded_worRY For (other) benefits arising from previous eagsi and
pensions\orkben_ded_benya fixed deduction (overall, not per benefity€89.06
(1998) pnft_ded_amtapplied. If the tax-payer had income from bothrent and
previous earnings, the maximum of both deductioas applied.

The separate deduction for self-employment incomeluding profit from own
enterprise gelfempY is maintained in the 2001 tax system (Self-emplegt income
did not qualify for the professional deduction). 2001, the following deduction
schedule applies to self-employment income:

if higher than up to deduction
(Elyear)
lower It1 0 11,745.19 ded_amtl 6,084.29
11,745.19 13,625.20 5,661.36
13,625.20 15,510.21 5,237.99
15,510.21 44,425.08 4,675.30
44,425.08 46,305.09 4,273.25
46,305.09 48,190.10 3,829.00
48,190.10 50,065.12 3,385.20
50,065.12 2,984.06
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Mortgage interest paymentsoMORINT for (all) owned dwellings are fully tax
deductible (from 2001 : in Box 1).

Before 2001, of interest income the first € 453(#&_interesty were not taxed
(Euromod policy:pollTtfa_NL. For married couples, the tax free amount was €
907.56. The interest income of children below 1& wat taxed to the extent that it
was lower than € 226.89 per child. The remaindes stdl untaxed to the extent that,
added to the interest income of the parent(s) nheuat of € 453.78 (married couples:
907.56) was not exceeded. For dividend incomefresxamountstfa_dividendy and
arrangements were the same as those for interestm&n Notably, for married
couples, interest and dividend income were attethuto the individual with the
highest (individual) incomef@_base Policies:ITintYattrib_NL, ITdivYattrib_N)L

Alimony paid to the former spouse (not: alimony dodor the maintenance of
children) is fully tax deductible.

Deductions not taken into account in Euromod:

Several types of life-insurance premiums can beucked; in most cases the
deduction is limited to a total of € 1,035.98 (199899.99; 5,399.98 for the higher
earning spouse in a couple).

Gifts to charity are tax-deductible within certdimits, as are exceptional expenses
related to health care, adoption, child birth, Heatic. Separate limits determine the
tax deduction for child care costs and expensesstodies for a profession. In
addition, expenditures for the cost of living ofldren and other relatives may under
specific conditions (a.o0. no entitlement to chikhbfits) be tax deductible.

2.3.3 Income tax credits|(Ttfa_NL)

The amount resulting from adding all taxable incarnmponents and subtracting all
deductions described in the previous section ied¢adhxable income (in Box 1), upon
which the tax schedule as described in sectio 2s3applied. In addition, (imputed)
taxable income from saving and investing (Box 3jaised with a constant rate of
30%. However, tax credits are deducted from tileafmount of taxes (and peoples’
insurance contributions, 2.2.9).

The tax credits may consist of several components:

- general tax credit

All tax payers receive a general tax credit of €/5,98 per year or 131.33 per month
(amount). For persons aged 65 or more, the general takitasee€ 704.27 per year
(58.69 per month). In contrast to the former taefallowances (section 2.3.4) which
were partly transferable between spouses, the tedits are not transferable.
However, the general tax credit is also paid tpa@use with a low (or zero) income if
his/her spouse pays income tax and peoples’ insaraontributions. In that case the
tax credit is not higher than the amount of incotag and peoples’ insurance
contributions paid by the spouse (after deductimghbr own tax credits): total
tax/contributions paid by a couple is never negativ
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- work credit

Tax credit on income from work (including self-empicome): 1.751%ré&tel) of
the first € 7359.86 hiand) and 10.751% rate?) of the remainder, with a total
maximum of € 919.81up_If) per year (65+: 0.782% of the first € 7389.86 4r&bo
of the remainder with a maximum of € 411.12 perye

- child credit

Presence of a child aged below 16 gives rise tll dredit of € 38.12gmountl —
amount? (65+: 16.79) per year for single parent or spowsth highest taxable
income if total taxable income of s.p./couple <4€598.53 pand_start3 per year

- supplementary child credit

Presence of child aged < 16 gives rise to suppleanemax credit of € 191.95 (65+:

86.22) per year for single parent or spouse witinést taxable income if total taxable
income of s.p./couple < € 27,250.86a0d_start? per year, bringing the total child

credit to € 230.06amount) (65+: € 103).

- combination credit

If child present < 12 and (earnings from paid emgplent > € 3,937.90l€ _inc1_I)
per year or self-emp. Inc. > 0) a combination dredi€ 137.95 #mount) (65+:
61.71) per year is received (both working spousesreceive combination credit)

- single parent credit

Amount: € 1,261.06amount) per year (65+: 563.60)

Conditions:

the tax payer was unmarried or lived separatedhfime than 6 months in 2001.

the tax payer lived in a household with only hishoehildren (including step-children,
foster-children) who were all younger than 27 alatuary 2001.

the tax payer contributed to an important extenle@st € 358.94 per 3 months) to the
cost of living of at least one of these childrex/anwas entitled to child benefit.

- supplementary single parent credit

Amount:

4.3% fatel) of (taxable) income from worklg tfa_Y) outside the household
(including income from employer provided car). Toapplementary single parent
credit is not higher than € 1,261.06( It) per year (65+: 563.60).

Conditions:

the tax payer was entitled to the single parerditre

one of the children was younger than @& (nch_agel mawn 1 January 2001.

the tax payer had income from work outside the abakl.

- old age credit

Tax payers aged 65 or ovexge_threshon 31 12 2001 are entitled to an additional
tax credit : € 235.97ded_low_ing per year if taxable income (‘verzamelinkomen’))
is lower than € 27,704.19 per yeanc( thresholdl.

-supplementary old age credit
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Tax payers entitled to an old age credit and tostiage pension for single persons
(section 2.1.3) obtain the supplementary old ageditr of € 248.22
(sing_ded_low_incper year next to the old age credit.

Tax credits not taken into account in Euromod

- young disabled credit
Persons receiving the benefit for young disabledqges ‘wajong’ are entitled to the
young disabled credit of € 484.18 per year

- temporary increase of the general tax credit

To mitigate the effect of the new tax system forspas with low incomes who did
not pay income tax in the old system, the generattedit is increased. This increase
is gradually phased out during the next five years.

- credit for investment in venture capital, andegvethical investment funds
Some categories of investments which are normaibjest to the new capital gains
taxation are tax exempt up to certain limits.

2.3.4 Pre-2001 Income tax free allowancekTtfa_NL)°

The amount resulting from adding all taxable incarnmponents and subtracting all
deductions and tax free amounts described in theose2.3.2 was called taxable
income. However, no taxes (and peoples’ insuranogributions, 2.2.9) were levied
on part of taxable income, the so-called tax filemance.

The tax-free allowance depended on the *“tariff gtoto which the tax payer
belonged.

“Tariff groups”

1: tax free allowance € 186.05 per year (15.51npenth,basic_tfa_anjtif basic tax
free allowance was transferred to spouse or housefmdo is classified in tariff
group 3).

2: tax free allowance € 186.05 + 3,724.17 = 3,2A@er year (this was the ‘default’
tariff group): 15.51§asic_tfa _amt+ 310.02 ¢ing_tfa_amtper month.

3: tax free allowance € 186.05 + 3,724.17 + 3,Y24 7,634.40 per year if spouse
or housemate transferred his/her basic allowan€e3p724.17.

The basic allowance could be transferred to spboseémate if the person had a
taxable income below € 3,724.17 and the couplemasied for more than 6 months
during the tax year. In the case of unmarried alpbusemates additional
conditions applied (In Euromod, these conditionsemeot assumed to be fulfilled,
only married couples were assumed to be eligiabe unitmarrcoupls.:

they lived in a common household for more thamsonths in 1998

they were registered at the same address duribh@énad for more than six months
they were 18 years or older at 31 12 1997

the person with the lowest income was 27 yearddarat 31 12 1997 or

® The amounts and dates in this section apply tdishel year 1998.
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the person with the lowest income was 18 yearddardout younger than 27 at 31 12
1997, and did not depend to an important on hisrmarfor more than six months in
1998 (depend to an important extent: parents doried at least € 25.41 per week in
his cost of living)

If the couple was married for less than 6 monttes lihsic allowance of the person
earning less than € 3,724.17 could still be transteif the total period of being
married and living together was more than 6 moatid if the couple was registered
at the same address during that period.

4: tax free allowance € 186.05 + 3,724.17 (basamnance) + 2,979.52 (single parent
allowance) = 6,889.75 per year or € 574.15 per m(@fd_LP)

Conditions:

the tax payer was unmarried or lived separatedhfme than 6 months in 1998.

the tax payer lived in a household with only hishashildren (including step-children,
foster-children) who were all younger than 27 oril211998.

the tax payer contributed to an important extente@st € 25.41 per week) to the cost
of living of at least one of these children andi@s entitled to child benefit.

the tax payer did not have income from work outglike household or none of the
children was younger than 1 (crit_chagé on 31 12 1997.

5: tax free allowance € 6,889.75 + supplementanglsi parent allowance: 12%
(tfa_LP12 of (taxable) income from worktg_tfa_Y) outside the household (including
income from employer provided car). The supplemgrdangle parent allowance was
not higher than € 2,979.52 per year or 248.29 pertintfa_LP12_mak

Conditions:

the tax payer was unmarried or lived separatedchfime than 6 months in 1998.

the tax payer lived in a household with only hishoehildren (including step-children,
foster-children) who were all younger than 27 orll311998.

the tax payer contributed to an important extente@st € 25.41 per week) to the cost
of living of at least one of these children andi@s entitled to child benefit.

one of the children was younger than iR ¢rit_chaggon 31 12 1997.

the tax payer had income from work outside the Bbakl.

Old age deductions:

Tax payers aged 65 or overge_threshon 31 12 1998 were entitled to an additional
tax free allowance: € 226.89 per year or 18.91npemth ed_high_inc)The old age
deduction was € 891.68 per year or 74.31 per m(@at_low_ing if taxable income
(taxableY) was lower than € 25,321.39 per year or 2,110.E month
(inc_thresholgl.

Tax payers entitled to an old age deduction artidcstate pension for single persons
(section 2.1.3) obtained the supplementary old deghuction of € 18.91 per month
(sing_ded_high_inc next to the old age deduction. The supplementiddy age
deduction was € 108.94 per mongm@_ded_low_inkif taxable income was below €
2,110.11 per monthr{(c_thresholgl.

2.3.5 Income tax scheduld Tschedule NL)
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The income tax schedule, applied to taxable inconmais all deductions in Box 1 is
as follows:

tax band tax-rate

1 0 14,869.92 per year, 1,239.16 per month, tax_bandl tax_ratel: 2.95%
2 14,869.92 27,009.00 per year, 2,250.75 per month, tax_band2 tax_rate2: 8.2%
3 27,009.00 46,309.18 per year, 3,859.06 per month, tax_band3 tax_rate3: 42%
nbands: 4 46,309.18 tax_band4 tax_rate4: 52%

The income in the first two tax bands (up to € B,Z5 per month) is also subject to
peoples’ insurance contributions (see section 2.2.8

Box 2

Income from considerable interest is taxed withlaa fate of 25%. In Euromod,
information on this income component is not avddab

Box 3

Income from capital is generally taxed in Box 3r Hoat purpose assets (savings,
shares, value of"2 accommodation etc) minus max (0, debts minus 89288) are
calculated on January 1 and December 31 and avkrédertgages on owned 1L
accommodation are excluded from debts but mortgageest is taken into account in
Box 1). From this taxable asset base a tax freetadkwance is deducted. The
remaining taxable amount (if positive) is assunwetave generated a taxable income
of 4%, with a tax rate of 30% (or 1.2% of the tdeadmount).

The general tax free asset allowance is € 17,59%8% minor children (aged less
than 18) an additional tax free asset allowance 2f349.22 is awarded. Couples may
choose which part of their assets is reported biglwbpouse. They can also transfer
the full amount of tax free asset allowance to rtlsgiouse. Only one of them is
entitled to the asset allowance for minor children.

Persons older than 65 on December 31 are entilad additional asset allowance.
The old age allowance is zero if the taxable abast exceeds € 232,943.99 or if
taxable income in Box 1 exceeds € 16,564.79. Ibnme in Box 1 is between €
11,905.83 and € 16,564.79, the old age allowan&@ds of the average taxable asset
base minus the general tax free asset allowancehandsset allowance for minor
children, but at most € 11,648.08. If income in Bbxs below € 11,905.83, the
maximum old age allowance is € 23,296.17.

In 1998, the income tax schedule, applied to taxabtome minus all tax free
allowancest@xableYy was as follows:

tax band tax-rate
1 0 21,411.17 per year, 1,784.26 per month, tax_bandl  tax_ratel: 7.1%

2 21,411.17 47,090.59 per year, 3,924.21 per month, tax_band2  tax_rate2: 50.0%
nbands: 3 47,090.59 tax_band3  tax_rate3: 60.0%

The income in the first tax band (up to € 1,784p268 month) was also subject to
peoples’ insurance contributions (see section 2.2.8
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3. Data
3.1 General description

The data used are from the 1996 and 2000 wavdge @acio-economic Panel Survey
(SEP), collected by Statistics Netherlands. Thafdes used are the public use data-
sets (PGL196.POR and PGL100.POR) made availablmughr mediation of the
Scientific Statistical Agency of the Netherlandgy@nrisation for Scientific Research
(WSA/NWO).

SEP, started in 1984, collects information on th&ad and economic situation of the
respondents, including income, assets, labour matidus etc. SEP follows about
5000 households containing about 13000 individudllshousehold members aged 16
or over fill out a questionnaire. SEP also servedhe dutch part of the European
Community Household Panel Survey, of which the tjoesaire was partly based on
the one used by SEP. As from 2003, the survey ws®mtinued, to be replaced by
administrative data collection.

3.2 Sample selection, weighting

The variables from SEP included in the Euromod-ukzda are described in the Data
Requirements Document. The data were collectedpnl 4996, and april 2000,
respectively, and the income data mostly pertaihéocalendar years 1995 and 1999.

From the original data households with unit missifigersons aged 16 or more who
did not fill out a questionnaire) and householdshwiersons with missing income
information have been deleted. As a result, the&sI#faset used (w1l) contains 11035
persons in 4568 households, or 85.6% of the persoB8.2% of the households in
the original data. The 2000 dataset (w2) has 1(G8#t4ons in 4329 households, or
83.1% of the persons in 86.4% of the householdlsaroriginal data.

The weights provided by Statistics Netherlands i@de SWEEGLGN and
WLGW8400 respectively) are person weights, aiming to adrfer selective non-
response and panel attritibriThe weighted sample should be representative én th
dimensions: size of municipality, age, sex and tabstatus. For Euromod, household
weights have been calculated as the average ofpdingon weights within each
household. These household weights have been iedtipy a grossing-up factor
(1375 and 1501) to obtain the total number of hbakks on 30 june 1998, and 30
june 2001, respectively. As yet, no reweighting basn applied to take into account
that the deletion of households with missing infation may have been selective. In
fact, the grossed-up numbers of households (6.lfoménd 6.9 million, respectively)
are correct, but the grossed-up numbers of perddn$ million and 15.5 million) are
about 350,000 and about 300,000 lower than theahowmber of persons living in
households in the Netherlands in 1988d 2001, respectively.

" SEP is reported to have a high initial non-respdfairrently about 70%’, as reported on the web-si
of the Scientific Statistical Agency http://129.1P58.28/Data/CBS/SEP/design.htm). Panel attritgon i
about 5% per year.

8 Statistics Netherlands, ‘Annual Household Statsfi998’, Maandstatistiek bevolkind999, no. 11.

? Statistics Netherlands, statline.cbs.nl.
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3.3 Variable adjustment

Most of the income variables refer to the calengers 1995 and 1999. However, the
employment status variables refer to the situatapril 1996 and april 2000. To
improve consistency with the income variables,ahmgployment status variables have
been adjusted in accordance with income componengved for 6 months or more
in 1995 and 1999. If the adjusted employment stétoempst differs from the
original employment status, variables such as Irafcndustry ¢oindust),size of
firm (cofirms3, number of hours workedcdhourg have been adjusted as well, if
relevant making use of information about previoutast employment.

In table 3.1 the results of this adjustment procedue summarized. Note that in the
actual employment status variable we distinguisteise subcategories.

Table 3.1 Cross-tabulation of original and adjusted
(dominant) employment status (unweighted)
Original empl. status

non-working working Total
Adjusted empl. status
non-working wil 5887 369 6256
w2 5180 344 5524
working wil 159 4620 4779
w2 169 4651 4820
Total wl 6046 4989 11035
w2 5349 4995 10344

3.4 ‘Net-to-gross’ conversion

The income variables available in SEP are the amsoprovided in the so-called
annual statement of the employer. These are thauaisido be reported to the tax
authorities, which implies that they are net ofugzational pension contributions, tax-
free savings and employee contributions to unenmpéayt and disability insurance,
but include employer contributions to health insiea and earnings transfer
allowance. In the procedure applied to obtain gemesunts, it has been assumed that
all employees pay the same average rates of ungmeld, disability insurance and
pension contributions, within the relevant limisd that all employees with earnings
below the public health insurance limit pay pulblealth insurance contributions.

3.5 Summary statistics
- employment
In table 3.2 we compare summary statistics on eynpdmt status/activity in the data

years with statistic for the data years and thes bamars for the simulations from
external data sources.
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Table 3.2 Employed and unemployed in data yeabard years for the simulations

Employment status/activity

| Base datasets (weighted)

| Independent data source

(I) % of population aged 15-64 who are:

wl w2 1995 | 1998 | 1999 | 2001
In employment(12+ hpw) | 60.4 67.0 57.8 62.1 63.5 65.4
Retired, sick, students or | 35.1 30.9 37.2 34.6 33.7 32.2
unoccupied
Unemployed (looking for 12+ | 4.6 2.1 5.1 3.3 2.8 2.3
hpw)

(should add to 100)

All 15 year old are assumed to

be students. Unit missings
dropped without ~ changing
weights

Source: survey of employed and
unemployed population
(EBB; statline.cbs.nl)

() proportion of employed or unemployed (12+ hpw, 15-64) who are:

Male | 58.1 56.6 61.6 60.4 59.9 59.0
Female | 41.9 43.4 38.4 39.6 40.1 41.0
(1) proportion of employees (12+ hpw, 15-64) who are:
Male | 60.5 57.2 62.0 60.3 59.8 59.5
Female | 39.5 42.8 38.0 39.7 40.2 41.5
(IV) proportion of self-employed (12+ hpw, 15-64) who are:
Male | 65.8 63.9 69.7 69.3 67.9 68.2
Female | 34.2 36.1 30.3 30.7 32.1 31.8

Compared to 1998, w1 slightly underestimates tlaeesbf persons aged 15 to 64 who
are in employment, whilst the share of inactive amémployed is overestimated.
However, labour force participation in SEP haseased quite fast, so that in 2001,
w2 overestimates the share of employed personsbhoth waves, the share of
employed or unemployed persons who are female appede too high, but if we
only look at employed persons this only holds fo2. wApparently, wl mainly
overestimates the number of unemployed females,wiitalso overestimates the
number of employed females. It should be noted that definition of being
unemployed (and looking for at least 12 hours ofkyaised for the wl and w2
results may differ slightly from the one used bgtiStics Netherlands.

- age, household size,

household type

Table 3.3 presents some demographic statisticsvetkrirom wl and w2 and
compares them to national statistics. As menticeeatler, the weights are calibrated
so that the number of households in wl and w2 imletp the number of households
in the Netherlands in 1998 and 2001, respectivdbwever, the number of persons
ends up below the actual population living in préveouseholds, mainly as a result of
dropping households with persons aged 16 or owewhmm no income information
was available. Dropping these households with ‘omigsings’ will also be the main
reason why the age distribution differs from thetrbution suggested by national
statistics. Compared to the 1998 distribution wilarastimates the share of persons
aged 45 to 64 whilst the share of children is t@hhin w2, the age group 45-64 is
also too small, as is the age group 18-44.
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Table 3.3 Comparison of Euromod populatioroading to age, household size and household type
with actual population

wl w2 NL 1998 NL 2001
total number of
persons 15122525 15532530 15473587 15782839
(weighted)
age: -17 23.6 23.9 22.2 22.3
18-44 41.4 39.0 41.2 39.9
45-64 22.0 22.8 23.9 24.8
65+ 13.1 14.3 12.7 12.9
household size: 1 155 151 14.2 14.6
2 29.0 30.7 28.1 28.6
3 15.1 14.1 17.3 17.1
4 26.1 27.1 24.4 24.1
5+ 14.3 13.0 16.0 15.5
households:
single —64 23.0 215 22.7 231
single 65+ 12.1 12.5 104 10.5
single parent 3.8 4.2 5.6 5.8
couple 30.3 32.2 29.3 29.5
couple, 1 ch 9.8 9.1 11.5 11.2
couple, 2 ch 14.4 14.7 13.7 13.3
couple, 3+ ch 5.9 5.3 6.1 5.9
other 0.8 0.5 0.6 0.7

The household size distribution of wl and w2 alswiates from the population
figures: the share of 1, 2 and 4-person houselaidsoo high whilst 3- and 5 or
more-person households are underrepresented.ns tefr households, the shares of
single elderly, couples and couples with two cleifdrare too high, whilst single
parents, couples with one child and, mainly in silgle persons younger than 65 and
couples with 3 or more children, are underrepresent
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3.6 Updating

To update the data to the common base years 19982CG#1, the following updating

factors have been used (w1-1998, w1-2001, w2-1828001):

P_ind1.059/1.162/0.975/1.07 Consumer price index (1.5 1998; 1995 =1.00;
source Statistisch Bulletin 41 (Statistics Netheds) 14/10/99) may
deviate from earlier figures. June figure chosercéuse rent is
increased on july 1 in NL. 1999: 1.086, June 20162 (Stat Bull 36,
13/09/01)

E_ind 1.062/1.173/0.971/1.072 Index of wages (1.062: jaA88; 1995 = 1.00),
derived from Statistisch Bulletin 30 (29/7/99) a@d (29/1/1998):
‘cao-lonen per maand inclusief bijzondere belonimmigéune 2001:
1.341, 1990=100 (SB 29, 26/07/01), 1998: 1.215 {SE7/01/00);
1995: 1.143 (29/1/1998} June 2001: 1.173 (1995=1.00), 1999:
1.251.

| ind 1.188/1.444/0.92/1.118 Index of property incomé&g8&. 1998; 1995 = 1.00),
National Accounts of the Netherlands 1998 (StaBstNetherlands):
property income of households (excluding incomeutegp to ‘policy
holders’: profits of pension funds etc) Prelimin&2@01: 2000/1995=
1.3842 (National Accounts 2000) * cpijun2001/200@43) = 1.444

R_ind 1.078/1.178/0.938/1.0255 Index of rent (1.078: lafd®996 - june 1998);
derived from Statistisch Bulletin 41 (Statisticsthid¢elands) 14/10/99)
(RENT information in SEP96: april 1996) June 20A1205 (SB 40,
11/10/01, 1995=100), April 1999:1.141 (SB 41, 14990, April
1996:102.3 (approxp June 2001: 1.178 (april 1996=1.00)

P_indh 1.19/1.67/0.865/1.214Index of house prices (1.19: 1996 - 1998), median
house prices have increased by about 19% betwe®6 48d 1998
(Source: nvm dutch association of real estate agent
www.nvm.nlR001/1996: 1.67, 2001/1999: 1.214

S ind1.057/1.099/0.979/1.017@ndex of tax-free savings (the (maximum) allowable
value of nisploon increased by 5.7% between 1995 198).1998:
1670, 2001: 1736 2001/1995=1.099; 1999: 1706.

P_indc1.02/1.03/1.01/1.02 Index of car prices: average car-prices decreasgd b
2% between 1995 and 1998 (Source Statistics Naetis]
Maandstatistiek van de Prijzen); increased by 3%ween 1995 and
2001

P_indi1.197/1.465/0.941/1.152 index to be used for pevatalth insurance 1995-
1998: (Source Kluwer, sociaal Memo 2, 1998) 2009%191.152,
2001/1998: 1.224> 2001/1995: 1.465

B ind 1.052/1.176/0.973/1.087mdex of benefits; the benefits involved (aaw, ubz)
can be assumed to follow the (net) minimum wagerdss terms the
index is 1.052 (Source Kluwer, sociaal Memo 2, 199801/1998 =
1.118 2 2001/1995 = 1.176

1% This increase is not likely to have impact onvhkie of the owned house taken into account to
compute imputed rent (coimprnt) to be added tolikexancome. In fact it is more likely that the 1996
price is taken as the basis.
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4. Validation of Aggregates

In this chapter we compare some basic preliminesylts from the Euromod baseline
run with national statistics, in order to validéte aggregates produced by Euromod.

4.1 Benefits and benefit recipients

Table 4.1 compares total amounts of benefits ametfiterecipients for the benefits
simulated in Euromod.

Table 4.1 Benefits and benefit recipients
- comparison of Euromod base line runs with Nati@tatistics

National Euromod difference(%)
statistics
Total amounts (x 10° €) Source  wil w2 wi w2
Child benefits 1998 2.87 (1) 2.88 2.89 +0 +1
2001 3.01 (3) 2.94 2.96 -2 -2
State pension 1998 17.58 (2) 16.36 17.85 -7 +2
2001 20.28 (3) 18.36  20.05 -9 -1
Survivor benefits 1998 1.62 (2) 0.94 0.95 -42 -41
2001 1.51 (3) 1.02 1.02 -32 -32
Social assistance
General (ABW) 1998 4.53 (1) 2.81 1.79 -38 -60
2001  4.27* (3) 3.66° 274 -14 -36
Elderly or partly disabled 1998 .26 (1) 0.43 0.59 +65 +126
unemployed (IOAW)
2001 -
Rent subsidy 1998 1.33 (2) 1.07 0.97 -20 -27
2001 1.55 (4) 1.03 0.94 -34 -39
Numbers of benefit recipients
(x 10°%
Child benefits (households) 1998 1.82 (2) 1.85 1.90 +2 +4
2001 1.86 (3) 1.85 1.90 -1 +2
State pension (persons) 1998 2.15 (4) 1.98 2.22 -8 +3
2001 2.21 (3) 1.98 2.22 -10 +0
Survivor benefits (persons) 1998 0.18 (2) 0.11 0.11 -39 -39
2001 0.14 (3) 0.11 0.11 21 21
Social assistance (households)
General (ABW) 1998 0.41 (2) 0.45 0.29 +10 -29
2001 0.33 (3) 0.45 0.30 +36 -9
Elderly or partly disabled 1998 0.02 (2) 0.04 0.06 +100 +195
unemployed (IOAW)
2001 0.02 (3) 0.04 0.06 +100 +195
Rent subsidy 1998 1.05 (2) 1.16 0.93 +10 -11
2001 0.99 (4) 1.03 0.85 +4 -14

(1) Sociale nota 2000, Tweede Kamer der Staten Generaal 1999-2000, 26802.
(2) Statistical yearbook 2000, Statistics Netherlands, Voorburg

(3) Sociale nota 2003,

(4) Sociale nota 2002, Tweede Kamer 2001-2002, 28001.

Includes IOAW
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With respect tochild benefits the Euromod results are quite close to the nakion
statistics, both with respect to the total amowartd the numbers of beneficiaries.
Obviously, assuming 100% take-up, any differenessilt from differences between
the actual size and age composition of the grouphdfiren younger than 18 and
those suggested by the data in use.

Using the wl-data, the total amounts and numbebgioéficiaries of thetate pension
are underestimated by about 8%. Part of this usteration is due to the fact that the
SEP data do not include persons living in insiogi. About 8% of the population
aged above 65 is living in institutions. These pesswould still be eligible to the
state pension. Using the w2-data, we no longer éindunderestimation; given that
institutionalized elderly are still not presenttire data, we actually overestimate the
number of beneficiaries as well as the amounts waeb Again, this is purely a
consequence of the fact that size and composifitimeo(reweighted) data differ from
the actual population.

Euromod does clearly less well in the simulatiorihaf total amounts and numbers of
survivor benefitsboth end up about 40% below the actual figures988, while the
amounts are 30% below the actual figures in 200d,the number of beneficiaries is
21% below the actual figures. One cause of thisrdmancy may be that the survivor
benefit as simulated in Euromod was introduced9®6l Euromod does not take into
account the fact that for survivors whose spoused tefore 1 july 1996, more
generous entitlement rules apply. Obviously, thelber of beneficiaries of the pre-
1996 benefit has decreased between 1998 and 20@#hex factor underlying the
underestimation of the survivor benefit amountthet, in the data, the total number
of survivors aged below 65 is underestimated, aseaimplied from the fact that it is
below the actual number of persons receiving sondenefits (in the data).

With respect tsocial assistancbenefits we find that, using wl, Euromod somewhat
overestimates the total number of recipients, whilsclearly underestimates the

amounts of benefits involved. Moreover, as expe¢tee section 2.1.4), in particular

IOAW benefits, as well as number of recipients, averestimated. Using w2, both

the amounts and the numbers of beneficiaries aterastimated.

The fact that, in wl the total simulated numbereaipients of social assistance is too
high while total amounts are too low, and in w2 timelerestimation of the number of
beneficiaries is lower than the underestimationtttd amounts, implies that, in
particular, the number of recipients of a part@tial assistance benefit, next to other
sources of income, is overrepresented. In Euromediind that about 60% of social
assistance recipients has other sources of incamiést in actual fact this holds for
less than 2098. Upon closer inspection, it turns out that thedfuod population of
social assistance recipients includes a humbeeapients of education grants (who
have not been classified as students because tls®y lmve income from
employment). Still, about half of the other recigi of social assistance also have
other sources of income in Euromod. To some exthig,may be due to the fact that
the data measure income over a whole year, whitsakassistance is awarded on the
basis of income during a month (or, in some casesn a shorter period). Another
possible explanation is that some recipients ofasassistance may not report all

 Ministerie van Sociale Zaken en Werkgelegenhe@® (3, Lijnen naar de toekomst. Evaluatie
Algemene Bijstandswet 1996-1999.
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their income to the relevant authorities. Howewtesgems likely that households with
no income except social assistance (and possibilg benefits and rent subsidy) are
underrepresented in the data.

The results with respect to rent subsidy are moress consistent with the previous
findings. Using wl, Euromod overestimates the numbg& beneficiaries, but
underestimates the total amount of rent subsidyistivhsing w2 the underestimation
of the amounts of rent subsidy exceeds the undeyasbn of the number of
beneficiaries. Again, these results support theclosion that households with very
low incomes are underrepresented in the SEP detgvtould be entitled to relatively
high amounts of rent subsidy, thus increasing ated amount. The fact that Euromod
finds a large number of households entitled tatiratly small amounts of rent subsidy
may also be consistent with a relatively high leg&lnon-takeup of rent subsidy
(estimated to be between about 15 an 25% of allsétmalds entitled to rent
subsidy¥2. It should also be noted that Euromod applieskes for the subsidy year
ending on 30 june of the year in question, buthie mneans test uses income for the
whole calendar year. In reality, the taxable incoreeeived in the calendar year
preceding the subsidy year was used to determénarttounts of rent subsitdy

2 Tweede Kamer der Staten Generaal (1999-200i8);gebruik van de individuele huursubsidie
vergaderjaar 1999-2000, 25831.

131n 2001, Euromod takes into account that the ¢afizin of taxable income changed between 1999
(the calendar year before the subsidy year runinorg 1 July 2000 to 30 June 2001) and 2001, but not
that income before taxes may have changed, e.g.result of indexation.
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4.2 Social insurance contributions and taxes

Table 4.2 compares total amounts of social ins@waoatributions and income
taxation with the amounts produced by the Euroreskline run.

Table 4.2 Social insurance contributions and inctaration
- comparison of Euromod base line runs with Nati@tatistics

National Euromod difference
statistics %
Total amounts (x 10° €) Source  wl w2 wl w2

Social insurance contributions

Unemployment insurance
employee + employer 1998 6.13 (6) 8.09 8.79 +32 +43
contributions

2001 6.35 (8) 754 8.17 +19 +29

Disability insurance
employer contributions 1998 10.8 (6) 11.26 12.02 +4 +11
2001 12.3 (8) 12.34 13.18 +0 +7
self-employed contr. 1998 0.51 (2) 0.21 0.25 -59 -51
0.36 (3) -42 -42
2001 0.83 (10) 0.26 0.30 -69 -64

Health insurance

employee contributions 1998 2.8 (7) 262 2.66 -7 -5
employer contributions 1998 4.6 (7) 493 5.13 +7 +12
total 2001 11.0 (9) 9.45 9.67 -14 -12

Peoples insurances
employee contributions 1998 31.06 (2) 31.68 33.80 +2 +9
31.35 (3) +1 +8
2001  32.05 (10) 31.48 33.93 -2 +6
Income taxation 1998 21.81 (3) 24.99 26.22 +15 +20
19.88 (3)* +26 +32
2001  27.65 (10) 22.12 23.99 -20 -13
23.34 (10)* -5 +3

(2) Statistical yearbook 2000, Statistics Netherlands, Voorburg

(3) Belastingdienst, Jaarverslag 1999 (Tax service, yearly report)

(6) LISV, Kerncijfers werknemersverzekeringen t/m oktober 2000, http://www.lisv.nl

(7) EIM, ‘Inventarisatie beslissingen...’, http://www.eim.nl, estimate based on household
survey

(8) IWI, ‘De sociale verzekeringen in 2001’, www.iwiweb.nl

(9) CVZ, ‘Lasten en financiering ziekenfondswet 2001-2003’, www.cvz.nl

glO) Belastingdienst, Jaarverslag 2002, www.belastingdienst.nl (Tax service, yearly report)
Excluding dividend tax

As can be seen, Euromod overestimates the totaliginud employee and employer
contributions to unemployment insuran@y about 32% using wl in 1998, by about
29% using w2 in 2001). This is partly due to thet finat in Euromod public sector
employees are also assumed to pay these contnbutin fact, the unemployment
insurance contributions paid by public sector eryedés and employers are not
included in the statistics referred to in table. 4lBe public sector consists of about
20% of the total number of employees, and if iassumed that 20% of the total
amount of contributions in Euromod can be ascriteedublic sector employees, we
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are left with an overestimation of about 6% of toéal unemployment insurance
contribution. The results with respect ®mployer contributions to disability
insurance (that do include the public sector) suggest a lamidegree of
overestimation. One possible source of this ovenesion may be that these
contributions are levied on daily wage up to atjrand in Euromod it is implicitly
assumed that persons work full-time during the whaar. For persons working part-
time or only part of the year, the contributions averestimated if their daily wage
exceeds the contribution limit.

The self-employed contribution to disability insurance clearly underestimated,
which is consistent with an underestimation of-seeffployment income. Notably, the
underestimation may largely be due to an underesitim of the number of self-
employed persons in the Euromod-data, partly causedhe fact that income
information is missing for relatively many self-elmped persons in the underlying
SEP-data.

The accuracy of the total amountshafalth insurance contributions also limited by
the fact that most public sector employees arerealvBy other arrangements. In view
of this, the total amounts of employee contribugidior 1998, as simulated by
Euromod, appear to be underestimations, which naatlypbe consistent with an
overestimation of the number of employees with ieas above the public health
insurance limit. For 2001, available figures sugges underestimation of the total
amount of health insurance contributions whichls® &aused by an underestimation
of the contributions paid by the employees or tiguied persons. It appears that, in
particular, the number of persons aged 65 or oldsured via the public health
insurance is underestimated. This may be causdaebiact that the number of elderly
households with low incomes is underestimated aat by the fact that elderly with
incomes above the public health insurance thresimalg be insured while Euromod
assumes that they are not insured via the pubditthhesurance.

The total amounts opeoples’ insurance contributionappear to be only slightly
overestimated by Euromod. Given that, for 1998, obwd considerably
overestimates the amountioatome taxatiorthis also points to an overrepresentation
of persons with high incomes in the Euromod datgadrticular since the amount of
income taxation from the national statistics inelsicE 1.94 billion of dividend tax,
which is only partially borne by private househdfds

However, there are some other reasons why theaotalints of income taxation from
the Euromod simulations are too high.

1. Income tax deductions not taken into accourEumomod: private life insurance
contributions (within bounds), gifts to charity,ceptional expenses (e.g. health care),
child care (see section 2.3.2.). Although the b&misncome taxation and peoples’
insurance contributions is the same, it can be @rpethat these deductions mainly
affect the higher income brackets, which impliest fieoples’ insurance contributions
can be simulated relatively accurately. Both assalt of the lower marginal tax rates

4 Dividend tax is a tax of 25% levied at source arsthdividends. In the final assessment of income
tax the dividend tax paid on shares owned by haldslis subtracted. In fact, the total amount of
dividend income reported in Euromod is less th&azebillion (not all of which may have been subject
to dividend tax).
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and the fact that deduction possibilities for liflgsurances have been reduced
considerably, the overestimation is less in 2001.

2. Reductions of tax and contribution payments liy émployer. A large part of
income tax and peoples’ insurance contributiongaisl through withholding by the
employer. There are several arrangements which gwployers a discount on the
amounts to be paid to the tax authorities. In paldr, discounts are awarded for
employees with low wages, hiring long term unempthyand for certain categories
of employees in specific sectors (education, cluftte, shipping, research and
development). In 1998, the total amount of redundics estimated as about € 1.3
billion in ‘wage taxation’ (= withheld income taxamh) and € 0.3 billion in peoples’
insurance contributions (2001: € 1.6 billion + €3 Ghillion)">. Notably, these
reductions dmot affect the net incomes of the employees.

All in all, it is not quite clear why in 2001 thésulated amounts are so much lower
compared to the actual amounts than in 1998. Ngtale actual amounts for 2001
include a negative amount of € 2.6 billion ‘inkoerabelasting’ (income tax) which
may largely refer to the assessment of tax on icoeceived in the previous year,
while the negative amount of income tax publishad2002 is just € 0.1 billion (there
are no comparable figures for 1998). So in actaed, the amount of income taxation
levied on incomes received in 2001 may be some iiflidn lower than the amount
in table 4.2, which brings the level of overestimatby Euromod more in line with
the figures for 1998.

> Tweede Kamer der Staten Generaal, 1998-198lfhenennota 1999vergaderjaar 1998-1999,
26200; Tweede Kamer der Staten Generaal, 2001-20ij@enennota 2002yergaderjaar 2001-2002,
28000.
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4.3 Poverty incidence

Table 4.3 compares the poverty incidence of thefod baseline run with the most
comparable independent source (poverty threshol$o Gf median equivalent
disposable income, using the modified OECD equivadescal®®).

Table 4.3 Poverty incidence in Euromod comparet wétional results

Poverty incidence Euromod IPO'97"’
households wl, 1998 w2, 1998
< 75% of poverty line 3.0 2.6 2.8
< 90% of poverty line 5.3 6.2 4.9
< poverty line 10.9 12,5 8
< 110% of poverty line 18.2 19.3 12.7
< 125% of poverty line 29.0 28.6 21.6
< 200% of poverty line 64.2 63.7
< 300% of poverty line 89.6 90.8
persons
< 75% of poverty line 25 2.6 31
< 90% of poverty line 5.2 6.5 5.9
< poverty line 10.0 11.7 9.1
< 110% of poverty line 16.1 17.5 13.7
< 125% of poverty line 26.1 26.4 22.2
< 200% of poverty line 66.1 66.0
< 300% of poverty line 91.0 92.0
Eurostat

households wl, 1998 w2,1998  1998"°
< 40% of median 2.4 2.0 4
< 50% of median 4.3 3.8
< 60% of median 10.9 125 12
< 70% of median 22.9 23.9
households wil, 2001 w2, 2001
< 40% of median 2.7 2.1
< 50% of median 4.7 4.2
< 60% of median 12.3 13.2
< 70% of median 24.0 24.0

Euromod Eurostat
persons wil, 2001 w2,2001 2000

% The modified OECD equivalence scale assigns leditst person in the household, 0.3 to children
aged below 14 and 0.5 to every other person.

" CBS/SCP (1999Het meten van armoede (the measurement of povBtatjstics Netherlands /
Sociaal en Cultureel Planbureau, Voorburg / Deng-&#atistics on the basis of the IPO (income panel
survey) which uses register data of about 75,00 &iwolds.

18 CBS/SCP (2002)Armoedebericht 2005 tatistics Netherlands / Sociaal en Cultureel Ria@au,
Voorburg: Source ‘Eurostat’.

9 C. Vrooman et al (2003 \rmoedemonitor 200Fociaal en Cultureel Planbureau / Statistics
Netherlands, SCP publicatie 2003/17, Den Haag:@otEurostat (New Cronos)'.
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< 40% of median 2.0 1.9 3

< 50% of median 4.1 4.7 5
< 60% of median 11.0 11.9 10
< 70% of median 21.2 21.7 18

A notable result from this comparison is that ie turomod baseline runs for 1998,
the numbers of households with incomes betweenab@125% of the poverty line
are considerably higher than according to IPO(198%&hould however be noted that
the comparability of the results is adversely ad#ddyy differences in the definition of
disposable income, in particular with respect te ttneatment of the owned
accommodation. Moreover, households mainly dependereducation grants were
not included in the IPO results.

The differences with available statistics deriveahf Eurostat are smaller. Notably,
the Eurostat figures for 1998 suggest a highergméage of households with very low
incomes (below 40% of the median); the lower peamgs in Euromod may be a
result of deleting households with missing incom@rmation for persons aged 16 or
over. Unfortunately no comparison for 2001 is aalalié as yet.

4.4 Income distribution

Table 4.4 presents additional information on treritiution of equivalent disposable
income in the Euromod baseline runs: the decilatpdor 1998 and 2001 using w1l
and w2. Both using w1l and w2, the higher decilegholds show a faster growth than
the lower thresholds, suggesting that as a re$@ysiem changes between 1998 and
2001, income inequality has increased somewhagrdstingly, both for 1998 and
2001, the difference between using wl and w2 ikdsgin the decile points 3 thru 7:
the median shows a bigger difference than the lbaed highest deciles. Using wl
for 1998 and w2 for 2001, the lowest decile hageased with 16.2% whilst the
median increased with 21.1%. This is consistent Wik increase in the poverty rate
(using 60% of the median) found in the previougisac
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Table 4.4 Deciles of equivalent income in Euromod

1998 w1l (a) 2001 w1 (b) b/a*100

15" decile 683.4 766.8 112.2
2" decile 792.4 892.2 112.6
3" decile 893.8 1024.3 114.6
4™ decile 1018.4 1155.2 113.4
5" decile 1139.4 1295.8 113.7
6™ decile 1272.4 1452.0 114.1
7" decile 1440.3 1643.8 114.1
8" decile 1652.5 1893.2 114.6
9" decile 1989.3 2294.7 115.4
1998 w2 (c) 2001 w2 (d) d/c*100

15" decile 707.5 794.0 112.2
2" decile 831.5 939.2 113.0
3" decile 956.3 1084.6 113.4
4™ decile 1080.7 1222.0 113.1
5" decile 1214.1 1379.6 113.6
6" decile 1360.2 1545.7 113.6
7" decile 1520.7 1736.1 114.2
8" decile 1732.8 1982.0 114.4
9" decile 2063.4 2357.7 114.3
c/a *100 d/b *100 d/a *100

1% decile 103.5 103.5 116.2
2" decile 104.9 105.3 118.5
3" decile 107.0 105.9 121.3
4™ decile 106.1 105.8 120.0
5" decile 106.6 106.5 121.1
6" decile 106.9 106.5 121.5
7" decile 105.6 105.6 120.5
8" decile 104.9 104.7 119.9
9" decile 103.7 102.7 118.5

4.5 Conclusion

The validation exercise on the Euromod baselinefourthe Netherlands has shown
that Euromod is not (yet) perfect for the simulataf the consequences of tax and/or
benefit policy measures in the Netherlands. Ini@algr, with respect to some

earnings related contributions and benefits, thgreke of accuracy of the baseline
appears to be fairly poor. On the other hand, futdcbenefits and state pension
benefits the simulations are reasonably accurate.

To some extent, the lack of precision can be asdrito simplifying assumptions

made in Euromod. Obviously, the quality of the uhdieg data also plays a role here.
A better understanding of Euromod’s pluses and saaiwcould possibly be gained by
a more detailed comparison of distributional st&gsof simulated instruments from

the baseline run with external sources. Unfortelgatetailed distributional statistics

from external sources are rather hard to obtain.
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