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Abstract

Microsimulation models for analysing Lithuanian 4aenefits system are not yet
employed despite the fact that it is a valuable toothe social policy analysis. Outcomes of
ongoing social reforms are usually assessed fojaaerage“ or ,statistical* individual or
family. Nevertheless, policy impacts on the popalatgroups, coming from different
economic or socio-cultural backgrounds are unaert#i microsimulation models were
employed to evaluate the consequences of propasedtwal changes in social policies, a
more detailed picture of the potential winners boseérs could be acquired

The purpose of this research is to compare thenpatef national microdatabases for
the construction of the static Lithuanian tax-bé&neficrosimulation model. We, therefore,
review Lithuanian tax-benefit policies on a seldatiate (i.e. June 30, 2004), which is already
used for the purpose of building EU-wide static thnefit microsimulation model
EUROMOD. Afterwards, we focus on comparison of twiatasets containing rich
information on the socio-economic and demograplsitaation in the country: the Household
Budget Survey (HBS) for the years 2004 and 2008;the European Community Statistics
on Income and Living Conditions (EU-SILC) in Lithnua for the year 2005. This study
particularly aims to assess both surveys in terfrthar potential to simulate selected tax,
social contribution and family policies.

The comparative analysis of both HBS and EU-SILGaskts shows that, despite
embedded differences and shortages of the analyatd these surveys contain valuable
information for the purpose of simulation of thehuanian tax-benefit system. HBS offers
higher possibilities of simulating Lithuanian behefystem, as it contains more detailed
income categories (i.e. recipients of maternity¢paty insurance, which is not available in
the EU-SILC) and provides more information on tlmn4tcash household income. Thus, it
allows evaluating a wider range of existing or megd public policy measures. On the other
hand, the use of EU-SILC data for Lithuania prosidehigher comparative value in terms of
tax and benefit simulation across the EU. In additio this, our research suggests, that
currently both datasets tend to have a higher piatem simulating Lithuanian benefits
(especially, benefits for families and childrenthex than direct taxes or social contributions
(especially, personal income taxation). This situmatcould change in the future, when the
fully implemented EU-SILC survey containing varieblon employer’s social contributions
or income components in gross and net forms foy#ae of 2007 is going to be released.



1. Introduction

In 2006, a feasibility study on developing a Lithigm tax-benefit microsimulation
model has identified Household budget survey (HBS)the most comprehensive micro-
database for the purpose of building a microsinnutamodel (Stirling & Lazutka, 2006).
Since August, 2007, the EU-SILC (Community Statstn Income and Living Conditions)
dataset for Lithuania has been released. This elatafiects information on a number of HBS
covered statistics: population demographics, empboyt, income or housing conditions.

A study, prepared by Figari, Levy and Sutherlaral hlready suggested that the EU-
SILC has a number of significant benefits in orttebe used as the underlying database for
the cross-country comparative studies using EUROM®BDari et al., 2007a). On the other
hand, it has been also pointed out that nationalutes of EUROMOD tend to have a lower
capacity to address the complexities of the taxebesystems if compared to the national
microsimulation models (Figari et al., 2007b). Aelpninary analysis of the EU-SILC and
HBS questionnaires for Lithuania points to HBS,aasnore comprehensive dataset for a
construction of a national tax-benefit microsimidatmode. However, currently there is no
research on the comparison of these two datasetse gmtential sources for Lithuanian tax-
benefit simulation.

The main purpose of this study is, thus, set to anakcomparative study of these 2
datasets with respect to their data capacity inukitlmg Lithuanian tax-benefit policies.
Particularly, this paper aims to identify which ip@s could be addressed by both, at least by
one or by neither of the analysed datasets. Intiaddio this, this study aims to simulate
selected tax-benefit policies using both EU-SILCd dABS microdata and to compare
obtained simulation results with the administratieeords.

Firstly, this paper presents a general descripgbrmicrosimulation modelling and
microdata resources in Lithuania. Secondly, it carap HBS and EU-SILC datasets on a
number of issues: embedded concepts, data coltectiodes, demographic or income
characteristics. Thirdly, the paper reviews Lithaaiax-benefit policies and examines if their
rules could be simulated by the use of HBS and BHlWGSlata. Finally, the conclusions on
HBS and EU-SILC potential to simulate Lithuaniarx-teenefit structure are made and
recommendations for the further research with retspe identified data or simulation
differences are suggested.

2. Review of microsimulation and microdata resourcesin Lithuania

Microsimulation modelling, as a tool for public @y analysis, is not yet actively
employed in Lithuania. Davies indicates that in ldwet decade the unpredictable nature and
rapid pace of expansion of the transition econojrdesa shortage and a lack of modelling
resources were among the main reasons hinderingaelopment of the microsimulation
modelling in Lithuanian and other transition couedr(2004). However, as the country’s
socio-economic environment, as well as micro da@ebabecome much more predictable and
reliable, microsimulation modelling receives an re@asing attention among the policy
analysts. Tax-benefit microsimulation models, dsnal of microsimulation modelling, play
an especially significant role for the purpose ofiqy effect evaluation. These types of
models are actively used in most of the EU cousitrie
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Lithuania, however, has not yet developed a nakiaxabenefit microsimulation model
(MSM) yet. Nevertheless, Lelkes reports (2007) thatcountry is currently in the process of
constructing one. In addition to this, a feasipiBtudy on the development of a Lithuanian
tax-benefit MSM has been prepared in 2006 (Stiringazutka, 2006). It was initiated by the
I-CUE project - the project aimed at improving ttegpacity and usability of EUROMOD —
the EU-wide tax-benefit static microsimulation mbd@&his feasibility study reviews
Lithuanian tax-benefit policies on June 30, 200% eecommends the construction of a tax-
benefit micro-simulation model based on a HouselBdget Survey (HBS). In fact, HBS
has also been identified as one of most feasibteaadatabases for the purpose of tax-benefit
microsimulation in the other new member stateshefEU. The proto-types of EUROMOD
for Estonia and Slovenia, for example, are (bemglt using HBS.

This paper takes a further step in analysing theSHLWC (Community Statistics on
Income and Living Conditions) dataset as an alter@aunderlying micro database for the
construction of a Lithuanian tax-benefit microsiatidn model. The EU-SILC collects
comparable cross sectional and longitudinal muttehisional micro data on income poverty
and social exclusion in European countries (EUROBT2007a). Since 2005, the dataset
covers 25 EU member states, plus Norway and Icekamdl is the largest comparative survey
of European income and living conditions. The EWEI2005 database, containing
information on Lithuania, has been released in Atg2007.

The EU-SILC has already been assessed with respats potential on carrying out
public policy simulations across the EU. The studpnducted by Figari, Levy and
Sutherland, tests the usability of this databasdiriing it to the Spanish EUROMOD
module (2007). The researchers suggest that ddspitations, associated with the variables
contained in the EU-SILC, the database has a nuwoifbggnificant benefits: it could further
increase model’s comparability and reduce deficemcrelated to maintenance issues, or
improve access to the EUROMOD utilized nationahdat

In addition to EU-SILC and HBS databases, other ufaipn representative
microdatabases, such #e Population and housing cens&®pulation migration survegr
Population employment survegre collected in Lithuaniddowever, these microdatabases
aim at collecting in depth information on speciisues rather than providing a broad picture
of the population income and living conditions. Bles, current Lithuanian population
surveys could not be merged in order to form a nckisive database. Such a practice of
pooling relevant microdatabases is quite widespfeathe construction of tax-benefit MSM.
For example, the U.S. population bag®thamic Simulation of Income Mod@&®YNASIM),
was developed on the host database, which matche@r® Population Survey (CPS) with
the social security earnings records of the indisld and federal income tax information
(Anderson, 2003).

There is currently a limited potential in Lithuaro& using pooled survey databases or
administrative records. Therefore, this paper fesusn HBS and EU-SILC, as the most
comprehensive surveys for the analysis of Lithuan@opulation incomes and living
conditions.

! After the EU enlargement in 2004



3. HBSand EU-SILC: review of the main attributes

3.1. Introduction to HBSfor 2004 and 2005

The construction of microsimulation model requieesvide range of characteristics of
the underlying micro-units. Since 1996 DepartmenBtatistics to the Government of the
Republic of Lithuania$tatistics Lithuanigcarries out the annual Household Budget Survey
(HBS). “The objective of the survey is to obtairdiakle information on the standards of
living of Lithuanian households, i.e. incomes, exgieures, housing conditions as well as the
acquisition of durable goods, etc.” (Statistichuinia, 2005:5).

Responding to its main objective, the survey ctdlsocio-demographic information on
individuals’ age and marital status, household sarel its composition, information on
employment status, individual and household incame its components (i.e. income in the
form of wages from main or supplementary job, vasidypes of pensions, social benefits,
income from rent of property, non-cash income fragnicultural production or charity), taxes
and fees paid, expenditures and other types of latipa information. Generally, it can be
stated that HBS collects data on:

Demographic characteristics of households;
Income;

Expenditures;

Employment;

Consumption;

Housing conditions.

The target population of the HBS is private housghan Lithuania. Individuals living
in the institutional establishments (nursing honfes elderly people, imprisonment
institutions, compulsory military service instaitats, etc.) are excluded from the survey
(Statistics Lithuania, 2005). The HBS households lzging surveyed for the period of one
month. As it is a cross-sectional survey, differbouseholds replace the previous target
population after one month.

In order to assure that all social strata have legossibilities to be randomly selected
for the survey, the Population Register is usedraw the HBS target population. For this
purpose, the territory of Lithuania is divided in3d distinct strata, which cover 5 largest
cities, small and middle size towns and countrysadeas. HBS uses two data collection
methods: the interview conducted by an intervievaed self-registration filled in by
household members. For the purpose of data calledtivo types of documents are used:

1. Main Household Questionnaire (filled in by an iniewer). The aim of this
guestionnaire is to collect social and economiorimiation on household members, their
living conditions and income.

2. Diary of Household Expenditure. This diary aims thé collection of household
expenditure on food and non-food products and sesviDuring the period of 15 days
the household records these types of expenditlilessremaining days of the month are
used for the registry on expenditure of non-fooddpicts and services. Based on the
survey design, half of the surveyed householdsrdeerpenditures on food in the first
half of the month, while the other half — in theed half of the same month.

In 2004, HBS selected 10866 target households. dduhem, 7961 households (or
22611 individuals) participated in the survey. N@sponse ration in 2004 was 26.7%: it
reached 41.0% in 5 largest cities and was at 13eMél in the rural areas (Statistics
Lithuania, 20005). In 2005, the selected sample ®®mained the same, but fewer households
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participated: 7586 households, corresponding ta3206dividuals. This indicates that the
non-response ration increased in 2005 and reacBet?3(45.5% in 5 largest cities and
16.2% in the rural areas) (Statistics Lithuanid)@0

Despite the fact that HBS collects mainly the datathe year of the survey, but its data
on expenditure and income from agricultural produrctof the household refers to the
previous 12 months (Statistics Lithuania, 2005).

3.2. Introduction to EU-SILC

The EU-SILC (Community Statistics on Income and igv Conditions) collects
information on private households and their membesgling in the territory of the member
states at the time of data collection. Persongadiwn collective households and in institutions,
such ascare or imprisonment establishmerdse excluded from the target population. The
main aim of the survey is to gather comparablermédion on the incomes, poverty and
social exclusion in the different European coustrieor this purpose, the survey collects
information on household income, housing conditidiving conditions, employment, health
status, access to health care, financial problamssing problems, possibility to meet certain
needs, as well as demographic and socio-econoraracteristics of the population.

The EU-SILC was launched as a pilot survey in 20BWROSTAT, 2007a). Since
2005, it incorporates 25 EU members (all membetsr ahe enlargement in 2004), plus
Norway and Iceland. The full implementation of thevey is foreseen in 2007, when each
participating country has to fully adapt their stards on the provision of imputed rent,
employer social contributions or income componengrass level. EUROSTAT foresees
Romania, Bulgaria, Turkey and Croatia being incoapexd in the survey in the coming years.

Lithuanian data for the EU-SILC was first collect@d2005, during the Il and the Ili
quarters of the year. It was gathered via faceate-finterviewing of all respondents aged 16
and over. In addition to this, data from interviewss also combined with data from
administrative sources. Lithuanian data on incosneollected for the last calendar year (i.e.
2004), when demographic and other survey contaimidmation refers to the year of the
survey (i.e. 2005).

Surveyed Lithuanian households were selected ftoenRopulation Register using a
random sampling method (Statistics Lithuania, 20@&cording toStatistics Lithuaniathe
stratified sample design with a simple random sann@s used in strata. This implies that the
entire Lithuanian territory was divided into 7 nowerlapping strata, out of which a one-stage
simple random sample is selected. The 5 largassaif Lithuania, towns and rural areas are
divided into separate strata. The survey sample siz households in every stratum is
proportional to its share of population aged 16 awet.

In 2005, the EU-SILC targeted 6450 households,obuthich 4441 participated in the
survey. The participating households come fromdasigjes (1755 households), towns (1232
households) and countryside regions (1454 houssh@thtistics Lithuanianforms that the
non-response ratios in large cities and countrysiceas were equal to 43% and 17%
respectfully (2007). The issue of the non-respaasie was dealt by calibration in order to
match the initial sample design and to allow sox&cedemographic estimates: number of
persons in the stratum, number of persons by geardésome age groups.
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The EU-SILC gathers both cross-sectional and lodgital information. The latter one

pertains to individual-level changes over time amdypically observed for a four years
period. The EU-SILC 2005 data on Lithuania contamss-sectional information only.

3.3. Comparative analysisof HBS and EU-SIL C databases

3.3.1. Conceptsand design issues

The main research object of both databases is sehold, which is defined as:

(HBS) One person or a group of persons living togein one apartment (house) and
have a common budget or common expenses (Statidficgania, 2005).

(EU-SILC) A person living alone or a group of pemptho live together in the same
dwelling and share expenditure including the jgrdvision of the essentials of living

(Statistics Lithuania, 2007:13).

Household definitions, even though phrased difféyen indicate analogous

interpretation of the household concepts. In gdnetescription of HBS and EU-SILC
designs reveals a ray of similarities between thmlthses on the grounds of their aims,
interviewing focus on individuals above age 16, ayges of information collected.
Nevertheless, considerable differences are als@dddal in the surveys. For example:

1.

The age of individual is recorded on the interviday in the HBS, while in the EU-
SILC it is recorded by the quarter of the birth riiorin addition to this, the EU-SILC
provides information on person’s age at the enthefyear.

HBS data for 2004 and 2005 is collected monthly @milesents the situation of income
and demographical characteristics of the surveyr y@xcept of income from
agricultural production, which refers to the prexsal2 months). The EU-SILC data for
2005 was collected during the Il and the Il quartéMay-July) of the year. This
database provides information on household compasihousing conditions, health,
and debts reflecting the year of 2005, but its datancome and taxes represents the
situation of previous calendar year.

HBS collects monthly income information, and onfycome related to agricultural
production of the household or some state trans$eich as child benefit, are recorded
as an aggregate for the previous 12 months. Th&EQG-presents only yearly income.
In addition to information collected via interviedata from Social Insurance Fund and
State Tax Inspectorate is used in the EU-SILC cdatab

HBS provides information on net income (after tgxesile the EU-SILC records both
net and gross (before taxes) income data. The EQ-8&atabase also indicates in which
form (net or gross) each income type was collectieagddition to this, the EU-SILC
collects information on employers’ social insurare@tributions and monthly gross
wages of employees. Due to the pilot nature ofsilneey, those 2 variables were not
recorded in EU-SILC 2005 files for Lithuania yet.

HBS records information on expenditures of the lkrbofds (for food or more expensive
purchases), while the EU-SILC does not contain sofdrmation. However, the latter
survey provides valuable information on the indiats‘ health and access to health care
services.

HBS is a cross sectional survey, while the EU-Skidllects both cross-sectional and
longitudinal information. Nevertheless, the EU-SIPGO05 for Lithuania still contains
cross-sectional information only.

Statistics Lithuaniaalso confirms this study observed and addition#fledinces. It

points specifically to the differences over incoroategories. For example, perquisite,
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irregular transfers from other households, compensafor medicine, cost-free board for the
children in the schools, concession for child daréhe pre-school institutions for the single
parent families are not recorded in the EU-SILGabase, while all these income components
are included in the disposable income of the HB8skbholds $tatistikos departamentas
2007). This means that the EU-SILC is not fullytable to capture certain governmental
measures on poverty reduction, especially if theytargeted at certain population groups.
Due to differences in collected income componestatistics Lithuaniavarns over potential
differences in poverty indices or other social es@n measures if using EU-SILC and HBS
data (2007).

The following sections on comparison of the maimdgraphic and income variables
present the magnitude of the observed differenceb aso report on potential ways of
aligning the main household income categories.

3.3.2. Main demographic variables

For the purposes of comparison of demographidoates, a number of households and
individuals participating in the survey, share admen and children, average age, average
household size, and other population estimatesailated using the EU-SILC and HBS
databases (see Table 1). We use HBS data for 2ti0%ha EU-SILC for 2005 in order to
make adequate demographic comparisons (theseedatda the same calendar year of 2005).

Table 1. Comparison of (weighted) demographicaices using EU-SILC and HBS data

EU-SILC (LT)? HBS 2005°
Individuals, million 3,41 3,43
Households, million 1,35 1,46
Women 53,5% 53,3%

Average age

38,37 (21,93)

38,18 (22,12)

Children (under the age of 18)

21,5%

21,8%

Adults (18 to 65) 63,1% 63,1%
Elderly (65+) 15,4% 15,2%
Average household size 2,53 (1,36) 2,34 (1,33)
Average equivalised household size 1,68 (0,59) (OEEB)
Households in the densely populated areas 40,8% a’ n

Source: own calculations (standard deviations répadiin parentheses)

The Table 1 shows that the EU-SILC indicates ehdljgsmaller Lithuanian population
both in terms of individuals and households. Tha#ifferences are especially reflected when
reviewing household sizes. The EU-SILC also repart®ower number of households for
relatively similar total population compared to HBSta. Therefore, its average household
size is larger than the household size embeddetBB database. According to the EU-SILC
database an average household consists of 2,53 engmihile according to HBS it contains
2,34 members. When using the equivalence scalenmended by EUROSTAT the gap

% Here and further on, STATA 9 statistical softwareised for all calculations with EU-SILC data

% Here and further on, SPSS No.10.0 statisticalxeot is used for all calculations with HBS data

“ Densely populated areas are not specifically iledtin the HBS terminology. Nevertheless, we cbobserve
that households, living in the 5 largest citieqresent 40,2% of the population. This correspondte alosely
to the observed share of households residing ide¢hsely populated areas if using EU-SILC data

® This scale assigns a value of 1 to the houseled of 0.5 to each additional adult member, ageant
above, and of 0.3 to each child under the age ¢ELBROSTAT, 2007a).
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between household sizes widens even further: iteéses to around 1.7 using the EU-SILC
data and to 1.6 members using the HBS data.

The Table 1 also suggests that both surveys cordtier similar representative weights
on a share of women and adult population. Howether EU-SILC indicates slightly higher
average age. This corresponds to the observaticm ssmewhat larger proportion of the
elderly population in EU-SILC data. On the contrachildren in the EU-SILC database
constitute a smaller share of the population coegbéw the findings in the HBS data.

3.3.3. Mainincomevariables

The main purpose of income comparison is to idgiitithere are significant differences
in the composite structures of the seemingly amalegncome categories. We, therefore,
firstly analyse the codebook provided descriptionsincomes. If differences are identified,
we aim at constructing a variable that could nartbedefinitional gap as close as possible.
We tend to use EU-SILC definitions as thresholdd afterwards to construct aligned HBS
variables. Such a decision is made due to the that, most of the EU-SILC contained
variables tend to be aggregated to a higher degrewared to HBS data. This means, that
HBS provided income list could be separated to mber of a lower degree variables (for
example, income on social benefits could be separat incomes from child benefit, social
assistance, scholarships, etc), while EU-SILC dats not permit such disaggregation.

We use the HBS for the year 2004 in order to hheesame reference point on incomes,
as it is used in EU-SILC 2005 dataset. Income datalysed in the abovementioned way, is
reported in the Table 2. The last column of theletapresents remarks and observed
differences, which are crucial for the comparapueposes. It should be also noted, that only
those income categories, which are more relevanthfe analysis of the Lithuanian tax-
benefit system, are considered within the scophisfresearch.

As Table 2 suggests, the following income categotiave the closest definitional
equivalents, if compared across both datésets

= cash income from rent, wealth, business and/oviddal activities;

= employee non-cash income;

= social benefits for families and children;

= old age social benefits,

= social benefits for survivors and orphans,

= disability benefits;

» education related benefits.

The largest definitional differences are capturg@dmparing descriptions of:
= disposable income;

= cash social benefits;

= employee cash income,

= unemployment benefits;

= sickness benefits.

The main reasons behind the observed differencesassociated with the choice of
inclusion or exclusion of non-cash household adiucal production (e.g. within disposable
income) and conceptually different classificatioinsocial benefits. For example, sickness

® Based on the comparison of variable descriptinriké data support files
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benefit is treated as a composite part of wag&lksSILC, while HBS reports it as one of the
social benefit types.

Comparative analysis of average household incorheesaeveals the largest gap in the
incomes from rent and wealth. The values of thesemes is about 4 times higher in HBS
then in the EU-SILC database, while the numbereoipients is about 5 times higher in the
latter. These finding indicate, that despite rgklli close definitional appearance of income
categories, the EU-SILC and the HBS might repaghisicantly different income values. In
general, differences in average household incorneganight occur due to:

= Different explanation of income categories whereming the data;

= Different data collection time, which may causaraaccurate recall of income values
(i.e. HBS collects monthly income data, while tHg-EILC collects annual data);

= Different data collection time, which might leaddeviations due to inflation;

= Low income incidence (i.e. less than 2%), assodiatgh representation in terms of
survey calibrated weights;

» Observed differences in average household sizéeiiU-SILC and HBS data.

In addition to this, the presentation of averageesdoes not indicate the spread of data
about the mean (i.e. variance or standard deviatibherefore, interpretation of observed
differences in means serves as an initial idemtifocn of the trends for the purpose of the
further simulation analysis rather than an ultingdal of the research.

Consequently, Table 4 suggests that the EU-SILGsé¢tmids tend to receive social
transfers to families, such as social benefitddarilies and children, unemployment benefits,
social benefits for orphans and survivors, and atioic related benefits, more often. This
interpretation is reinforced by comparison of thenber of households, receiving disposable
income and disposable income, excluding social fiiteaed pensions. Based on EU-SILC
data, only 74% of all households report positivepdsable income, which excludes social
benefits and pensions, while 87% of all househodgi®rt this type of income in the HBS.
Both databases indicate that around 99% of all ¢toalds have some kind of positive total
disposable income. Therefore, a conclusion couldraen that social transfers and pensions
play a more important role in the households, gmeed by EU-SILC data than by HBS
data. Nevertheless, the values of these benefs $e be lower In EU-SILC compared to
HBS data. Due to abovementioned reasons, thisreifte in values might reflect, for
example, imprecision in recall of the incomes offedences in household sizes (via
calculation of per capita household income), embddd EU-SILC and HBS data.

Comparison of social transfers to the elderly pepguch as old age and disability
benefits, indicates a somewhat opposite trendeé@bove reported development with respect
to social transfers to families. Old age and digghbenefits are reported less often in EU-
SILC households, but their average values tene toigher compared to HBS data.
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Table 2. Comparison of monthly household incomé&d«SILC and HBS (weighted)

EU-SILC HBS
Income categories Variable Households| Average Variable Households| Average Remarks/differences due to description of
% value, Lt % value, Lt | variables
Gross income HY010 99,1 1493 (1414) n.a. n.a. n.a. EU-SILC variabte aggregated using
various income categories from individual
files.
Disposable cash income (net) HY020 | 99,1 1228 (1063), disp_cas +| 99,5 1186 (921) | HBS excludes non cash income from
inc_22k agricultural  activities while EU-SILC
includes it. HBS doesn't separate income
received by individuals under age 16 m.

Disposable income HY023 74,0 1257 (1130), disp_cas +| 87,2 1028 (982) | EU-SILC includes non-cash income frgm

(excluding social benefits and inc_5C + agricultural  activities, but  exclude

pensions) inc_22k - scholarships (attributes it to category |of

inc_61c+ social benefits). Sickness benefit in EU-

inc_52c SILC is attributed to category of employee
cash income (while in HBS to social
benefits).

Cash income from rent (net) HYO040N 2,5 111 (362) nc_Bc 0,6 431 (767) | No substantial differences

Cash income from property | HYO90N 1,8 135 (270) inc_4c 0,4 638 (686 No saibtsal differences

(net)

Social benefits (net) Composite| 56,2 318 (209) inc_5c - 59,4 450 (308) | Sickness benefit is included in category| of
variable: inc_52c + cash social benefits in HBS, while EU-SILC
py090g+ inc_61c does not. When comparing, this sickness
py100g+ benefit was excluded. Education related
py110g+ benefits are included in category of sogial
py130g+ benefits in EU-SILC.

" Average size is calculated by accumulating moniialysehold income value and dividing it by housesavhich receive corresponding income (positiveine). 3.45 Litas (Lt)

=3.45 euro (EUR)

8 All income variables of H file (HY...) are aggreed from individual files containing various incomategories. Nevertheless some of individual categsuch as sickness
benefit are not recorded in individual files.
? Letter c at the end of the variable name implies tvariable represents cash income (HBS coniaiosmation about non-cash income components also)
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EU-SILC HBS
Income categories Variable Households| Average Variable Households| Average Remarks/differences due to description of
% value, Lt % value, Lt | variables
py140g

Social benefits for families | HY50N 153 148 (177) inc_55c 11,64 219 (327) | No substantial differences

and children (net)

Employee cash income (net + PYO10N® 62,4 1296 (1042)| inc_1c+ 62,3 1118 (858) | EU-SILC sickness benefit is included |in

including sickness benefits but inc_52c — employee cash income. HBS includes

excluding severance pay) Po5_4* severance pays in this category; in the EU-
SILC it is attributed to category of
unemployment benefits.

Non cash employee’s PY020G 2,3 137 (129) inc_1k 5,3 114 (131) | No substantial differences

incomé? (net)

Income from business, PYO50N 16,1 629 (1003) inc_2c 16,4 526 (988) No substantial differences

individual activity (net)

Unemployment benefits (net) PYO90N 3,3 106 (127) inc_56c + | 2,1 184 (269) | Severance pay is attributed to employee

P05 4 cash income in HBS; in EU-SILC it is
included in unemployment benefits.

Old age social benefits (net) PY100G | 38,6 541(278) inc_51c 39,1 513 (250) No substantial differences

Social benefits for survivors | PY110G 3,1 175 (104) inc_54c 2,5 257 (303)| No substantial differences

and orphans (net)

Sickness benefit (net) n.a. n.a. n.a. inc_52c| 6 2, 85 (244) No separate category of sickness benefit in
EU-SILC, it is attributed to category of
employee cash income.

Disability benefit (net) PY130G 10,8 337 (194) inc_53c 11,5 298 (181) No substantial differences

Education related benefits | PY140G 6,2 105 (117) inc_61c 4,1 113 (97) No substantial differences

(net)

Source: own calculations (standard deviations repdiin parentheses)

19 This and other variables in the Table, startinthwlie letter p are of individual file level. Thaye recalculated to household level.
" variables starting with letter P are of individdié level, only recalculated to household level.
12 Non-cash employee income, old age benefits, sbeiagfits for survivors and orphans, disability éfite and education related benefits are recoradyin gross in EU-SILC.
Since these benefits are not taxable (under thiaitian law), gross income correspond net income.
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4. EU-SILC and HBScapacity to smulate Lithuanian tax-benefit system

4.1. Methodology

In this chapter, a cross-sectional review of sekttithuanian taxes and benefits in 2004
is presented. A cross-sectional evaluation of galides implies that policies are assessed on a
specific point in time. Such an approach is usedendonstructing static microsimulation tax-
benefit models. For example, most of the feasjbdiudies on EUROMOD extension to the
new EU member states evaluate national rules efstaxnd benefits on June 30, 2005 (Stirling
and Lazutka, 2006). Following EUROMOD constructexperience, we choose the same date
to assess the HBS and the EU-SILC potential in siimn of Lithuanian tax-benefit policies
in 2004.

For the purpose of further analysis, we use the HBShe year of 2004 and the EU-
SILC for 2005, as both datasets refer to the ydaR(®4 with respect to their income
categories. This paper uses STATA 9 and SPSS NobMdlIsions of statistical software to
simulate selected taxes and benefits using EU-SIWCHBS data respectively.

For the purpose of evaluation of the EU-SILC ane HBS capacity to simulate the
Lithuanian tax-benefit system, we firstly reviewlested taxes and benefits with respect to
their rules on June 30, 2004. Due to the limitempgcof this analysis, we focus on evaluation
of direct taxes and social contributions, as welhan-contributory social benefits.

Within the system of direct taxation, we examinhe tules of personal income tax. This
tax is one of the main sources of revenues to tte $udget. According to the data of State
Tax Inspectorate, revenues from personal incomesi@shed 21,3% of the total state budget in
2004 {alstybire mokesiy inspekcija 2004). More revenues were only collected fromireut
taxes, such as VAT (24,8%) and excise duties (22,7%

Social insurance and health insurance contribsteme analysed as the most important
part of the Lithuanian system of social contribnso Additively, social insurance and health
insurance constituted 10% of all revenues of Solkialirance Fund in 2004/&lstybinio
socialinio draudimo fondo valdyb&2005). The decision of analysing both contribusgidgs also
made due to the fact that people working under eympént contracts do not pay health
contributions directly: it is designed as integratt of employer’s social contributions, paid on
behalf of the employee.

In addition to taxes and contributions, this pamstews three types of non-contributory
family policies: a family benefit, a benefit to fdies raising three or more children and a birth
grant. The total value of these benefits amountetil¥4 million Lt in 2004. This constitutes
around 40% of all state transfers to famili8sdialires apsaugos ir darbo ministerij2007).
The additional motive of focusing on the evaluatnbithese specific policies is an observation,
made from the previous chapter. Income comparisanifdicated that the EU-SILC reports a
higher incidence of social transfers to familiesnpared to HBS data. Furthermore, we have
also found that on average households are largBtUkSILC data than in HBS data. These
developments are of particular importance when es$iing and simulating state transfers to
families and children.

Once the rules of the abovementioned policies awewed, we match information
requirements, identified from the policy descriptiovith the data availability in the EU-SILC
and HBS datasets. Such an exercise reveals whiakalacontains more suitable information
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for the purpose of policy simulation. Due to thmited scope of this analysis, we only aim at
actually simulating the reviewed benefits to faesli

Finally, obtained simulation results are analysednty on the basis of their cumulative
values in terms of aggregate expenses and a totaber of potential beneficiaries. We use a
100% take-up rate assumption, which implies thaugation results indicate entitlement rights
to the benefits rather than the actual utilizatddrihese rights. However, for the purpose of
evaluating each dataset’s potential in simulatiegdfits, we compare simulation results to the
actual administrative data. The administrative datased as a threshold indicator, revealing
the deviation sign and magnitude of a simulatecebers using the EU-SILC and HBS data.
For the purpose of this analysis, we tend to usetle of a thumb that simulated benefits are
rather precise if they deviate from the administeatecords within the 10% interval.

4.2. Simulation capacity of direct taxes and contributions

42.1. Personal Income Tax

Under the Law of Personal Income Tax of the Republic idfuania (LR gyventaj
pajamy mokesio jstatymas, 2002 there were two income tax rates for residentsume 30,
2004. The 15% rate applied to income from profigome of sportsmen and performers,
honorarium, income under authorship contract owviddal activity, income from rent, sale of
property, and pensions from voluntary second pillgurance, retrieval from contributions to
voluntary pension or life insurance. All other inb® was taxed with 33% rate. When
calculating taxable income, non-taxable incomepme from activity under trade certificate,
deductions referring to income from individual &itti, the price of property acquisition and
expenses in addition to main non-taxable exemptmasnon-taxable values are deducted.

In Lithuania, the main non-taxable exemption (NT&ER90 Lt per month. Other non-
taxable exemption levels could be applied for ¢enp@pulation groups:

= For people of disability group | - 430 Lt;

= For people of disability group Il - 380 Lt;

= For parents raising three or more children underate of 18 or older, if in formal
education - 430 Lt.; a non-taxable exemption ineesaby 46 Lt for the fourth and
every subsequent child;

= For single parents having children under age 18 @ddr if in formal education -
335 Lt; NTE increases by 53 Lt for every subsequéiitl;

= For employees of agricultural activity subjects, ewhthe subject’s income from
actual agricultural production per year is not lgms 50% of total revenue - 330 Lt;

= For employees of farmers who have registered faain - 330 Lt;

= For parents having one or two children under agerl@der if in formal education —
NTE equals to 29 Lt per eligible child.

All state social assistance benefits, paid frontesand municipal budgets @&ocial
Insurance Fund except of sickness, pregnancy and maternity/piayeibenefits, are not
subjects to personal income taxation. Sicknesgnamecy and maternity/paternity benefits are
taxed with 33% rate. A number of other non-taxabt®me types exist: these include interest
from loans, stock, charity, scholarships and sotherdypes of incomes.

The Table 3 presents variables needed for detetimmaf taxable and non-taxable
income, as well as groups of people entitled tdeeht NTE levels. It depicts if this

3 Some studies indicate that actually the take-up o& social benefits in the Baltic States is clésealmost
100% (Aidukaite, 2006).
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information could be identified using the EU-SIL@daHBS data, and if potentially used
variables provide equivalent information in bothadets.

Table 3. Information needed for simulation of p@adncome tax

Information needed | EU-SILC HBS Main differences in variables
variable variable
15%
Income from business, | PY0O50G inc_2c (net) PYO50G includes income from intergst,
individual activity (gross) which is not taxed according to the personal
income taxation rules. However, this income
could not be separated out from the aggre
variable. This type of adjustment could |be
made using HBS data.
Cash income from rent HY040G inc_3c (net) Variable HY040G is reported on the
(gross) household level only. HBS contains
individual and household level data.
Cash income from HYO090G inc_4c (net) Variable Y090G is reported on the household
property (gross) level only. HBS contains individual and
household level data.
33%
Employee cash income PY010G |inc_1c Variable PY010G does not include severance
(gross) (net) pay, but it includes sickness benefit. Varigble
Inc_1c includesseverance pay (this categ
is recorded on the individual level, and thus
could be separated out, if needed).
Sickness benefit - inc_52c This benefit is an inseparable padf
(net) PYO010G variable in EU-SILC. HBS records
sickness benefit on the individual level files.
Pregnancy, - PO5 17 This benefit is integrated into variable
maternity/paternity (net) HY050G in EU-SILC and cannot be
benefit separated. Variable PO5_17 is reported at the
individual level.
Severance arjd P05 4 (net) This benefit is included intmemploymen
termination payment benefit in EU-SILC variable PY90G and
cannot be separated. Variable PO 4BS
is reported at the individual level.
Non-taxable exemptions (NTE)
430 Lt: disability level I; | - - Disability groups could be partially idengé
380 Lt: disability level I; by the receipt of disability benefits (variable
PY130G in EU-SILC, variable inc_53c |in
HBS database).
430 Lt: parents having 3 - - Variable could be constructed based| on
or more children under household composition and employment data
age 18 or older if in in both databases.
formal education
335 Lt: for single parents- - Variable may be constructed based| on
having children under household composition and employment data

age 18 or older if in

in both databases.
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Information needed | EU-SILC HBS Main differences in variables

variable variable
formal education
330 Lt: for employees at - - Both datasets have no data on the structire o
agricultural activity company revenues. However, employmer]
subjects, when the the agricultural sector may be indicated based
subject’s income from on NACE code in EU-SILC database
realized production per (variable PL110) and based mfio of work in
year is not less then 50%6 agricultural sector in HBS data (variable
of total revenue. P02_1 variablé].
330 Lt: for employees of - - No data on employment in registered farms.
farmers who have Analogy to abovementioned assumption
registered their farm. could be made on work in agricultural sector.
290 Lt: for parents - - Variable may be constructed based | on
having 1 or 2 children household composition and employment data
under age 18 and older |f in both databases.
in formal education.
290 Lt: for every other | - - For all residents who receive income under
person the employment contract.

Source: data collected by authors

As Table 3 indicates, the information obtainabtarfrboth the EU-SILC and the HBS is
not yet sufficient for simulation purposes of thergonal income tax. Particularly, further
information is needed to have a more precise esbmaf:

= Disability groups;

» Full time education schools, universities;

= Employees of agricultural activity subjects, whée subject’'s income from realized
production per year is not less then 50% of albime;

= Farmers who registered their farm and have empiyee

= Accurate groups of social benefits: pregnancy amdpArental benefits (information
recorded in HBS, but not in EU-SILC);

»= Income from activity under trade certificates;

= Deductions related to income from personal actjvity

» The value of property acquisition and expenditures.

4.2.2. Social insurance contributions

Social insurance contributiorte Social Insurance Fun{SoDra) are paid by employers

(for employees), employees (for themselves) andplpewvorking under self-employment
contracts. The contribution ratio of social inswmns equal to 31% of gross income for
employers, while it equals to 3% of gross income dmployees. Annual social insurance
contributions could not be lower than State defiMidimum monthly salary (MMS), which
on June 30, 2004, was equal to:

=  Minimum hourly wage - 2,95 Lt or

= Minimum monthly wage — 500 £t

Self-employed persons, with the exception of thsqes engaged in individual activities
under business certificates, are covered on a clsonyubasis only by pension social
insurance to receive the basic and supplementaty pba pension. These persons are insured

* The variable indicating persons working in agtiordl sector (personal, public or private) may bedias well
Variable p01_18 (categories 1,2,3) is used.

'3 Lietuvos Vyriausybs 2004-03-24 nutarimas Nr. 318¢| minimaliojo darbo uzmoke® didinimd' (Zin.,

2004, Nr. 46-1511)
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on a compulsory basis to receive the supplemepianyof the pension if the annual aggregate
amount of their income (after taxes) is equal texceeds the amount of 12 MMS. In case
annual income is less than 12 MMS, the contrib@etunt should be equal to 50% of the
state defined pension base, which amounted to 1 f&LmonthA® on June 30, 2004. A 15%
contribution rate is applied if the annual incomequal to or more than 12 MMS

Table 4. Information needed for simulation of sbizriaurance contributions

| EU-SILC | NUBT | Main differences of variables
3% from gross income
Cash employee income  PY010G| inc_1c Variable PY010G does not include
(excluding severance pay, but it includes sickness

severance pay),benefit. Variable Inc_1c includes severance
plus sickness | pay (this category is recorded on the
benefit individual level, and thus could be separated
out, if needed).

86 LT (50% from pension base)

Persons engaged in PL0O40 P02_3 PL040 describes employments stabaledq
individual activities 1 and 2 if a person is self employed). P02_3
indicates self-employed people.

15% from net annual income

Persons engaged in PLO40 P02_3 PL0O40 describes employments statukedc
individual activity, if 1 and 2 if a person is self employed). POR_3
annual income are indicates self-employed people. Annual
higher than 6000 LT income from individual activities could be

estimated by variables PY050G and inc| 2c
in EU-SILC and HBS respectively.

Source: data collected by authors

As Table 4 indicates, the information obtainabtarfrboth the EU-SILC and the HBS is
sufficient enough for simulation purposes of sodm$urance contribution paid on the
compulsory basis. Due to the limited scope of &malysis, this contribution is not going to be
explored in terms of comparing simulation resulithwhe actual administrative data.

4.2.3. Compulsory health insurance contributions

On 30" of June, 2004, compulsory health insurance cantidhs were paid by enterprise
owners, members of partnership organisations, faniend users, users of personal farms,
residents engaged in individual activities andvidiials who insure themselves independently
(LR Sveikatos draudimistatymas2003). People under employment contracts dichawe to
pay contributions as they were already included employer paid social insurance
contributions on behalf of the employees.

Persons engaged in individual activities, includihgse receiving honorariums and/or
income from authorship contracts, were insured arompulsory basis. Their contribution
rates were equal to 30% of calculated sum of palsonome tax. Contribution ratio could not
be smaller than 1/12 of annual contributions ttestaidget for the individuals insured by state
resources (in 2004 annual contribution was amoutded21,4 LT, monthly contribution -
18,45 LT).

1% Lietuvos Vyriausybs 2004-03-24 nutarimas Nr. 32B¢| valstybirés socialinio draudimo baziss
pensijos didinim®(Zin., 2004, Nr. 46-1520)
7 Lietuvos Respubliko¥alstybino socialinio draudimgstatymag2004), Nr.1-1336.
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Every month farmers and other users of personandampay health insurance
contributions of different values:

1) Farmers and land users (having 3 or more hedfalended property) pay 3.5% of
minimal monthly salary for themselves and otherliai@dmnily members working in farm;

2) Personal farm users (having up to 3 ha of langlegerty) pay 1.5% of minimal
monthly salary for themselves and other adult fgmmémbers working in a farm.

The Table 5 describes the variables in EU-SILC ldB& datasets that are needed for the
purpose of simulation of health insurance contrdout

Table 5. Information needed for simulation of cotepry health insurance

| EU-SILC [ NUBT | Main differences of variables
30% of simulated income tax (15% ratfo)
Persons engaged [iPLO40 P02_3 PLO40 describes employments status

individual activity (coded 1 and 2 if a person is self
employed). P02_3 indicates selfaployeo

people.

3.5% and 1.5% of minimal monthly salary

Farmers and land users - - In EU-SILC, farmerd land users could

not be identified. In HBS, farmers and land

users may be partially identified by:

= Owned (or used) arable land area:
variable p04_2.2 (plot_agr).

= Working in the agriculture sectd
variable P02 _1.

=

Source: data collected by authors

As Table 5 indicates, the information obtainabtarfrboth the EU-SILC and the HBS is
not sufficient enough for simulation purposes o#ltie insurance contribution paid on the
compulsory basis.

4.3. Simulation capacity of non-contributory benefitsto familiesand children

4.3.1. Family benefit

On June 30, 2004, a family benefit was defined a®athly benefit for families raising
a child up to age 3. The benefit level was equdl.¥® of minimum subsistence level (MSL),
which was set at 125 Lt level per person per mahthing the course of 2004.ietuvos
Respublikos 1994). The payment of a family benefit was te@ad if a family started
receiving maternity (paternity) social insurancéisT benefit was transformed to a child
benefit since July 1, 2004, due to the introductadna new Law on the Allowances to
Children (Seimas of the Republic of Lithuania, 2004)herefore, in 2004, the benefit was
actually paid only for the first half of the year.

Table 6: Information needed for simulation of fantiknefit

EU-SILC | HBS Main differences of variables
Age of child RX020 P0O1_age RX020 reporte at the end of incon|
reference period, while PO1_age repprts
age at the time of the interview.
Mother and (or) father - PO5_17 In EU-SILC, transfers to families and
receives maternity (paternity) children are provided as an aggreg

8 But not less than 1/12 of annual contributionsttde budget for the individuals insured by stas®urces for
referring year (June 30 d., 2004)
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EU-SILC HBS Main differences of variables

social insurance variable. Hence, identification pf
maternity (paternity) social insurance
receipt is not feasible.

Source: data collected by authors

As the Table 6 indicates, the EU-SILC dataset hlasvar potential to fully simulate the
benefit rules. Due to the limited information oretheceipt of maternity/paternity social
insurance, a decision to perform simulation, basdyg on demographic criteria, is made. This
implies that the entitlement right to the benefigiven to all children under the age of 3 (using
age variables as indicated in the Table 6). Ifdtbih qualify for this benefit based on the
imposed age criteria, an assumption is made tleabémefit is assigned for the whole year.
The fact that the benefit was transformed to adchénefit since July 1, 2004, is taken into
account by adjusting the values of administratiaad Such an approach indicates the
hypothetical situation, describing what could haeppened if benefit policies did not change
during the course of the year.

According to theMinistry of Social Security and Labo(2005), the state spending on
this benefit was equal to 47.3 million until July 2004, and was distributed to 87100
beneficiaries. We make an assumption that the statéd have spent the same amount on the
second half of the year, if the reform on allowantechildren would have not taken place. In
such a case, the state annual spending on theitoewoefld have been equal to around 95
million Lt.

The simulation obtained results on the average flieper household, the number of
eligible households, simulated state expenses atdillyy observed state expenses on the
benefit are reported in the Table 7.

Table 7. Simulation results versus administratisgadfamily benefit

EU-SILC HBS Administrative dat?
Average benefit per 101 Lt 98 Lt -
household
% of all households entitled| 5.7% 6.2% -
to benefit for 1 child
Annual state expenses 101 million Lt 103 milllan 95 million Lt
Number of beneficiarié$ 83565 87901 87100

Source: own calculation

Comparison of administrative data and simulatiotamied results, using the EU-SILC
and HBS data, indicates a relatively small devratimth in terms of state spending and a
number of beneficiaries. The EU-SILC reports a seoha higher benefit level per
household, which points to the influence of th@éarhousehold size. However it forecasts a
lower number of beneficiaries compared to admiatste data and HBS based findings.

Simulation of the benefit is also feasible if takiinto account the receipt of the
maternity/paternity social insurance based on HB&.dThe results of this simulation are
presented in the Table 8.

9 This column indicates annual state spending, basetle assumptions in the abovementioned text.
2 Number of beneficiaries equals to number of hookkshthat are entitled to receive the benefit
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Table 8. Simulation of a family benefit assuminbrides

EU-SILC HBS
Annual state expenses - 79 million Lt
Number of beneficiaries - 68194

Source: own calculation

As it is reported in the Table 8, the use of matghmaternity variable, while simulating
family benefit, leads to a significant drop in anmher of beneficiaries. Firstly, this indicates
the relatively high incidence of maternity/pateyniecipients among the households having
children under the age of three. Secondly, the Isited decrease in a number of potential
beneficiaries occurs due to the data incapacitgentify if maternity/paternity insurance is
paid for a child under three or for a child, whalder than three, and thus not eligible for the
family benefit.

In general, a gap between simulation results amdiradtrative data could also occur
due to:
The assumption on the 100% take-up ratio;
Specific simulation assumptions, such as beneditibution for the entire year;
Different references to age based on EU-SILC an& ldBta.
Different demographic structures embedded in EUES2005 and HBS 2004 data.

4.3.2. Benefit for familiesraising 3 and more children

Based on the rules, effective on June 30, 2004, bienefit is a monthly benefit to
families, raising three or more children up to #ge of 16. The benefit to children, who are
older than 16, was paid, if they studied full-tinmethe secondary and higher educational
system. The payment of this benefit was termin#tedchild was placed under guardianship
or if a child was disabled and turned 18.

Following the benefit rules, it was equal to 1.0 IM®r the 3 child in the family. The
benefit for the # and each additional child was increased by 0.3 M3f entitlement to the
benefit was granted, the benefit was paid monthtyl the end of the calendar year.

This benefit was a means tested benefit with aitiondl eligibility based on per capita
family income being lower than 3 state supportezbime (SSI) levels. Family income was
calculated based on the records of the precedimpihs. The benefit for thé"4and each
additional child was paid without income testindisl benefit was also eliminated by the
introduction of anew Law on the Allowances to Childrérherefore, in 2004, the benefit was
actually paid only for the first half of the year.

According to theMinistry of Social Security and Labo(2007), the state spending on
this benefit amounted to 44.2 million Lt until July 2004. It was paid to 48000 beneficiaries,
out of whom 70% (or 33700 beneficiaries) were fasilraising three children. If making an
assumption that the state would have spent the semweint during the second half of the
year, annual state expenses would have constiatednd 88 million Lt. The same rule
applies for the partition of benefit expenses tergfing for families with three children and
spending for families with more than three child(see Table 10).

21 | ietuvos Respublikos Valtybiniu pasalpu seimomsjiaancioms vaikus, istatymo 1,2,%)4traipsniu
pakeitimo ir papildymo istatymas, 2001 m. sausi@2BlR. IX-168, Vilnius
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The Table 9 indicates that both the EU-SILC andHB& cannot determine precisely if
a person is studying full-time, while this is oné tbe criteria for the establishment of
eligibility rights. In addition to this, both datts do not fully provide with the income list that
is established by the law for the purpose of metssing. Nevertheless, the available
information allows making a number of plausiblelwgsptions on the benefit dispersion using
both EU-SILC and HBS data.

Table 9. Information needed for simulation of béref families raising 3 or more children

EU-SILC HBS Main differences of variables

Age of child RX020 P0O1_age RX020 reports age at the end of incg
reference period, while PO1_age repprts
age at the time of the interview.

Persons studying full-timgl PEO10 PO1_study Both variables do not indicate whether|a
in the secondary and higher (categories 4, | person studies full-time or not.
educational system 5,6,7,8,09,

10, 11)
Marital status PB190 P0O1_marital | Both variables could provide with marital

(category 1) | status (single), which is particularly
needed to establish eligibility right of
children above the age of 18.

Household income - - Income list, as defined leyldw, is not
fully computable by both datasets. An
assumption is made that for means testing
could be performed using per capita
household income.

Household size HX040 hh_size Both datasets geoinfo on household
structure and size.

Source: data collected by authors

As Table 10 depicts, simulation results obtainedhwkU-SILC data forecast a
substantially higher number of potential benefieimrand, thus, higher annual state expenses
compared to the results obtained with HBS data.difision of benefit distribution to families
raising three children and families raising morarntihree children suggests that the large part
of the difference between simulation obtained issid due to the embedded influences of
household sizes in EU-SILC and HBS datasets. Basethe EU-SILC data, around half of
predicted state expenses would be used for famHhi@gng more than three children.
According to HBS data, less than 25% of predictiedesexpenses would be used for this
population group. This suggests that large familieshe EU-SILC database carry a much
higher representation weight than the same tygamoilies in HBS data.

Table 10. Benefit simulation results

EU-SILC HBS Administrative dat&
Average benefit per household 186 Lt 139 Lt -
Number of households raising 3 and more58373 50788 -
children under age 24 in fulime educatior
Number of beneficiaries 51935 44986 48000
Annual state expenses 116 million Lt 75,3 millldn | 88 million Lt

Annual state expenses for households | 59,3 million Lt | 50,6 million Lt | 57 million Lt
raising 3 children

Annual state expenses for households | 56.7 million Lt | 24.7 million Lt | 31 million Lt
raising more than 3 children

Source: own calculation

2 This column indicates annual state spending, basdtle assumptions in the abovementioned text.
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In addition to examination of the HBS and the EWSIgenerated simulation results,
comparison to administrative data confirms the apoentioned finding of EU-SILC inflation
of the weights on the families raising more thare¢hchildren. This dataset predicts quite
precisely the potential spending for the familigghwhree children (4% higher expenses), but
departs extremely with the prediction of the besefor families with more than three
children (more than 80% higher expenses). On therchand, HBS generates the annual
amount with closer to the expected state annualdpg for the year of 2004. However it
predicts deflated amount of potential spending.

Consequently, simulation of the family benefit &amge families based on EU-SICL data
draws attention on the potential distortion of peceztl results, while simulating other types of
Lithuanian family benefits, in which household splays a major role for granting eligibility
rights. In addition to this observation, differeacdetween simulation results and
administrative data could also occur due to appnexé income testing or a failure to
distinguish between full-time and part-time studyiAs it is already indicated in the previous
sub-chapter, a gap between simulation results dmingstrative data could also occur due to:

= The assumption on the 100% take-up ratio;

» Specific simulation assumptions, such as beneditibution for the entire year;

= Different references to age based on EU-SILC an& ldBta.

= Different demographic structures embedded in EUCSH005 and HBS 2004 data.

4.3.3. Birth grant

On June 30, 2004, the birth grant was defined asiwersal lump-sum benefit paid to
one of the parents raising a child or a guardiasmnupe birth of a child. It equalled to 6 MSL
and was only paid if a child was not maintainedam institution financed by the state or
municipality, or if a child did not decease befotlee time of application(Lietuvos
Respublikos, 1994).

This benefit was sustained by thew Law on the Allowances to ChildréRepublic of
Lithuania, 2004). Furthermore, the size of the lieveas only changed since January 1,
2005. Hence, the benefit of a value of 6 MSL wad paring the whole course of 2004.

According to theMinistry of Social Security and Labquhe state spent 22.2 million Lt
for the birth grant in 2004, and it was distributed29600 beneficiaries (2007). The reform of
July 1, 2004, did not affect the payment or eligipirules of this benefit. Therefore, the
reported administrative data presents the actatd spending on the benefit.

The Table 11 shows that simulation of this benefijuires only demographic data on a
child’s age. This data is available in both datgseten though, it does not align uniformly in
terms of their time reference points.

Table 11. Information needed for the simulatiom dirth grand

EU-SILC | HBS Main differences of variables
Age of child RX020 P01 _age RX020 reports agethat end of income reference
period, while PO1_age reports age at the time e
interview.

Source: data collected by authors

Simulation results that are presented in the Tdl@eindicate significant differences
between HBS and EU-SILC predicted results.
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Table 12. Birth grant simulation results

EU-SILC HBS Administrative dat&
Average benefit per 781 Lt 771 Lt -
household
Number of beneficiaries| 44518 29599 29600
Annual state expenses 34.8 million Lt 22.9 millldn 22.2 million Lt

Source: own calculation

Analogously to the simulation of the benefit to fa@s raising three or more children,
the EU-SILC based simulation generates highly taflastate spending, which exceeds the
actual administrative data by more than 50%. Opelysithe use of the HBS data enables
simulation, which forecasts very accurate repregemt of the state spending if compared to
the administrative data. This precision appliehhotterms of the number of beneficiaries and
the annual state spending.

As this simulation is conducted on the basis ofdabe data only, the conclusions could
be drawn that the observed differences are duehéo different demographic structure
embedded in EU-SILC and HBS data:

= Different yearly references points: the used EUESHata refers to the year of 2005,
while HBS refers to the year of 2004.

= Different recording of the birth data: the used BULC variable refers to the age at the
income reference period (end of 2004), while HBféreeto the age on the day of the
interview.

= Differences in the survey used calibration weighith respect to representation of the
newborn population.

% This column indicates the actual state spendisi@, airth grant was effective during the whole seusf 2004.
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Conclusions

Both Household Budget Survey (HBS) and Survey aorime and Living Conditions
(EU-SILC) contain sufficient range of household amdividual level variables for the purpose
of simulation of selected Lithuanian tax and beneblicies. However, as this research
suggests, these datasets tend to have a highertipbtef benefit (especially, benefits for
families and children) rather than tax (especigirsonal income taxation) simulation.

Analysis of benefit simulation results points te theed of a further research on the
representative weights of EU-SILC and HBS data emabraphical, social and economic
characteristics, which are not calibrated for vrdibde population groups during the initial
design of the surveys. For example, when variatdigcating person’s age at the end of the
year (in the EU-SILC database) is used in simutatiat causes significant differences in the
outcomes of benefits, targeted at newborn populatio families raising more than three
children. Moreover, it is worth noticing that theJESILC database records demographical
information reflecting the year of 2005, while data on income represents the situation of
previous calendar year. This issue reduces thagilreof comparative research on the HBS
and the EU-SILC for the same year of the data ctode.

Analysis of the Lithuanian personal income taxatisystem indicates a need of
additional information, which could be used to makere plausible assumptions on the
taxpayers and taxable income types. Due to theddrscope of the analysis, this research does
not simulate payments of the personal income tanedtheless, such a simulation is feasible,
as the practice of microsimulation of direct takgsusing Household Budget Surveys or the
EU-SILC in the EU countries, as Austria, Polandtavenia, indicates.

In general a conclusion could be drawn, that HE8rsthigher possibilities of simulating
Lithuanian benefit system, as in addition to demapgic and socio-economic description of
the individuals, it offers variables on the benefies of the state transfers or non=cash
transfers. This complementary information could d@asimulations on the changes in the
social policy parameters, based on the observdadbdison of the benefits. As some of the
Lithuanian social policies are interlinked, HBSamhation on different types of beneficiaries
also enables are more precise estimation on th@l@me with eligibility rules. On the other
hand, the comparison of HBS and EU-SILC datasejislights the difficulties and dangers of
simulation results’ interpretation, if the undengidata come from methodologically different
datasets. Therefore, the use of EU-SILC data ftruiania offers a higher comparative value
in terms of tax and benefit simulation across the E
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