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Flat income tax has become increasingly popular recently, yet its implementation is limited mainly to countries in Eastern Europe. One may argue that flat tax receives less political support in countries with a well-established middle class due to its distributional effects. The aim of this paper is to provide an empirical analysis of the distributional effects of different hypothetical flat tax reforms for selected European countries. We rely on EUROMOD, a tax-benefit microsimulation model for the EU15, which ensures comparable results through a common framework. Our simulations show that flat tax rates required to attain revenue neutrality with existing personal allowances are reasonable in terms of labour supply incentives. However, they do benefit mainly those with high incomes at the expense of low and middle income households, resulting in higher inequality, poverty and polarisation of the income distributions. On the other hand, flat rates necessary to keep the inequality levels unchanged are rather high, implying strong disincentive effects. Overall, this could explain why flat taxes have not been politically successful in Western Europe.
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