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1. Overview of the system

There exists a three-tier system of unemployment benefits: a basic benefit, an earnings related
benefit and a means-tested benefit. The earnings related supplement is paid to insured people only;
insurance is voluntary. Housing costs are covered through a separate income tested scheme. There is a
social assistance scheme which guarantees a minimum income for every inhabitant of the country. The tax
unit is the individual. The 2003 AW earnings level is EUR 30 414.
2. Unemployment insurance

The basic benefit and the earnings related benefit are for the purposes of this study classified as
unemployment insurance. The follow-up benefit (Labour Market Support) is classified as unemployment
assistance. The basic benefit is funded by the state and employees (share of employees’ unemployment
insurance contribution paid employees that are not members of unemployment funds). The earnings related
scheme is funded by the state, employers, and employees.

2.1 Conditions for receipt

Payable to any registered unemployed person, who is between 17 and 64 years old, who is
available for and actively seeking full-time work.

2.1.1 Employment conditions
43 weeks of work (minimum of 18 hours per week) in the last 24 months.
2.1.2 Contribution conditions

Earnings-related benefit: 10 months of voluntary contribution to an insurance fund preceding the
claim.

2.2 Calculation of benefit amount
2.2.1 Calculation of gross benefit
Basic benefit: EUR 23.02 /day (5 days /week).
Earnings related benefit: Basic benefit; plus 45 per cent of daily reference earnings (DRE) in

excess of the basic benefit until EUR 96.36 ; plus 20 per cent of DRE in excess of EUR 96.36 (96.36 =90
* basic benefit / 21.5);).
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In these calculations, the daily reference earnings are calculated as follows:

M = gross earnings in the reference year / 12.5 (monthly earnings are calculated here to exclude
additional holiday pay included in the AW, hence the division by 12.5 instead of 12; note that in
practice the 43 week period needed to fulfil the employment condition is usually used as
reference period, excluding additional holiday pay).

D=M7/21.5(21.5 working days /month)

DRE =D * 95.2 per cent (pension and unemployment insurance contributions are covered by a
fixed payment set at 4.8 per cent by the Ministry of Social Affairs in order to avoid “over
compensation” since these contributions are paid from wage and salary income). These
contributions are not paid on benefit income.The earnings related benefit is calculated from the
basic benefit excluding the child supplement. The child supplement is then added to earnings

related benefit.
Child supplement (total) Rate (in EUR per day*)
1 child 4.36
2 children 6.40
3 or more children 8.26

* Monthly/yearly equivalents are obtained using 21.5 days per month, 12 months per year.

Note that if both parents are unemployed, both receive the basic/earnings related allowance and both receive the child supplement.
The earnings-related allowance can be a maximum of 90 per cent of the daily wage, but at least
equal to the basic allowance plus any child increases (applies also to previous years, no change in
rules, only addition to text).

2.2.2 Income and earnings disregards

If an unemployed person begins to work part-time (including irregular work with reduced
working time and full-time employment for a period not exceeding two weeks), the person is entitled to
receive a so called adjusted unemployment benefit. The employee may also be entitled to adjusted
unemployment benefit for some other reasons (e.g. if employer changes employment from full-time to
part-time). The working hours may not exceed 75 per cent of the working hours of full-time work. The
unemployment benefit is reduced by 50 per cent of gross income. The maximum amount of combined
adjusted benefit (including child supplement) and income from part-time work may not exceed 90 per cent
of reference earnings (100 per cent for those receiving increased earnings related allowance, see 2.5
below). Adjusted unemployment allowance can be paid for up to 36 months. The entitlement “clock” is
reset as soon as the person has worked full-time for a consecutive period of at least six months. However,
due to transitional provision 36 month maximum provision has not been applied (situation in summer
2004: transition period extended to 31.12.2004).

2.3 Tax treatment of benefit

Taxable, but of social security contributions only the Health Insurance contribution is levied on
the benefits.
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2.4 Benefit duration

Paid for at most 500 days (5 days /week; 100 weeks) after a 7-day waiting period. If there are
several separate spells of unemployment during 500 days period only one 7-day waiting period will be
applied.

Note that since 1.1.2003 34 weeks (previously 43 weeks) of work during the 24-month period
(minimum 18 hours a week) fulfils the employment condition for starting a new 500 days earnings-related
period. The reference earnings are based on the most recent earnings fulfilling the employment conditions.
However, the new earnings related benefit level must be at least 80 per cent of the previous benefit level if
the employment condition is fulfilled before the 500 days maximum period is exhausted.

2.5 Treatment of particular groups
2.5.1 Young persons

None.
2.5.2 Older workers

An unemployment allowance can also be paid after the 500-day maximum period for older
workers ("additional days rule"). As a part of an extensive pension reform the unemployment pension
scheme will be gradually abolished. Therefore also "additional days rule" has been changed as from 1
January 2003; accordingly, the rules differ to persons born prior to 1950 and those born after that date
(reflecting the age limits of transitional provision of unemployment pension).

Persons born prior to 1950: The old rule is observed for a person who reaches the age of 57 before the
500-day maximum period has accrued. In addition to the 500 days, the person receives an allowance up to
the end of the month during which he/she reaches the age of 60. Thereafter the person can apply for an
unemployment pension (not covered here).

Persons born in 1950 or thereafter: A person born in 1950 or thereafter can be paid an allowance up to
the end of the month when he/she reaches the age of 65 if the person has reached the age of 59 before the
500 days have accrued. In addition, it is required that the person has been in employment with pension
entitlement for at least five years during the past 20 years. Note that due to age limits these rules will not
be applied before 2009.

The so called redundancy pay system was discontinued at the end of 2002. Persons becoming
unemployed as from 1 January 2003 can be paid an increased earnings-related allowance instead of
redundancy pay.

Eligibility for an increased earnings-related allowance:

e an employment relationship that is in effect for the time being is terminated for economic and
production-related reasons

e the claimant has been a member of an unemployment fund for five years
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e the claimant has been in employment with pension entitlement for at least 20 years

Amount of an increased earnings-related allowance

o The increased earnings-related allowance is 55 per cent (normally 45 per cent) of the
difference between daily wages (DRE) and the basic allowance. If daily wages (DRE)
exceeds upper income limit (90 * basic benefit / 21.5) the increased earnings-related
allowance declines to 32.5 per cent (normally 20 per cent) for the part in excess. Le. the
difference in compensation formula are these two percentages (formula: see 2.2.1 above)

e  The rule in determining a normal earnings-related unemployment allowance, which says that
the earnings-related allowance can be a maximum of 90 per cent of daily wages, does not
apply to an increased earnings-related allowance. The increased allowance can be a maximum
of the full daily wage (DRE) but nevertheless equal to the basic allowance plus any child
increases

An increased earnings-related allowance can be paid for 150 days. The period of unemployment need
not continue without interruption, but there may be periods of employment in between. If there are so
many periods of employment that a new employment condition is fulfilled, the days entitling to an
increased earnings-related allowance are paid from the unemployment allowance calculated on the basis of
the new wage or salary income.

3. Unemployment assistance

Labour Market Support (LMS) is aimed at promoting first time entrants and recipients’ re-entry
to the labour market.

3.1 Conditions for receipt

Payable to any registered unemployed person, who is between 17 and 64 years old, who is
available for and actively seeking work.

3.2 Calculation of benefit amount
3.2.1 Calculation of gross benefit

The maximum Labour Market Support benefit is equal to the basic unemployment allowance (see
Section 2.2.1; since 2002 the child supplements are the same as well).

Child supplement (total) Rate (in EUR per day*)
1 child 4.36
2 children 6.40
3 or more children 8.26

* Monthly/yearly equivalents are obtained using 21.5 days per month, 12 months per year.
Note that if both parents are unemployed, both receive the basic/earnings related allowance/Labour Market Support and both receive
the child supplement.
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322 Income and earnings disregards

The income test is suppressed:

e During the first 180 days for persons who have previously received the unemployment allowance
for the maximum period allowed (500 days).

e  For unemployment allowance recipients aged 55 or more, who at the time they became employed
satisfied the employment condition (43 weeks of employment during preceding 24 months).

e During any period in which the recipient participates in measures supporting his/her integration
into the labour market that have been arranged by an employment authority.

The income-test is applied to the combined monthly gross income of the recipient and the
partner; the latter’s income is excluded until EUR 236 per month. The disregarded amount equals EUR 848
per month for a couples and lone-parents or EUR 253 per month for a single plus EUR 106 per month for
each dependent child. The LMS benefit is reduced by 50 per cent of the gross income exceeding the
disregard, e.g. child allowance, home care allowance, maintenance support and housing allowance are
disregarded from the income test. For single person the LMS benefit is reduced by 75 per cent of the gross
income exceeding the disregard.

Example of an unemployed person with spouse (earnings EUR 1 436 /month) and two dependent

children:
Spouse’s income in income-test 1 436 — 236 = EUR 1 200 /month
Disregard 848 + 2*106 = EUR 1 060 /month
Income exceeding disregard 1200 — 1 060 = EUR 140 /month
Reduction of LMS 50%%*140 = EUR 70 /month = EUR 70/21.5 per day

= EUR 3.26 /day

Example of for a single person with additional income EUR 500 / month (e.g. capital income):

Disregard EUR 253 /month
Income exceeding disregard 500 — 253 = EUR 247 /month
Reduction of LMS 75%%* 247 = EUR 172.9 /month = EUR 172.9/21.5 per day

= EUR 8.04 /day

If a recipient of LMS begins to work part-time (including irregular work with reduced working
time), the LMS recipient is also entitled to the adjusted LMS. The rules are same as in earnings related
unemployment benefit (see section 2.2.2). Note that both the income-test of adjusted benefit due to
earnings from part-time work and the usual income-test above are carried out. First the amount of LMS
after usual income-test is calculated as in the above examples. Then, the calculated amount of LMS is
reduced by earnings from part-time work according to rules of adjusted LMS. Earnings from part-time
work are not included in the income-test.

3.3 Tax treatment of benefit

Taxable, but of social security contributions only the Health Insurance contributions are levied on
the benefits.
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3.4 Benefit duration

Unlimited. There is a five-day waiting period for all recipients of benefits. First-time entrants to
the labour market must complete a 5-month waiting period (unless they have recently graduated from a
vocationally oriented educational institute).

3.5 Treatment of particular groups
3.5.1 Young persons

Partial labour market support: First time entrants to the labour market who live with their parents
only get 60 per cent of the benefit, unless they participate in a labour policy measure. Since 1.7.2003 the
reduction depend on income of parents. If parental income exceeds EUR 1781 per month, the labour
market subsidy payable is reduced by 50% of the excess. However, partial labour market support is at least
50 per cent of the amount that recipient would have received without any reduction due to parents income
(e.g. at least 50 per cent of the amount that recipient would have received after adjustment for own income
from part-time work). The EUR 1781 disregard is increased by EUR 106 per month for each dependent
child that parents have (aged 0-17).

A person aged 17-24 may not decline a job or training offer or choose not to apply for vocational
training.

3.5.2 Older workers

Means-testing for previous unemployment allowance recipients aged 55 or more has been
suppressed (see section 3.2.2.).

4. Social assistance

Social assistance allowance is a residual social benefit which acts as a final safety-net. There are
two nation-wide basic standard levels for different municipality categories; Category I (the most generous)
is used.

4.1 Conditions for receipt

It is paid conditional on passing a means test. The need for social assistance is estimated each
time case by case. For a person or a family that applies for social assistance a calculation is made of their
income and expenditure entitling to social assistance. Expenditure that gives entitlement to social
assistance consists of a basic amount plus an additional amount to cover outgoings which are assessed
separately. If this combined amount is higher than the family's net income, the difference is paid in the
form of social assistance. The basic amount is designed to cover the costs of food, clothes, hygiene,
transport, information (newspaper, telephone, TV licence) and minor, everyday health care costs. Also
7 per cent of housing costs should be covered by the basic amount (ownrisk, deductible). Rest of the
housing costs considered as reasonable are covered by additional allowance. Other expenditure items that
are covered by additional allowance are children’s day care fees and larger health care costs
(pharmaceuticals, fees of health centres, doctors or dentists, cost of spectacles). Usually all income is
included into the means test. Taxes are deducted from the gross income. Assets are also included into the
means test. There is no asset threshold, but a small part of savings may be disregarded in order to enhance
the self-sufficient living of families. Some assets are also excluded from the means test. These include
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housing if occupied by recipients, furniture, tools for work or studies, etc. The possibility to realise
property/assets should also be considered in the means test.

4.2 Calculation of benefit amount
4.2.1 Calculation of gross benefit

Basic amounts:

Familv size Rate (Category 1) Per cent of

y (in EUR per month) single rate
Single/Lone parent 374.92 100
Couple (per person) 318.68 85

Allowance per child

Child over 18* 273.69 73
Child 10-17 262.44 70
Child under 10 236.20 233.40 63

* Children aged 18 or over, living with their parents constitute their own household when social assistance is calculated (separate
means test).

If there is more than one child (0 — 17) in families the rates will be reduced. The rate of the
second child will be 5 percentage points lower (e.g. 70 — 65 per cent or 63 —> 58 per cent of single rate)
the rate of the third and subsequent child will be 10 percentage points lower (e.g. 70 — 60 or 63 -> 53).

In addition to these basic amounts for “everyday living costs”, additional social assistance is
granted to cover reasonable housing costs or other costs (such as health care, work-related expenses). See
above.

The amount of social assistance may be reduced by 20 per cent if person refuses to accept a work
offer or do not participate in training or certain other activating measures. If refusal is recurrent social
assistance may be reduced by 40 per cent. If social assistance is reduced authorities must, if possible, in co-
operation with the recipient, to devise a plan to enhance “self-sufficient living of the recipient”. (Applies
also to previous years, no change in rules, only addition to text).

For the purpose of this study, SA is calculated as the basic amount plus 93 per cent of the rent.

The municipalities can use their own discretion in setting the upper limit for reasonable housing
costs in social assistance. Social assistance covers often higher housing costs than housing allowances (i.e.
social assistance has higher maximum amount). In calculations it has been assumed that the housing costs
do not exceed the upper limit of social assistance.

To calculate the final SA benefit amount, the procedure is comparing the net income from all
other sources to this level. If it is above it there is no right to social assistance. If it is below the level then
the actual social assistance that is payable is the difference between the social assistance level and the net
income from all other sources (including regular housing benefits).

Social assistance can be paid to supplement (top-up) other benefits and other income sources (e.g
wage and salary). Most of the recipient households of social assistance have other income sources which
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social assistance “tops-up”. One typical top-up case is single long-term unemployed receiving labour
market support (net of taxes), housing allowance and social assistance

422 Income and earnings disregards

Social assistance: Since April 2002 is 20 per cent of net earnings up to the maximum amount
EUR 100 (/month /family) will be excluded from the income-testing. The law will be in force until
31 March 2005. Otherwise no disregards: All earnings from paid work and all social/family benefits
included in this chapter reduce the maximum benefit. Some municipalities may disregard some earnings if
they are considered to promote the independence of the recipient.

4.3 Tax treatment of benefit
Not taxable.
4.4 Benefit duration

As long as the means-test is satisfied.
4.5 Treatment of particular groups
45.1 Young persons

See section 4.2.1.
4.5.2 Older workers

None.

5. Housing benefits

There are three income-tested schemes:

e A general housing allowance available to families, couples and single people of limited means.
e A housing allowance for pensioners (not considered).
e  An allowance scheme for students (not considered).
5.1 Conditions for receipt
Income-tested.
5.2 Calculation of benefit amount
5.2.1 Calculation of gross benefit
The housing benefit is limited to certain income bands that vary with the number of persons in

the household and with the geographical location. The general housing allowance is 80 per cent of the
difference between the rent and a so-called “deductible amount”. The deductible amount is determined by
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the family type and the geographical location and increases with small steps as gross income increases
(there are several income brackets for each family type and area). The incomes are rounded to the nearest
full euro before the income test. The 2003 deductible amounts for Helsinki (I municipality group since
2002) and Espoo, Kauniainen and Vantaa (together II municipality group since 2002) are presented in
appendix 1.

There are upper limits for the rents (housing costs) that are covered by the housing costs. In some
areas these limits may in practice be below the market rate.

The calculation of maximum housing costs is rather complicated. There is a maximum area of the
dwelling for each household size:

Persons Maximum area, m?

1 37
57
77
90

105

115

125

135

0O ~NO O WN

Then there are limits for maximum housing costs per m’. These limits depend on the municipality
group, age and size of the dwelling and for some other criterion that are not important here. Below are the
limits for the Helsinki (first municipality group since 2002).

Maximum housing costs per m2 in 2003, Helsinki (I municipality group)

Age of dwelling

Size of dwelling, m?
126 of Qwetling, m .-1985  1986..95  1996...

-25.9 11.25 12.08 12.58
25.9-30.9 10.41 11.23 11.74
31-35.9 9.57 10.39 10.90
36-45.9 8.80 9.91 10.41
46-60.9 8.33 9.60 10.11
61-80.9 8.09 9.17 9.67
81- 8.01 9.08 9.59

Example: the assumption concerning housing costs is that they are 20 per cent of the AW for all
family types. For Finland 2003 this is equivalent of housing cost of EUR 481 per month (= 20% * 28 888 /
12). For a single person living in a 35m” dwelling in Helsinki, in a house which was built in 2000, the
maximum amount is 35 * 10.9 = EUR 381.5, which is clearly below EUR 481. Result: the costs above
381.5 are ignored when the housing allowance is calculated.

For the purpose of this study the table below is used to calculate the maximum housing cost:
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Maximum housing cost per month

Number of persons in
the household

1 35*10.90
55%10.11
75* 9.67
85* 9.59
100* 9.59
110* 9.59

Maximum housing cost

o O WN

522 Income and earnings disregards

There is a special EUR 90 per month disregard for lone parents with one child. If there are more
than eight person in a household EUR 260 is deducted from the monthly gross income for each person
above eight person (applies also to previous years, no change in rules, only addition to text). Earnings,
unemployment benefits and home care allowance are taken into the income-test; child allowance and
maintenance support are disregarded. 15 per cent of the assets above certain thresholds are considered as
income. This amount is divided by 12 to get monthly income. The thresholds vary with family size.

5.3 Tax treatment of benefit
Not taxable.
54 Treatment of particular groups

Students and pensioners have special housing allowances.

6. Family benefits
6.1 Conditions for receipt

To have a dependent child under 17 years old.
6.2 Calculation of benefit amount

6.2.1 Calculation of gross benefit

Rate per child
(in EUR per month)

1st child 90.00

2nd child 110.50

3rd child 131.00

4th child 151.50

5th and subsequent 172.00
6.2.2 Income and earnings disregards

Universal, not means-tested.

10
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6.3 Tax treatment of benefit
Not taxable.
6.4 Treatment of particular groups

6.4.1 Lone parents

Additional allowance of EUR 33.60 per child per month.

7. Child-care benefits and public day-care

Parents can choose to place their child in a day-care centre run by the municipality, look after the
child themselves with the help of the child home care allowance, or choose the private day care allowance
and arrange for child care privately.

7.1 Conditions for receipt

Public day care is available to all children under school age (7 years old). Even older children
who for some specific reason (e.g. health) are exempt from school are entitled to public day care. The day
care fees are income related; the higher the family income, the higher the fees. The fee is a portion
(percentage value) of the family income exceeding the income limit. These limits and percentages are
different for each family type (3 different size categories). There is an additional income disregard (EUR
89 /month) for other children aged 0-17 in the family. Day care fees cover only a small part of the actual
costs (about 15% in year 2001).

7.2 Calculation of public day care fees, home care allowance and private day care allowance
7.2.1 Calculation of public day care fees and gross benefit

All amounts in the following table are monthly:

The rules for public day care fees

T;g;gtsslzf Income limit Per cent of income
children<7, max 2) (in EUR per month) exceeding income limit
2 918 11.5
3 1132 9.4
4 1344 7.9

If there are other children (under 18 years) than those who have been included when the family
size is defined, EUR 89 /month /additional child will be deducted from the gross income before income-
test, e.g. A couple with 4, 8 and 10 year-old children, family size is 3 so there will be 2 * EUR 89
deduction from the gross income before income-test.

If there are more than two children in the same family in the public day care, the fees of the third
and subsequent children are 20 per cent of the fee for the first child. The maximum fee for the first (the

11
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youngest) child is EUR 200 /child /month. For the second child the maximum fee is EUR 180 /child
/month. If the day care fee of a child amounts to less than EUR 16.82 it is not paid.

For families with children under three years old who do not use public day care, there is a home
care allowance, which includes a care allowance and a care supplement. The care allowance is EUR 252.28
per month for the first child under three years old, EUR 84.09 per month for other children under three
years old and EUR 50.46 per month for children between three and six years old. Care supplement is
means tested. The maximum amount is EUR 168.19 per month and it is payable for only one child. The
family definition is same as in public day care (income limits and reduction rate see table below ) (applies
also to previous years, no change in rules, erroneous information in previous years). The care supplement
decreases as the income exceeding income limit increases. There is no similar income disregard for
additional children as with day care fees.

The home care allowance supplement

Reduction of care

'?S;Frg)r/]ng Income limit supplement, per cent of
children<7, max 2) (in EUR per month) Incci)nrzgrﬁéﬁ?rﬁﬁmg
2 1160 115
3 1430 9.4
4 1700 7.9

In addition to the home care allowance, there is private day care allowance for those who use
private day care for children under 7 years old and do not receive home care allowance for any children in
the family. (This benefit is not included in our calculations: we assume public day care.) The rates and
rules are somewhat different from home care allowance. The private day care allowance consists of a basic
allowance and an income-tested supplement, which both are paid for each eligible child. The basic
allowance is EUR 117.73 /child /month and the supplement is EUR 134.55 /child /month. The income
criteria and limits are the same as those that apply to home care allowance care supplement. The allowance
is paid at 50 per cent of its normal rate if the child is in pre-primary education organized by the local
authorities or starts school at age 6. The private day care allowance is paid directly to service provider and
is also taxed as the income of the service provider. The allowance is not paid if a relative or some other
individual looks after the child without a formal employment contract or charges no fee for his/her
services. However, if the child is under three years old, the parents can apply for child home care
allowance.

7.2.2 Income and earnings disregards

Gross family income is taken into the income-test, e.g. child benefit and housing allowance are
disregarded.

7.3 Tax treatment of benefit

Home-care allowance is taxable income. The private day care allowance is taxed as the income of
the provider of the day care services.

7.4 Benefit duration

As long as the conditions are satisfied.

12
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7.5 Treatment of particular groups
None.

8. Employment-conditional benefits
None.

9. Lone-parent benefits

Lone parents receive an additional supplement to child benefit (EUR 33.60 /child /month see
section 6). Also a child receives maintenance support when the person liable to pay maintenance payment
neglects this duty. A child is entitled to maintenance support even when the paternity has not been
confirmed. The maintenance support is EUR 118.15 /child /month. Since 1999 the rate has been the same
also for remarried providers. There is no means-test. The maintenance support is not taxable.

Note: Lone parents receive maintenance support (EUR 118.15 /child /month).

10. Tax system

It consists of a central government tax, a local government tax, a church tax, and social security
contributions.

10.1 Personal Income Tax Systems
10.1.1.  Central government income taxes
Tax unit
Spouses are taxed separately for earned income.
Standard tax allowances

Standard tax allowances.

o  Work-related expenses: a standard deduction for work-related expenses equal to the amount of
wage or salary, with a maximum amount of EUR 590 is granted.

Main non-standard tax relief applicable to an AW.

e Interest: interest can be deducted against capital income. Of the excess of interest over capital
income 29 per cent can be credited against income tax up to a maximum of EUR 1 400.

e  Membership fees: membership fees paid to employees' organisations or trade unions.

e Travelling expenses: travelling expenses from the place of residence to the place of employment
using the cheapest means of communication in excess of EUR 500 up to a maximum deduction
of EUR 4 700.

13
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o  Other work-related outlays: outlays for tools, professional literature, research equipment and
scientific literature, and expenses incurred in scientific or artistic work (unless compensated by
scholarships).

Work-related outlays other than membership fees and travelling expenses are deductible only to
the extent their total amount exceeds the amount of the standard deduction for work-related expenses.

Rate schedule
Taxable income Tax on lower limit Tax on excess income
(EUR) (EUR) in bracket (%)
11 600 — 14 400 8 12.5
14 400 - 20 000 358 16.5
20 000 — 31 200 1282 225
31 200 — 55 200 3082 28.5
55 200 and over 10 642 355

10.1.2. Local income tax
Tax base and tax rates

The tax base of the local income tax is taxable income as established for the income tax levied by
central government.

Municipal tax is levied at flat rates. In 2003, the average tax rate was approximately
18.03 percent.

Municipal tax is not deductible against central government taxes. Work-related expenses and
other non-standard deductions are deductible, as for purposes of the central government income tax.

The tax base and allowances of the church tax are identical to those of the municipal income tax.
To enhance the consistency of the Taxing Wages and Revenue Statistics reports, it has been decided that
the church tax will not be taken into account for the calculations in this report.

Allowances in municipal income taxation

An earned income allowance is calculated on the basis of taxpayer’s income from work . The
allowance amounts to 40 per cent of gross earned income between EUR 2 500 and EUR 7 230, and 14 per
cent of gross earned income exceeding EUR 7 230, up to a maximum of EUR 2 550. The amount of the
allowance is reduced by 3.5 per cent of the income exceeding EUR 14 000. Benefit income does not entitle
to earned income allowance. However, the benefit income is included when the amount of income
exceeding EUR 14 000 is calculated (i.e. benefit income may reduce allowance). In that latter income
concept, work related expenses are deductible (while they are not deductible in gross earned income).

A basic allowance is granted on the basis of taxable income remaining when all other allowances
have been subtracted. The maximum amount, EUR 1480, is reduced by 20 per cent of the income
exceeding EUR 1 480.

14
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10.2. Compulsory Social Security Contributions to Schemes Operated within the Government Sector
10.2.1.  Employees’ contributions
Rate and ceiling

Employees’ pension insurance (4.6 per cent) and unemployment insurance contributions (0.2 per
cent) amount to 4.8 per cent of gross salary. These two contributions are deductible in income taxation.
These two contributions are not levied on benefits.
Distinction by marital status or sex

The rates do not differ.

10.2.2.  Employers' contributions

The average rate of the employers’ social security contribution in 2001 was 25 per cent of gross
wage.

10.2.3.  Other social security contributions

In 2002, the rate of the health insurance contribution was 1.5 per cent. The tax base for the health
insurance contribution is the taxable income after tax allowances for municipal income tax purposes. For
pension income the rate of the health insurance contribution was 1.9 per cent.
10.3. Universal Cash Transfers
10.3.1.  Amount for marriage

None.

10.3.2.  Amount for children

The central government paid in 2002 the following allowances:

Allowance (EUR)

For the first child 1080
For the second child 1326
For the third child 1572
For the fourth child 1818
Fifth and subsequent child 2 064

The child subsidy for a single parent is increased by an annual amount of EUR 403.2.

10.4. Main Changes in the Tax/Benefit System Since 2001

In January 2003 the central government tax bracets were adjusted by about 1 per cent. The central
government marginal tax rates were lowered by 0,5 percentage point. The rate of the employees'
unemployment insurance contribution was reduced from 0,40 to 0,20 per cent, and the rate of the
employees’ pension insurance contribution was raised from 4,40 to 4,60 per cent. The maximum amount
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of the earned income allowance was raised to EUR 2 550 from EUR 2 140 in 2003. , and the maximum
amount of the standard deduction for work-related expenses was raised to EUR 590.

11. Part-time work
11.1 Special benefit rules for part-time work
See section 2.2.2 (adjusted unemployment benefit).
Children younger than 3 give entitlement to partial Care Allowance if the parent is working less

than 30 hours per week while looking after their child. The allowance amounts to EUR 63.07 per month.
The partial allowance is taxable income.

11.2 Special tax and social security contribution rules for part-time work
None.
12. Policy developments

12.1 Policy changes introduced in the last year (2003)

The family allowance for the first child was increased from EUR 90 /month to EUR 100 /month
from 1 January 2004. At the same time the lone-parent supplement of family allowance was increased from
EUR 33.60 /month /child to EUR 36.60 /month /child. From 1 January 2004 the part of spouses income
that is excluded from the income test of Labour Market Support was increased from EUR 236 to EUR 536
/ month.From 1 January the partial care allowance was increased to EUR 70 per month. Children younger
than 3 give entitlement to partial care allowance if the parent is working less than 30 hours per week while
looking after their child. From 1.8.2004 also children attending school in the first and second form give
entitlement to partial care allowance.

Major pension reform will take effect in 2005. The entitlement criteria for an earnings-related pension
and the rules for calculating the pension will change at the beginning of 2005. Most of the changes will
include transition periods for older age groups. There will also be changes in national basic pension.
Pension schemes are not covered here. However, changes in pension system have a link to some reforms of
the benefit schemes covered here (see e.g. 2.5.2 change in “additional days rule”)

12.2 Policy changes announced"

Government has announced increases in home care allowance, minimum sickness and maternity
daily allowance and national pensions during 2005-06.

1. The changes of benefit rules presented here may not have been ratified and their reading in Parliament may
be unfinished or not even started.
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Appendix 1. The 2003 deductible amounts of housing allowance for Helsinki (I municipality group)
and Espoo, Kauniainen and Vantaa (together II municipality group)

Household size
Upper limit of income bracket,
gross income, EUR/month 1 2 3 4 5 6 7 8+
495 0 0 0 0 0 0 0 0
510 13 0 0 0 0 0 0 0
525| 26 0 0 0 0 0 0 0
540, 29 0 0 0 0 0 0 0
555 35 0 0 0 0 0 0 0
570 41 0 0 0 0 0 0 0
585 46 0 0 0 0 0 0 0
600 52 13 0 0 0 0 0 0
615 58 24 0 0 0 0 0 0
630 64 35 0 0 0 0 0 0
645 69 40 0 0 0 0 0 0
660 75 45 0 0 0 0 0 0
675 81 51 0 0 0 0 0 0
690 86 56 0 0 0 0 0 0
705 92 61 0 0 0 0 0 0
7200 98 67 0 0 0 0 0 0
735 104 72 0 0 0 0 0 0
750, 109 77 13 0 0 0 0 0
765 115 83 23 0 0 0 0 0
780, 121 88 33 0 0 0 0 0
795 126 94 38 0 0 0 0 0
810 132 99 42 0 0 0 0 0
825/ 138 104 47 0 0 0 0 0
840 144 110 52 0 0 0 0 0
855 149 115 56 0 0 0 0 0
870, 155 120 61 13 0 0 0 0
885 161 126 66 22 0 0 0 0
900 167 131 70 27 0 0 0 0
915 172 137 75 31 0 0 0 0
930] 178 142 80 36 0 0 0 0
945 184 148 84 40 0 0 0 0
960 189 153 89 45 0 0 0 0
975 195 159 94 50 0 0 0 0
990| 201 164 98 54 0 0 0 0
1005 207 170 103 59 0 0 0 0
1020 212 176 108 63 0 0 0 0
1035 218 181 113 68 0 0 0 0
1050 224 187 117 72 13 0 0 0
1065 229 193 122 77 22 0 0 0
1080 235 198 127 81 26 0 0 0
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1095 241 204 131 86 30 0 0 0
1110] 247 210 136 91 35 0 0 0
1125 252 216 141 95 39 0 0 0
1140] 258 221 145 100 43 0 0 0
1155 264 227 150 104 48 0 0 0
1170 269 233 155 109 52 0 0 0
1185 275 239 159 113 56 0 0 0
1200 281 244 164 118 61 0 0 0
1215 287 250 169 122 65 0 0 0
1230] 292 256 174 127 69 0 0 0
1245 298 262 179 132 74 0 0 0
1260 no HA 268 184 136 78 13 0 0
1275 no HA 273 189 141 82 24 0 0
1290 no HA 279 194 145 87 28 0 0
1305| no HA 285 200 150 91 32 0 0
1320] no HA 291 205 154 95 36 0 0
1335| no HA 297 210 160 100 41 0 0
1350 no HA 303 215 165 104 45 0 0
1365 no HA 309 220 170 108 49 0 0
1380 no HA 315 225 176 113 53 0 0
1395| no HA 321 231 181 117 57 0 0
1410] no HA 327 236 186 121 61 0 0
1425| no HA 333 242 192 126 66 0 0
1440 no HA 338 248 197 130 70 13 0
1455 no HA 345 253 202 134 74 21 0
1470 no HA 352 259 208 139 78 30 0
1485/ no HA 358 265 213 143 82 34 0
1500[ no HA 365 270 219 147 86 38 0
1515 no HA 372 276 224 152 91 42 0
1530 no HA 378 282 230 156 95 46 0
1545 no HA 385 288 235 161 99 50 0
1560/ no HA 392 294 241 166 103 54 0
1575 no HA 399 299 246 171 107 58 13
1590 no HA 406 305 252 175 111 62 21
1605 no HA 413 311 257 180 116 66 25
1620 no HA 419 317 263 185 120 70 29
1635 no HA 426 323 269 190 124 74 33
1650, no HA 433 329 274 195 128 78 37
1665/ no HA 440 335 280 200 132 82 41
1680 no HA 447 341 286 205 136 86 45
1695/ no HA 454 347 292 210 140 90 48
1710 no HA 461 353 298 216 145 94 53
1725 no HA 468 359 304 221 149 98 57
1740 noHA | no HA 365 311 226 153 102 61
1755 noHA | no HA 371 317 231 157 106 65
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1770 no HA no HA 377 323 236 161 110 69
1785 noHA | no HA 383 330 241 165 114 73
1800 noHA | no HA 390 336 246 170 118 77
1815/ no HA no HA 396 343 252 174 122 80
1830| noHA | no HA 402 349 257 178 126 84
1845 noHA | no HA 408 356 263 183 130 88
1860 no HA no HA 414 362 269 188 134 92
1875 noHA | no HA 421 369 275 193 138 96
1890| noHA | no HA 427 376 280 198 142 100
1905/ no HA no HA 433 382 286 202 146 104
1920 noHA | no HA 440 389 292 207 150 108
1935 noHA | no HA 446 396 298 212 154 112
1950| noHA | no HA 452 403 303 217 158 116
1965 noHA | no HA 459 410 309 222 162 119
1980 noHA | no HA 465 416 315 227 166 124
1995| noHA | no HA 472 423 321 232 170 128
2010{ noHA | no HA 478 430 327 237 174 132
2025 noHA | no HA 485 437 333 242 178 136
2040 noHA | no HA 491 444 339 247 182 140
2055 noHA | no HA 498 451 345 252 186 143
2070 noHA | no HA 504 458 351 257 191 147
2085 noHA | no HA 511 465 357 262 195 151
2100] no HA | no HA 517 472 363 268 199 154
2115 noHA | no HA 524 479 369 274 204 159
2130| no HA no HA 531 487 375 279 208 163
2145| no HA no HA 537 494 382 285 213 167
2160| no HA no HA 544 501 388 291 217 171
2175 noHA | no HA 551 508 394 297 222 175
2190| no HA no HA 558 516 400 303 226 179
2205| no HA no HA 564 523 407 308 230 183
2220| no HA no HA 571 530 413 314 235 187
2235/ no HA no HA 578 538 419 320 239 191
2250/ no HA no HA 585 545 425 326 244 194
2265| no HA no HA 592 553 432 332 249 198
2280/ no HA no HA 599 560 438 338 253 203
2295/ no HA no HA 605 568 445 344 259 207
2310| no HA no HA no HA 575 451 350 264 212
2325/ no HA no HA no HA 583 457 356 270 217
2340, no HA no HA no HA 590 464 362 276 221
2355 noHA | noHA | noHA 598 470 369 282 226
2370, no HA no HA no HA 606 477 375 287 230
2385/ no HA no HA no HA 613 483 381 293 234
2400 noHA | noHA | noHA 621 490 387 299 239
2415/ no HA no HA no HA 629 497 393 305 244
2430, no HA no HA no HA 637 503 400 311 249
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2445| no HA no HA no HA 644 510 406 317 254
2460 noHA | noHA | noHA 652 517 412 323 258
2475 no HA no HA no HA 660 523 418 329 263
2490| no HA no HA no HA 668 530 425 335 268
2505 noHA | noHA | noHA 676 537 431 341 273
2520 noHA | noHA | noHA 684 543 438 347 276
2535| no HA no HA no HA 692 550 444 353 282
2550, no HA no HA no HA 700 557 451 359 288
2565/ no HA no HA no HA 708 564 457 365 294
2580| no HA no HA no HA no HA 571 464 372 300
2595/ no HA no HA no HA no HA 578 470 378 306
2610/ no HA no HA no HA no HA 585 477 384 312
2625 noHA | noHA | noHA | no HA 591 483 390 318
2640, no HA no HA no HA no HA 598 490 397 324
2655/ no HA no HA no HA no HA 605 496 403 328
2670 noHA | noHA | noHA | noHA 612 503 409 335
2685/ no HA no HA no HA no HA 619 510 416 342
2700, no HA no HA no HA no HA 626 517 422 348
2715 noHA | noHA | noHA | no HA 634 523 429 354
2730, no HA no HA no HA no HA 641 530 435 360
2745 no HA no HA no HA no HA 648 537 442 366
2760 noHA | noHA | noHA | no HA 655 544 448 372
2775 no HA no HA no HA no HA 662 551 455 379
2790, no HA no HA no HA no HA 669 557 461 385
2805| no HA no HA no HA no HA 676 564 468 390
2820, no HA no HA no HA no HA 684 571 474 397
2835/ no HA no HA no HA no HA 691 578 481 404
2850| no HA no HA no HA no HA 698 585 488 410
2865/ no HA no HA no HA no HA 706 592 495 416
2880, no HA no HA no HA no HA 713 599 501 423
2895/ no HA no HA no HA no HA 720 606 508 429
2910, no HA no HA no HA no HA 728 613 515 435
2925/ no HA no HA no HA no HA 735 621 522 442
2940| no HA no HA no HA no HA 743 628 529 447
2955/ no HA no HA no HA no HA 750 635 535 454
2970, no HA no HA no HA no HA 758 642 542 462
2985/ no HA no HA no HA no HA 765 649 549 468
3000, no HA no HA no HA no HA 773 656 556 475
3015/ no HA no HA no HA no HA 780 664 563 481
3030 noHA | noHA | noHA | no HA 788 671 570 488
3045/ no HA no HA no HA no HA 795 678 577 495
3060] no HA no HA no HA no HA 803 686 584 501
3075 noHA | noHA | noHA | no HA 811 693 592 507
3090, no HA no HA no HA no HA 818 700 599 514
3105/ no HA no HA no HA no HA 826 708 606 522
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3120, no HA no HA no HA no HA no HA 715 613 528
3135/ no HA no HA no HA no HA no HA 723 620 535
3150, no HA no HA no HA no HA no HA 730 627 542
3165/ no HA no HA no HA no HA no HA 738 635 549
3180/ no HA no HA no HA no HA no HA 745 642 556
3195/ no HA no HA no HA no HA no HA 753 649 563
3210, no HA no HA no HA no HA no HA 760 657 568
3225/ no HA no HA no HA no HA no HA 768 664 576
3240, no HA no HA no HA no HA no HA 776 672 584
3255| no HA no HA no HA no HA no HA 783 679 591
3270, no HA no HA no HA no HA no HA 791 686 598
3285/ no HA no HA no HA no HA no HA 799 694 605
3300, no HA no HA no HA no HA no HA 807 701 612
3315/ no HA no HA no HA no HA no HA 814 709 619
3330, no HA no HA no HA no HA no HA 822 717 627
3345| no HA no HA no HA no HA no HA 830 724 634
3360, no HA no HA no HA no HA no HA 838 732 640
3375/ no HA no HA no HA no HA no HA 846 739 648
3390, no HA no HA no HA no HA no HA 854 747 656
3405/ no HA no HA no HA no HA no HA 862 755 663
3420, no HA no HA no HA no HA no HA 870 763 670
3435 no HA no HA no HA no HA no HA 878 770 678
3450, no HA no HA no HA no HA no HA 886 778 685
3465/ no HA no HA no HA no HA no HA 894 786 693
3480, no HA no HA no HA no HA no HA no HA 794 700
3495/ no HA no HA no HA no HA no HA no HA 802 706
3510, no HA no HA no HA no HA no HA no HA 810 715
3525/ no HA no HA no HA no HA no HA no HA 818 723
3540, no HA no HA no HA no HA no HA no HA 826 730
3555/ no HA no HA no HA no HA no HA no HA 834 738
3570, no HA no HA no HA no HA no HA no HA 842 745
3585/ no HA no HA no HA no HA no HA no HA 850 753
3600, no HA no HA no HA no HA no HA no HA 858 761
3615/ no HA no HA no HA no HA no HA no HA 866 768
3630, no HA no HA no HA no HA no HA no HA 874 774
3645/ no HA no HA no HA no HA no HA no HA 882 783
3660, no HA no HA no HA no HA no HA no HA 890 792
3675/ no HA no HA no HA no HA no HA no HA 899 799
3690, no HA no HA no HA no HA no HA no HA 907 807
3705 no HA no HA no HA no HA no HA no HA 915 815
3720, no HA no HA no HA no HA no HA no HA 923 823
3735/ no HA no HA no HA no HA no HA no HA 932 831
3750, no HA no HA no HA no HA no HA no HA 940 839
3765/ no HA no HA no HA no HA no HA no HA 948 845
3780, no HA no HA no HA no HA no HA no HA 957 854
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3795 no HA no HA no HA no HA no HA no HA 965 863
3810, no HA no HA no HA no HA no HA no HA 974 871
3825/ no HA no HA no HA no HA no HA no HA 982 879
3840, no HA no HA no HA no HA no HA no HA no HA 887
3855/ no HA no HA no HA no HA no HA no HA no HA 895
3870, no HA no HA no HA no HA no HA no HA no HA 903
3885/ no HA no HA no HA no HA no HA no HA no HA 912
3900, no HA no HA no HA no HA no HA no HA no HA 920
3915/ no HA no HA no HA no HA no HA no HA no HA 927
3930, no HA no HA no HA no HA no HA no HA no HA 936
3945/ no HA no HA no HA no HA no HA no HA no HA 945
3960, no HA no HA no HA no HA no HA no HA no HA 953
3975 no HA no HA no HA no HA no HA no HA no HA 961
3990, no HA no HA no HA no HA no HA no HA no HA 970
4005/ no HA no HA no HA no HA no HA no HA no HA 978
4020/ no HA no HA no HA no HA no HA no HA no HA 986
4035/ no HA no HA no HA no HA no HA no HA no HA 995
4050/ no HA no HA no HA no HA no HA no HA no HA 1003
4065/ no HA no HA no HA no HA no HA no HA no HA 1012
4080/ no HA no HA no HA no HA no HA no HA no HA 1020
4095/ no HA no HA no HA no HA no HA no HA no HA 1029
4110 no HA no HA no HA no HA no HA no HA no HA 1038
4125/ no HA no HA no HA no HA no HA no HA no HA 1046
4140/ no HA no HA no HA no HA no HA no HA no HA 1055
4155/ no HA no HA no HA no HA no HA no HA no HA 1064
4156 or more| no HA no HA no HA no HA no HA no HA no HA no HA
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