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Abstract
The joint operation of taxation and social security contributions makes Germany a high-impost country, in particular as compared with the new EU member countries, which have enacted more moderate tax schedules and social security contributions.

High standards of social security (high pensions, early retirement, high rates of social welfare, good health care) led to high social security contributions and, because part of the social security expenses have to be borne out of federal funds, to high taxes. All that boosted labor costs in Germany and depressed net wages at the same time: The ratio of labor cost and net wage is about three.

Consequently firms move to low-wage and low-tax countries and jobs in Germany vanish. Therefore, high unemployment in Germany prevails, concentrated among low-skilled labor force. Moreover, older workers are less productive (electronics) and are more expensive, due to seniority wage scales. Hence, they are laid off and take early retirement. This means heavy federal subsidies for old age pensions [PAYG-system in Germany]. Moreover, there are high public expenses for social welfare, due to high benefit rates and large numbers of needy people. 

In the past there were several reforms of the German income tax schedule. However, this proved to be a case for window-dressing. A look at the development of lowering the German income tax schedule shows that the cognitively spectacular parameters (minimum and maximum tax rates) have been lowered without impairing the area under the marginal income tax schedule (= tax revenue) too much. Moreover, lowering the tax schedule has been partly counterbalanced by broadening the tax base, primarily for higher incomes and irregular incomes. This means that the lower income strata have gained more from lowering the tax schedule than they lost from broadening the tax base. 

Further attempts at a tax reform in Germany are faced with a dilemma: Because of economic facts, the average burden of taxation and social security contributions cannot be much reduced. As the excess burden of impost is governed by the marginal impost rate, all that can be done to eliminate distortions is to reduce marginal tax rates and the marginal rate of social security contributions and partly to broaden their base in order to prevent the revenues from falling. Also lump-sum payments, in particular for social security contributions, may well fit in. Now, given the history of German income tax reforms, all reform proposals focussing exclusively on income tax reform cannot circumvent broadening the tax base for lower income strata relatively more than for higher income strata (simply because possibilities of broadening the tax base for the high income strata have partly been exhausted, partly to prevent inducing them to leave the country). This means that all proposals for income tax reform imply that scale invariant measures of income inequality (e.g., Gini, Theil, Atkinson) increase. As to absolute tax reductions, either many taxpayers gain – then the reform cannot be financed [CDU, FDP, Kirchhof], or many lose – then the reform cannot attract a majority of the electorate [SVR II]. 

An escape from this stalemate is the proposal of a flat tax with a social component. Under this proposal, all sources of domestic income B are taxed at a proportional rate of (, which means that the tax on most parts of income can be deducted at source. Furthermore, the proposal comprises a social component S, which consists (1) of the subsistence level E of the household; (2) of the social security contributions; and (3) of investment in human capital [fees for kindergarten, school, and university]. The excess of S over the rate ( of worldwide income B* is called social compensation, i.e., max{0, (S-A-(B*} [A=alimony], and is subsidized by public funds. Thus the reform proposal is driven by two parameters: the proportional tax rate, (, and the proportion of income considered to be shouldered by a household, (.  Net income is calculated by (TA denoting foreign taxes):
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Other parts of the reform concept concern, first, the employer’s share of social security contributions, which is paid out along with the wage/salary and is subject to tax. Second, all social security contributions other than contributions to unemployment insurance [i.e., contributions for old-age pensions, health insurance, and nursery insurance] are done by lump sum fees.

 This reform proposal, which covers both the tax and the social security sides of the medal, is analyzed by means of a micro-simulation model based on data of the German Income and Expenditure Survey [Einkommens- und Verbrauchsstichprobe (EVS)]. Calculations show that we need the parameter values (=0.3 and (=0.35. Our detailed calculations not only show that this reform concept can be financed, provides higher net income; it can also dispense with the business and corporation tax amounting to some 45.5 Billions €. Moreover, income distributions become more equal for all household cohorts except the very top incomes. It is primarily households with children that gain under the reform concept, in particular singles with children and non-married single-earner couples with children. The splitting benefit of married couples disappears. Extra tax benefits are eliminated. Finally, upper income strata have to shoulder their care for subsistence, for social security, and for human capital investment for their children. In return for that, they are compensated with lower taxes. Lower income strata that cannot afford these expenses are subsidized by public funds.

1. Germany’s Actual Economic and Fiscal Problems

German workers and employees have long been pampered by high gross wages/salaries and high standards of social security (high pensions, early retirement, high rates of social welfare, and good health care). This led to high social security contributions and high taxes. This boosted labor costs in Germany [see, Statistisches Bundesamt 2003] and depressed net wages at the same time: the ratio of labor cost and net wage is about three! Thus, Germany is a high-impost country [Seidl 2006, 212-213], in particular as compared with the new EU member countries [Jacobs et al. 2004]. Consequently, firms move to low-wage and low-tax countries and jobs in Germany disappear. There is high unemployment in Germany, mostly concentrated among low-skilled workers and older workers. Older workers are sent to early retirement, which contributes another cost push for the German impost system. In effect, Germany has to spend about half of her federal budget on subsidies for old-age pensions, on pensions of civil servants, and on interest payments on the federal debt. The German impost system is characterized by high complexity, high excess burden and severe distortions of the allocation of resources. This renders an impost reform of utmost importance. 
German finance ministers such as Hans Eichel and Peer Steinbrück have argued that high German tax rates are justified because the tax base in Germany is narrower than in other countries. However, what international investors understand and compare are national tax schedules rather than tax bases. Tax bases are more opaque and more susceptible to stealthy manipulations than the tax schedule.
The German income tax schedule has indeed been lowered several times in the past two decades. However, in the last decade lowering the income tax schedule has concentrated on the cognitively salient parameters (minimum and maximum tax rates), whereas the area under the marginal tax schedule (i.e., the tax burden) has not been much reduced. Moreover, lowering the tax schedule has been partly counterbalanced by broadening the tax base, primarily for higher incomes and irregular incomes [for the period 1998-2006 see Bhatti (2006)]. This means that the lower income strata have gained more from lowering the tax schedule than they lost from broadening the tax base.
The current dilemma of tax reforms in Germany is that, because of the economic facts, the average burden of taxation cannot be much reduced. On the other hand, as the excess burden of taxes is governed by their marginal tax rates, all that can be done to eliminate distortions is to reduce marginal tax rates and to broaden the tax base in order to prevent the revenues from falling. Now, given the history of German income tax reforms, all reform proposals only focussing on income tax reform cannot avoid broadening the tax base for lower income strata relatively more than for higher income strata (partly because the possibilities of broadening the tax base for the high income strata have largely been exhausted, and partly to prevent inducing them to leave the country). This means that all proposals for income tax reform imply that scale invariant measures of income inequality (e.g., Gini, Theil, Atkinson) increase. As to absolute tax reductions, either many taxpayers gain – then the reform cannot be financed, or many lose – then the reform cannot attract a majority of the electorate [for details see Bach and Steiner (2006, 37-46)]. 

The situation is analogous for social security. Social security contributions cannot be increased much further. In the recent past, there have, therefore, been reductions of social security benefits. Old-age pensions have stagnated in Germany now for a third year without any hope that at least the impact of inflation will be compensated in the future. Medical services are being cut back, unemployment doles have been reduced, etc.

Moreover, reform proposals in Germany suffer from their lack of comprehensiveness: they are either proposals for tax reform or for social security reform, but so far no proposal encompasses both tax and social security reforms. However, when partial systems are optimized, there is no guarantee that an optimum for the comprehensive problem can be attained when the partial optimum solutions are pieced together. The situation in Germany is aggravated further because the various reform proposals lack balance. Tax reforms are usually too generous without stating where the gap in tax revenue should be filled. Reforms of social security envisage better services and lower contributions, also without stating where the money should come from. Therefore, viable reform proposals must encompass both the tax side and the social security side. The only reform proposal which satisfies this goal has been suggested by Seidl (2006). 
2. A Reform Proposal for Germany

2.1 The Structure of the Reform Proposal

An escape from Germany’s current economic problems would be a flat tax supported by a social component. Under this proposal, all sources of domestic income B are taxed at a proportional rate (, which means that the tax on most kinds of income can conveniently be deducted at source. 

The social component S consists of three items: first, of the subsistence level E amounting to 700 € for the first adult in a family, 350 € for other adults in a family, and 300 € for a child; second, of the household’s social security contributions; third, of investment in human capital, i.e. fees for kindergarten, school, and university tuition. Now, the excess of S over the rate ( of worldwide income B* is subsidized by public funds. We call this the net social component or social compensation. It amounts to max{0, (S(A((B*)}, where A denotes alimonies and gifts received by the household, which render the household less needy. Thus, the reform proposal is driven by two parameters, by the proportional tax rate, (, and by the proportion of worldwide income considered to be shouldered by a household, (.  Thus, the net income of a household, N, is given by:

N=(1(()B( (S(E)+max{0,(S(A((B*)}+(B*(B+A(TA),

where TA denotes foreign taxes. 

As compared to the status quo, several items have to be changed. First, the employer’s share of social security contributions is paid out along with the wage/salary and is subject to tax. This increases the tax base. Second, all social security contributions (except unemployment insurance) are done by lump sum contributions.
 Third, many other measures will prove to become necessary to prevent misuse of the system. In other words, the benefit principle should be observed as far as possible as a safeguard against free riding, which is drawing on the advantages of a social system without adequate participation in its financing. 

This proposal has considerable advantages. Consider a flat tax. First, a flat tax minimizes excess burden
 given that the marginal tax rate should not decrease as income rises. A flat tax is, second, a functional equation such that the tax on a sum of items is equal to the sum of the individual taxes as applied to the items. This allows administering the greater part of taxation in terms of deductions at source, which can replace income tax returns for many taxpayers. Third, a flat tax eliminates the boon of tax splitting, which is largely opposed in Germany.
 Fourth, for the upper income strata tax progressiveness is shifted from income-generation side (of the status quo tax system) to the income-spending side under a flat tax. This aims at increasing the cake rather than at dividing a smaller cake equitably. Fifth, tax competition will sooner or later enforce the introduction of a flat tax, because countries which fail to introduce a flat tax will inevitably fall behind. So far, most East-European countries have introduced some variety of proportional taxation: Estonia, Latvia, Lithuania, Russia, Ukraine, Romania, Serbia, and Slovakia (the Czech Republic, Croatia, and Greece are about to join this club).

As to the social security system, excess burden is completely eliminated with the exception of unemployment insurance (because the level of the unemployment dole is linked to the unemployed person’s former income).
 Pension claims in terms of individual capital accounts make it more difficult to smuggle in claims of persons who have not contributed (or insufficiently contributed) to the pension system. Inflation of claims is one of the plagues of the German old-age pension system.  

2.2 Alternative Social Components

The above proposal concerns the social component N, which constitutes the normal case. Two other varieties of the social component are compatible with this reform proposal.

The social component A implies that all wages are negotiated as hourly wages for real work only. As compared with the status quo, this would allow an increase in gross wages amounting to some 68%. In return for that the employees have to shoulder the cost of all social fringe benefits, such as the costs of sick leaves, the costs of taking holidays, and all other extra benefits (e.g. Christmas bonuses). In the past, unions have persuaded employees that all social fringe benefits are paid out of employers’ profits. Yet profits could never have covered the huge sums of fringe benefits which are customary in Germany. Instead, they have largely been paid out of increases in labor productivity, which could, alternatively, have been paid out in terms of higher wages. Thus, social component A means nothing else than returning the responsibility of making use of the proceeds of one’s work again into the hands of the employees. 

The social component E is more conservative than the social component N. It assumes that investments in human capital are not borne by the people individually, but continue to be covered by public funds (which is customary in Germany right now). Note that this does not benefit the lower income strata. For them, expenditure on investment in human capital is just a matter of transfer for the social component N; it does not affect their disposable income. However, when human capital investments are borne by public funds, this means higher disposable incomes for the high income strata. Therefore, ( or (, or both have to be increased. However, with respect to model calculations the social component E allows more realistic comparisons with the status quo, simply because less counterfactual assumptions must be made. Moreover, as a first step, politicians may only be prepared to embark on the social component E to avoid upsetting the population too much. Hence, our model calculations are carried out for the social component E only.

2.3 The Reform Proposal Balances and Makes the Income Distribution More Equal

In order to check whether the proposed reform can be financed, we used the micro-data of the Einkommens- und Verbrauchsstichprobe [EVS; this is the German equivalent of an income and expenditure survey; the EVS surveys some 45,000 households in every fifth year for some 600 characteristics] of the year 1998. These data were updated for the year 2005 and were processed with the micro-simulation model KiTs [Kiel Benefit and Tax Micro-simulation model], which was developed at the Lorenz-von-Stein-Institut at the University of Kiel. [For details see Seidl et al. (2006).]

Next, we had to transform the data from the EVS structure to the items as required by the reform concept for social component E [see Seidl et al. (2006, Table 1, 225-228)]. Even for the social component E this proved to be no easy task because not all data were available in the required form. For instance, we had to assume that B=B* and, hence, that TA=0. This means that we have for our calculations:

N=(1(()B( (SSC)+max{0,(E+SSC(A((B)}+A, 

where SSC denotes the social security contributions.
As to old-age pensions, we had to mimic the prevailing system by the reform proposal; this proved to be at the same time an exercise of transforming the prevailing system into the reform system. Hence we assumed that the pensions up to the minimum pensions [equal to the subsistence level, i.e. 1,050 € for a couple per month] are fully subject to taxation. By the method of the computation of net income this means that the disposable income of a couple is higher than the minimum pension. All pensions in excess of the minimum pensions are treated as if contributions for them had been raised from post-tax income, so that only the imputed interest on the extra pension is subject to taxation. We assumed that 17% of excess pensions are liable to income tax.     
Furthermore, the reform concept should also renounce the business tax [Gewerbesteuer] and the corporations tax [Körperschaftsteuer]. Calculations showed us that we need the parameter values (=0.3 and (=0.35. Table 1 [taken from Seidl et al. (2006, Table 2, 229)] shows us the aggregate streams of the status quo and of the reform proposal.
Table 1: Aggregate Streams of Status Quo and Reform Proposal in Billion €
	Aggregate
	Status quo (EVS)
	Reform (=30, (=35

	Gross incomea
	1,555.7
	1,628.7

	./. Income tax
	165.0
	430.0

	./. Social security contributionsb
	211.0
	429.4

	+Social compensation
	
	434.9

	Net income
	1,179.7
	1,204.2

	Financing social security
	
	

	Income tax + gross social security contributions [for reform:  – social compensation]
	541.0
	424.5

	./. Social expenses
	580.5
	416.6

	Balance
	-39.5
	7.9

	Business tax
	30.0
	-

	Corporation tax
	16.5
	-

	Surplus
	7.0
	7.9


a Inclusive of transfer income, distributed profits, exclusive non-distributed profits; for reform: inclusive of employers’ share of social security contributions and inclusive of alimonies and gifts received.

b For status quo: exclusive of employers’ share of social security contributions and inclusive of premiums for private health insurance.
Table 1 shows in its upper part that aggregate net income (disposable income) is higher under the reform concept than under the status quo (EVS). This is partly due to alimonies received which are considered as income under the reform concept, but not under the status quo (EVS). Partly it is due to the increase in employee incomes caused by transferring the former employers’ share of social security contributions to the wage bills. As our table rests on micro-data, the social security contributions in the status quo (EVS) do not include the employers’ share of social security contributions. Note that income tax revenue in the status quo is somewhat higher than according to the financial statistics, because child benefits, housing premiums, and investment premiums are deducted from aggregate income tax revenue, whereas the respective items form part of income under the EVS approach, which means that the income tax as paid by the individuals is not reduced by these items.  

In its lower part, Table 1 assumes, first, that income tax revenue and social security contributions [inclusive of the employers’ share of social security contributions under the status quo (EVS)] are used to finance social expenses.
 This gives a deficit of 39.5 billion € for the status quo as compared to a surplus of 7.9 billion € for the reform proposal. Since the reform proposal provides for renouncement of the business and the corporation tax, a good basis for comparing the financial effects of both systems is to assume that the revenues of the business tax and the corporation tax are used to cover the deficit under the status quo (EVS).  This leads to a surplus just a bit smaller than the surplus under the reform concept. However, the reform concept – since it renounces business and corporation taxes – leaves 46.5 billion € more purchasing power in the private sector. 
Table 1 conveys also an impression of the tremendous redistribution of incomes accomplished by the reform proposal. The flat tax collects 30% of all incomes from all income strata, which can, under the reform proposal, rely on a much broader tax base. Moreover, the reform proposal does away with all items which are currently tax deductible, which also broadens the tax base. The social security contributions comprise also the employers’ share under the reform concept and are a bit higher than under the status quo (in particular for the contributions to old age pensions). The social security contributions, too, are collected from all income strata. Table 1 shows a large component offsetting these payments, viz. the social compensation (net social component) amounting to 434.9 billion €. This amount goes wholly in the direction of the low income strata to alleviate their burden of social security contributions and to allow them to cash in their subsistence incomes.

Table 2 lists the social security expenses as taken from the current German statistics of social security (most recent entries from diverse sources). Note, first, that many items have no equivalents under the reform proposal because the social compensation covers many social security expenses which figure as separate payments under the status quo. Old age social security which is covered by special systems is exempt from general old age security (in particular, civil servants and some professionals). These expenses are not included in Table 2. However, private health insurance is abrogated and transferred into social health insurance. This means higher revenue of social health insurance contributions under the reform regime. The same applies to civil servants’ health assistance. Concerning social welfare, it might be that not all current items can be replaced by the compensation brought about by the reform. Unfortunately, we have no exact data to estimate that.
Table 2:  Social Security Expenses in Billion €
	Category
	Status quo
	Reform

	Old age pensions (exclusive of civil servants)
	251.6
	188.7a

	Agricultural social security
	3.3
	3.3

	Social health insurance
	145.1
	165.1b

	Civil servants’ health assistance
	9.9
	9.9

	Social nursing insurance
	17.7
	17.7

	Labor market expenses
	74.5
	31.9c

	Family (child) benefits
	36.1
	-

	Social welfared
	26.4
	-

	Social lodging allowance
	5.2
	-

	Social education allowance
	3.6
	-

	Training & higher education allowance
	1.5
	-

	Indemnities
	6.6
	-

	Social security expenses
	580.5
	416.6


a Old age pension can be reduced by some 25% because of social compensation of the reform. 

b Inclusive of expenditure of private health insurance companies.

c Unemployment benefit and related expenses; no unemployment help.

d Not all rehabilitation expenses for disabled persons might be covered by the reform.

As we already concluded from the aggregate data in Table 1, the reform proposal has considerable distributional effects. We do not want to overburden this presentation with too many tables. Hence we survey only the main results [for details see Seidl et al. (2006, 233-237)]. Our micro-simulation results show that the number of households with annual net incomes between 20,000 € and 50,000 € increases under the reform proposal, whereas the number of households in all other income strata (except for the very highest incomes) decreases. This indicates substantial income re-distribution from the upper income strata in the direction of the low income strata which pushes the more extreme income strata at the low and the upper ends to the middle income strata. 

Going into greater detail, we see that double-earners are the losers of the reform, as are those in the 45-64 age groups, possibly because of their higher incomes. The winners of the reform are unmarried couples and households with children. [See Seidl et al. (2006, 238-239).]  For all groupings of households we see income inequality, as measured by the Theil and Gini inequality indices, decreasing for all income intervals: The Theil coefficient diminishes partly by up to one half, the Gini coefficient diminishes by up to one third [see Seidl et al. (2006, Table 8, 238-239)]. For instance, for Germany as a whole the Theil coefficient diminishes from 0.1832 (status quo) to 0.1145 (reform proposal), and the Gini coefficient diminishes from 0.32759 to 0.2587 [see Seidl et al. (2006, 238)].

If we make model calculations of the tax burden of the reform proposal as compared with the status quo, our results show that virtually all household types gain under the reform proposal [see Seidl et al. (2006, 242-251)]. At first sight this seems to be at variance with the result as derived from EVS that there are winners and losers of the reform. This is due to the fact that higher income strata enjoy considerable fringe benefits in taxation under the status quo. The reform proposal repeals the fringe benefits in taxation to the well-off taxpayers. This means that, although they have to face a higher tax burden under the reform proposal, they would have had to pay less taxes under the reform proposal, had their tax base been unaffected by fringe benefits in taxation. This effect is caused by the elimination of fringe benefits of taxation under the reform proposal. In other words, vertical equity is given more attention by the reform proposal.

The graphs of the burden of taxation for different household types [Seidl et al. (2006, 242-251)] show also how the two parameters of the reform proposal govern the tax-cum-transfer system: higher ( shifts the net income curve down and the curve of average burden up; higher ( makes the tax-cum-transfer system more progressive for the lower and middle income strata. We expect that incentive effects, once the reform proposal is in force, will raise sufficient additional tax revenue so that both ( and (  can be reduced in the not so distant future. 

3. Other Flat Tax Proposals

A flat tax is no clear-cut concept. Different tax systems have been termed «flat tax». For instance, the American flat tax proposals, which were suggested by Hall and Rabushka (1983, 1995, 1996), Armey (1996) and others, aim at replacing sales tax, corporations tax, and income tax by a sort of value added tax according to the European pattern. This view is also backed by work of Jorgenson and Wilcoxen (2002) and Zodrow (2002). Yet, while such a tax reform proposal would easily be viable for a low-tax country like the United States, it is not viable for the high-tax countries of Western Europe. If they opt for a flat tax at all, this tax could replace income tax, corporations tax, business tax, and payroll tax. The value added tax has to be maintained side-by-side with a flat tax.

Most flat tax proposals which were put forward in Europe
 are, in my sense, not proposals of a real flat tax but proposals of a linear income tax, which is, because of its tax exemption of all households’ subsistence levels irrespective of household income, a progressive income tax. The rub of a real flat tax as proposed here is its phasing out of all tax exemptions as income increases. This allows the maximum reduction of the marginal tax rate and, therefore, minimization of the excess burden of taxation on condition that the tax rate should not decrease as income rises. This leaves open the question of how to define the appropriate household subsistence level that is relevant for taxation purposes. The present proposal considers the minimum funds of a household to make its living, its social security contributions, and its expenses for the education of its children to make up its tax-relevant subsistence level. Households without any income are entitled to public subsidies amounting to their so-defined subsistence level.    
4. Conclusion

The flat tax and the lump sum payments for social security contributions partly reduce, partly eliminate the excess burden of impost. The marginal tax rates decrease (as compared to the status quo) for above average incomes. The marginal impost-cum-transfer-withdrawal burden decreases for low-income earners from the present 85% (and higher) to 65%.
The social component provides relief for low-income strata. Moreover, it shifts impost progression partly from the income-generation side to the income-spending side, and, therefore, has effects similar to an expenditure tax. This should contribute to increasing GDP rather than to dividing a smaller GDP equitably. Because of the social component, income distributions become more equal (with the exception of top incomes). Households with children gain under the reform concept, in particular singles with children and non-married single-earner couples with children. The splitting benefit of married couples disappears. [The small “marriage tax” due to a relative decrease in the subsistence level of couples is counterbalanced by relatively smaller contributions for pensions.] Extra tax benefits are eliminated. 

Upper income strata have to shoulder their own expenses for subsistence, for social security, and for human capital investment for their children. In return for that, they are compensated with lower taxes. The business and corporation taxes are dispensed with under the reform concept, leaving some 46.5 billion € more for the private sector.
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� The mandatory part of the contributions to old age pensions amounts to 600 € per month and household. This means that the size of the mandatory part of contributions to old age pensions is irrespective of household size. The old age pension system should consist of individual (and portable) capital accounts. A funded system would be preferable to a pay-as-you-go system, but it would require at least several decades to establish. [If it had been established in 1957, when Adenauer adopted a pay-as-you-go system instead of the former funded system, the old age pension system now could do without federal subsidies.] The proposal envisages lump sum contributions to health insurance amounting to 190.80 € per adult and 78.44 € per child and month. [Private health insurance should be wholly replaced by social health insurance.] The lump sum contribution to nursing insurance should amount to 25 € per adult and month. Unemployment insurance should remain as it is.


� For the theory of excess burden of taxation cf. Harberger (1964a,b).


� Tax splitting, as practiced in Germany, means that the income tax of a married couple (irrespective of the number of their children) is determined as follows: the income of the spouses is added and the mean income computed. Then the tax schedule is applied to the mean income. The income tax of the family is double the tax on the mean income. It is obvious that tax splitting confers a boon for married couples for a progressive tax schedule with a nondecreasing marginal tax schedule. It disappears only when their individual incomes equal their mean income. It is opposed by many politicians who disapprove of the benefits of tax splitting also for childless married couples. Moreover, they oppose that the maximum boon of tax splitting is attained when one spouse does not work at all. Quite interestingly, poll data as collected by Seidl (2002) show that the great majority of German interviewees disapprove of the boon of spouse tax splitting, a view which is shared both by single and married interviewees alike, although the latter benefit from tax splitting.    


� For first experiences see Keen et al. (2006).


� In case the upper limit of the base of unemployment insurance contributions is sufficiently low, they, too, work for the social component like a lump sum payment causing no excess burden. 


� These data are taken from the social security statistics and are enumerated in Table 2 [taken from Seidl et al. (2006, Table 3, 231)].


� For Germany see Kirchhof (2003) and Wissenschaftlicher Beirat (2004); Traub (2006) provides a good survey of German tax reform proposals. For Britain see Grecu (2004), Theather (2005), Heath (2006), Minford (2006), Wadsworth (2006), and UK Independence Party (2006). For Eastern Europe see Keen et al. (2006).  





