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Abstract. The article is devoted to personal income taxation is a significant
tax instrument to reduce population inequality. Categorizes personal income tax in
types: comprehensive income tax, dual income tax, and flat income tax. Gives an
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Keywords: PIT, comprehensive income tax, dual income tax, flat tax
system, tax return, tax administration.

INTRODUCTION

The necessarily to choose between achieving economic efficiency and social
justice is the main problem that the state faces when taxing citizens' incomes.
Equally important is the reduction of poverty and population inequality, which is
extremely relevant today, since 59% of people in the world live in countries where
inequality is increasing, and only 5% live in countries where it is decreasing [1], and
1% of the richest people in world, own 45.8% of the world's wealth [2]. Achieving
greater equity and reducing inequality in society requires redistribution of income,
primarily through the tax system. To this end, the design of the personal income tax
involves the use of a non-taxable minimum, tied in various proportions to the
subsistence minimum, and a scale of incomes, to each step of which a progressively
increasing rate is applied. In addition, a modern income tax should contribute to
overcoming the important challenges of today, which are the aging of the population,
digitalization, globalization, etc.
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BASIC THEORETICAL AND PRACTICAL PROVISION
Currently, several types of personal income tax systems are used in the world.
The choice is mainly influenced by the specificity and historical traditions of the
country, the level of its socio-economic development, the mentality of the people

and other factors that leave an imprint on the established rules and approaches to
taxation of the population's income. Therefore, several types of the population
income taxation system are distinguished:

1. A complete or comprehensive system of taxation (comprehensive income
tax) of all or almost all monetary income of the population, minus deductions (net
income to which the same rates or a rate scale are applied). Such a system assumes
that labor and investment income are taxed at the same rates (usually a progressive
income tax), and the value of tax deductions increases with the growth of gross
income. This system also provides for clear and consistent compliance with the HE
and VE taxation criteria.

2. Dual income tax, according to which a proportional tax is imposed on all
net income (investment income; wages; pensions, minus deductions) simultaneously
with the application of a progressive tax on gross labor income and pension income.
This means that labor income is taxed at higher rates than investment income, and
the amount of tax deductions does not depend on the amount of gross income.
Taxation of capital at lower rates is used, mainly, to prevent the export of capital and
to weaken the incentives to take it abroad.

3. Flat income tax (flat tax system), which is proportional and applies to all
sources of income. This means that employment and investment income are taxed at
the same rate, and tax deductions do not depend on the amount of gross income [3].

It is important to emphasize that the presented division by types of the
personal income taxation system is quite conditional. Its conventionality is
manifested in the fact that these types are not used in their pure form in almost any
country in the world. For the most part, this is a symbiosis, that is, a combination of
two or more types, so in no case should they be perceived as a certain self-sufficient
mechanism, the application of which will solve the problem of efficiency or equality
and fairness of taxation. There are always exceptions to the system of rules, and
therefore such a classification is determined, mainly, exclusively for scientific
purposes.

Each of the presented types of personal income taxation system is
characteristic for certain groups of countries, which is determined not only by certain
tax traditions, the effect of imitating the experience of other states or globalization
processes, but also, for the most part, by individual socio-economic conditions that
have developed in the country. In each specific case, these conditions or the level of
development of economic relations in the country are the main factor that causes it
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to choose one or another alternative regarding the choice of the type of taxation
system.

Thus, the first type of personal income taxation system is characteristic of
most EU countries. A special case among the countries are the four Scandinavian
countries: Norway, Sweden, Finland and Denmark, which in the early 90s introduced
the second type of taxation system - double income tax. For the countries of the
Eastern European region, including Ukraine, the third model of personal tax is
inherent, which mostly uses one tax rate (flat tax system).

RESEARCH FINDINGS OR DATA, EVALUATION OF RESEARCH
RESULTS

The largest share of income tax in the total amount of tax revenues were in
Denmark - more than 56.2%, Finland 41.4% and Italy 39.3%, while on average in
the EU it was 35.2%, which is significantly more than was in Ukraine — 31.3%
(12.4% 1n 2021) in 2022. The smallest tax shares were in Croatia 11.9%, Bulgaria
13.6%, Cyprus 13.8% and Romania 15.0%.
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Figure 1. PIT including holding gains, % total receipts from taxes without
social contributions in 2022.

Sourses: Main national accounts tax aggregates (gov_10a taxag) / FEurostat data. URL:
https://ec.europa.eu/eurostat/cache/metadata/en/gov_10a_taxag esms.htm, The State Treasure Service of Ukraine.
URL: https://www.treasury.gov.ua/

In terms of the share of personal income tax revenues in GDP, Denmark
ranks first among the EU-27 countries — 23.5% of GDP is redistributed with its help.
Indicators are also high in Sweden at 13.8% and in Finland at 12.9%. On average,
in the EU27 countries, the share of PIT in GDP 1s 7,9%, and it is the smallest in
Romania at 2.5%, Bulgaria at 3.1% and Croatia also 3.1%. In Ukraine, the indicator
in 2022 was 8.1% (in 2022 — 2.5%)).

A significant increase in indicators in Ukraine in 2022 is due to the influence
of the military aggression of the Russian Federation, as a result of which many
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production facilities of enterprises were destroyed, some enterprises did not work
and, accordingly, did not pay income tax, VAT and others. In addition, unprecedented
tax benefits were introduced, namely the ability to pay a 2% gross income tax instead
of the 18% income tax, and the excise duty on fuel and cars was abolished for a
while. Payments to military personnel and, accordingly, personal income tax
revenues also increased significantly. As a result, the structure of tax revenues
changed and the share of personal income tax in tax revenues and GDP increased
significantly.

Analysis of PIT reforms. Currently, the process of reforming the personal
income tax continues in the EU countries and Ukraine, the governments are
responding to the processes taking place in the economy and society, striving to
maximize both the fiscal and regulatory potential of the income tax.

Characterizing the main reasons and factors that determine the need for tax
reforms in different countries of the world, it should be noted that they can be
classified into two large groups. The first group are objective factors, including:
deterioration of the climate; population aging; growing inequality and poverty; the
state and development of the economy, digitalization, globalization, and
international integration processes in the world. The second group is subjective
factors, including: science and new knowledge that influence the formation of ideas
about an effective taxation system; the desire of countries to improve and increase
their competitiveness.

The most important economic factors affecting the tax systems of the EU
countries over the last decade were the 2008/2009 recession, the COVID-19
pandemic and, as a result, the economic crisis. The latter led to increased deficits
and public debt, as governments implemented policies to support households and
businesses. The post-pandemic recovery was just beginning when Russia's war of
aggression against Ukraine had a very significant impact on the energy market,
pushing energy prices — and therefore inflation — to extremely high levels [4].

The factor of globalization, increased mobility of capital and people led to
the development of tax competition processes. Countries compete with each other
both for capital and to attract wealthy and highly qualified individuals who will pay
personal income tax. The development of information technology allows working
remotely for an employer in another country. These processes have been
significantly accelerated due to the restrictions due to COVID-19. Telecommuting
from abroad has created new political issues, such as which country has the right to
tax or how to allocate the tax base, as people work in several countries every year.
In this regard, the principle of tax residency is becoming more and more difficult to
apply. [4]. All this affected the design of the personal income tax. In many countries,

special rules have been established, which provide for exemption from paying tax
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on fringe benefits to expat employees from companies related to the move
(Luxembourg), exemption from taxation of foreign income (Cyprus). Certain
countries have introduced tax regimes for digital nomads, which provide for lower
personal income tax rates established by law and actual rates for individuals who are
more qualified and mobile compared to others. The most tax-friendly countries in
Europe for digital nomads are Greece, Malta, Portugal and Cyprus. If in 1998 there
were 5 such regimes, then in 2021 there will be 28 of them worldwide [5].

Digitization led to the emergence of new types of assets, in particular
cryptocurrencies and, accordingly, the possibility of receiving income from them. In
this regard, some EU countries have introduced a personal income tax on such
income, the purpose of which is to promote neutrality between cryptocurrency and
other types of assets, as well as increase tax revenues. For example, Hungary has
introduced a 15% tax on income derived from certain cryptocurrency transactions
(equivalent to a 15% capital gains tax). Austria has also introduced a tax on income
from crypto-transactions, according to which the income received from the sale of
cryptocurrency is taxed at a flat rate of 27.5% (equivalent to the capital gains tax
rate).

In response to demographic changes, including aging populations and a
sharp decline in the number of people of working age, countries strive to ensure
active participation in the labor market for all, especially women, including mothers
of young children, the elderly, and the low- and high-skilled. To do this, states try to
reduce the tax burden on low-income earners and "second earners" (i.e. people living
in a household where the spouse/partner's earnings are the main income of the
household), for whom the tax burden and barriers to work - including through the
structure of the tax system - may be higher. To reduce the tax rate of low- and middle-
income households and expand the tax base. In some countries, measures were also
taken to narrow the personal income tax base aimed at stimulating employment and
providing work-related benefits, as well as supporting families with children,
especially those with low incomes.

In some countries, measures were also taken to narrow the personal income
tax base aimed at stimulating employment and providing work-related benefits, as
well as supporting families with children, especially those with low incomes [6].

Taxes reduced income inequality by 6% in the EU in 2021, with varying
degrees (from 2% to 17%) across member states. In most EU member states, benefits
contribute more to income redistribution than taxes. Lithuania, Portugal, Romania
and Italy are among the few countries where the impact of taxation is stronger than
benefits [4].

The digital revolution provides new opportunities in tax administration,

because the advantages of new technologies make it easier for taxpayers to comply
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with tax legislation, reduce paper document flow, and for tax inspectors simplify
control over tax payment, ultimately reducing state costs for these processes. In this
regard, further development of the tax service for electronic submission of personal
income tax declarations and their preliminary filling by the tax department is
important. This approach involves tax authorities "pre-populating" a taxpayer's
account and personal income tax return with information from third parties about
deductible income and expenses, such as charitable contributions, tuition and
university fees, and insurance contributions [7]. The taxpayer can review the pre-
filled declaration, make changes, supplement it with other information and submit it
in electronic or paper form. In 2021, this service was provided in 87.9% of tax offices
of OECD countries. The relevant declaration is pre-populated with the following
information: taxpayer personal data 98%, salary income 86%, pensions 76%, bank
interest 47%, dividends 43%, income from capital transactions 31%, as well as
deductible expenses, such as charitable contributions 33.3%, university and school
fees 27.5%, childcare expenses 23.3%, health and medical expenses 25.5%, pension
contributions and savings 47.1%, interest on loans and mortgages, insurance
premiums 33.3%, other expenses 33.3% [8]. The taxpayer can either agree to such a
declaration or adjust it, as a result of which the tax liability can either increase or
decrease. It is worth noting that on the way to 100% of the pre-ordered declaration,
a difficult and longtime still needs to be passed, since the problem so far is the receipt
of information by the tax authorities about the taxpayer's foreign income and income
paid abroad. In addition, in some cases, the place of payment of taxes is decided
individually, based on each individual case, in accordance with the bilateral
agreement on the avoidance of double taxation. In Ukraine, the approach to pre-
filling the declaration is also used, it contains information about all the income of
the taxpayer, from which the tax agent paid income tax: in particular, wages and
other income from employment, royalties, income from entrepreneurial activity, sale
of real estate, dividends, etc. Information about bank interest is not filled in, because
banks submit reports to the tax office about the tax paid on behalf of clients from
these incomes in an impersonal form due to bank secrecy. The taxpayer declares
income from property lease, capital transactions, as well as incurred expenses
independently. An important tool for encouraging declaration is the provision of
information about taxpayers' expenses, which allow to reduce the tax liability. In
some EU countries, tax authorities allow this to be done not only at the end of the
tax year, but also in real time, as expenses arise. For example, such options are
allowed in Ireland and Spain.

Modern tax offices also use other possibilities of digitalization, in particular,
they use "pushing" methods to quickly fill in certain fields that must be filled in by

the taxpayer; virtual assistants to answer taxpayers' queries (for example, chatbots)
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based on artificial intelligence (Al) and application programming interfaces (APIs).
Many tax authorities operate mobile applications, the main functionality of which is
to provide taxpayer information, tax reminders and instructions, mobile applications
are becoming increasingly functional and are becoming the main way for taxpayers
to access relevant records and personal tax accounts, communicate with the tax
authority administration, provide information and tax declarations and pay taxes. For
example, a similar mobile application was implemented in Ukraine in 2023, with its
help you can check the personal data of the taxpayer, pay taxes online through the
payment system, Google Pay or ApplePay, order and receive a certificate of income
received and taxes paid, submit a tax return about property status and income, etc.
All this greatly improves compliance, allowing to increase the timeliness of
submitting declarations, paying taxes and ultimately increasing the amount of tax
revenues.
CONCLUSIONS

Summarizing the main trends of reforms in the field of personal income tax
in the EU countries, it is worth noting that they were aimed at reducing the tax rate
of households with low and middle income and expanding the tax base and
stimulating the relocation of highly qualified workers within the framework of tax
competition. In some countries, measures have also been taken to narrow the
personal income tax base aimed at stimulating employment and providing work-
related benefits, as well as supporting families with children, especially families with
low incomes. Digital services are critical for tax authorities to provide improved
services to clients, as well as open up new opportunities for service improvement.
The largest share of personal income tax is paid for individuals by tax agents.
However, in modern conditions, it is not possible to collect all taxes at the source,
and yet a significant part of taxes is paid at the time of declaration, therefore, the
development of digital services is of great importance for increasing tax revenues.
Current trends in tax administration include preliminary filling of declarations,
"pushing" taxpayers to fill out declarations, use of virtual assistants based on
artificial intelligence, mobile applications of tax authorities.
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