
ESC/024/2007  

 

 

 
             

   

  
 
 
 

 
A N A L Y S I S     

 
by 
 

THE ECONOMIC AND SOCIAL COUNCIL 
 

on  
 

INCOME TAXATION OF NATURAL PERSONS  
 

(made on its own initiative) 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  
  
 
 
 
 
 
  



ESC/024/2007  

 

2 

 
 
 
The Action Plan 2007 of the Economic and Social Council stipulates the 
development of an own-initiative analysis on: 
 

“Income taxation of natural persons”. 
 
 The president of the Economic and Social Council has assigned the 
development of the analysis to the Standing Commission on Economic Policy.  
  
 Mr. Nikolay Nenkov – Council’s member of the Employee’s Group – has been 
appointed Rapporteur.  
 
The drafted opinion has been submitted by the Commission concerned for 
approval by the Plenary Session.  
 
At its Plenary Session of 10 December 2007 the Economic and Social Council 
approved this Analysis. 
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І. INTRODUCTION 
 
The economic and Social Council (ESC) attaches special importance to the 
income taxation of natural persons in view of the great public attention, the 
topicality of the issue and the importance of taxation policy for the economy of 
the country. The citizen’s purchasing power directly depends on this policy, a 
very sensitive topic for the civil society. Economic growth in the recent years, 
along with the changes in income policy being implemented, have led to 
moderate increase in citizen’s incomes, but to an extent which is far from the 
attitudes and expectations in society, especially in view of our European 
Union membership. Specific actions are necessary to make up for the lagging 
behind in respect to the incomes in the rest of the Member States and raising 
the living standards of the Bulgarian citizen.  

This analysis aims at doing a review and assessment of income taxation of 
natural persons in the Republic of Bulgaria, presenting other countries’ 
practice and on this basis outlining potential alternatives and 
recommendations for its improvement. The basic elements of the theory of 
income taxation of natural persons are presented conceptually as a result of a 
survey conducted by the ESC, and the possible solutions and practices are 
systematised in the following sections:    

• choice of  tax entity 

• defining tax base 

• non-taxable minimum income 

• income taxation of natural persons and social security 

• content and structure of tax rates 
 

 
 
ІІ. CHOICE OF TAX ENTITY 
 
The problem of the choice of tax entity is central to many discussion in the 
contemporary theory and practice of income taxation. Who should be taxed on 
income? Should it be the individual (the natural person) on the income it 
receives and independently of the income of the other members of its family 
(household) or the  other way around – the entity subject to income taxation 
should be the family (household) as a whole with its common (collective) 
income? 

In essence, the choice “individual – family (household)” is a complex 
compromise between different (conflict in their nature) objectives, including:  

• Families with equal incomes should pay equal (income) taxes – 
within the principle of horizontal equity of taxation (equal tax treatment 
of the equal) many believe that the income of a family (household) is a 
better measuring unit for the capacities for tax payment (the so-called 
tax capacity) than the individual approach.  
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• Income taxation (of natural persons) should be progressive1 – 
the principle of vertical equity (taxpayers with higher tax capacity should 
pay higher taxes) requires progressive taxation. Indisputable evidence 
in support of the latter statement does not exist – the choice between 
proportional, progressive and regressive taxation of income is another 
difficult case in the theory and practice. In most cases the necessity for 
certain progressiveness in (income)  taxation of natural persons 
(usually) is not questioned. 

• Income tax should be neutral in respect to marriage – the 
combined tax liability of two people should not depend on them being 
married on not.  Contracting a marriage should neither increase the size 
of spouses’ combined tax liability (the so called marital tax or fine) , nor 
reduce it (marital subsidy or premium). This objective is the 
“crystallisation” of the general idea (principle) of effectiveness of 
taxation, whose main pillar is neutrality – taxation  should not influence 
the choice of people in economy and society.  

•  
It is a well known fact that the above three objectives of income taxation 
of natural persons cannot be attained simultaneously.   

Constructing progressive tax, which ensures equal tax treatment of families 
with equal incomes, equal number of children and other relevant 
characteristics /i.e. family income taxation/ is not a problem. Such a tax, 
however, would not be neutral to marriage – spouses’ combined tax liability  
after the conclusion of marriage would be different from the one before 
marriage. The extent of violating the neutrality principle would depend mainly 
on the number of children in the family. In other words, contracting marriage 
will either delight the newly-married couple with a tax premium (bonus) or will 
“punish” them with an (additional) marriage tax.     

The neutral in respect to marriage progressive income taxation is also 
possible – when the tax entity is the individual (the natural person), the 
combined tax liability of two people won’t change if they marry. The sum total 
of spouses’ tax liabilities (after marriage) will be equal to the sum total of their 
tax liabilities before marriage. In this case, however, the equal tax treatment of 
families with equal incomes will be lost. The magnitude of the “disparity” in the 
tax liabilities of families with equal incomes depends on the difference in 
spouses’ incomes. The highest tax will be paid by families where only one of 
the spouses receives income (within  progressive taxation this income will 
“climb” to the highest step of the ladder of marginal tax rates and will be taxed 
the most heavily), and the lowest tax will be paid by families where individual 
incomes of spouses are equal. 

Finally, if what is pursued is equal taxation of families with equal incomes and 
neutrality of income taxation in respect to marriage, we should renounce 
progressiveness. In proportional taxation 2  the choice “individual – family 
(household)” is pointless – proportional income taxation guarantees equal tax 
treatment of families with equal incomes and neutrality in respect to marriage, 
regardless of the choice of tax entity.  

                                                 
1
 See Section VІ. 

2
 See Section VІ. 
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The complexity of the dilemma “individual – family (household)” is reinforced 
by an additional problem – the precise definition of the alternative of the 
individual as a tax entity. Family and household are not synonyms. The main 
point in this type of taxation is clarifying the tax entity – the family. The 
National Institute of Statistics defines family as “two or more persons bound 
with kinship of a certain extent both by blood relation and as a result of 
marriage / cohabitation or adoption/. At the sane time the NSI monitors 
households’ budgets. The officially adopted Poverty Line Methodology reads 
that “Household consists of two or more persons who live together in the 
same place, have a common budget  and eat together, regardless of the fact 
that some of them might not be in a blood relation.” Therefore, although the 
definition “family taxation” has gained acceptance, in a number of cases the 
proper term is “household taxation”. Traditionally, the family – two spouses (a 
man and a woman) – is considered the foundation of the household. Next are 
children and their treatment for the purposes of income taxation – until 
majority, until graduation, until marriage. That, however, is not all. 
Contemporary times offer a multitude of diverse forms of “household” – 
cohabitation of two people (a man and a woman) without a formal  (civil) 
marriage (with / without children); cohabitation and support with dependent 
individuals (pensioners, disabled, etc.); individual not in blood relation who live 
together, etc. The most complete version of family taxation takes into account 
also the so-called dependent individuals – elderly parents or relatives, for 
whom the person liable to tax provides support and care.  

It is clear that applying family taxation requires very broad preliminary 
preparation.  A household consisting of a husband, wife and children needs 
larger available income than an individual, in order to live a decent life, a life 
with the necessary conveniences. An income that might be considered fortune 
for an individual in some cases could support a household in a state a little bit 
above poverty. Many analysts  and authors omit that fact when using the 
terms of “rich” or “high income” in the context of family income and taxation. 
This means that the standard is based on personal income, life style and 
pleasures received by those earning the income, without dependent 
individuals, household members, who by such analysis will always exist in 
relative poverty if change is not made that shall take them into consideration.  

It would be interesting here to consider the experience of the rest of the 
countries. According to a research on the practice in the member countries of 
the Organisation for Economic Cooperation and Development  (OECD) the 
situation is as follows (see Table 1):3 

• in 17 countries income taxation of natural persons is personal 
– entity of taxation is the individual (the natural person); 

• in 6 countries – family income taxation is just an option 
(possibility) – spouses can choose (stating in tax return) between 
individual and joint (family) treatment of their income; 

• in 7 countries family taxation is obligatory. 
 

                                                 
3
 Alm, J. and M. Melnik, Taxing the “Family” in the Individual Income Tax. 
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Table 1 Choice of tax entity in OECD member countries  

Country Tax entity 
Australia individual 
Austria individual 
Belgium family 

Canada individual 
Czech Republic individual 
Denmark individual 
Finland individual 
France family 
Germany individual / family 

Greece family 
Hungary individual 
Iceland individual / family 
Ireland individual / family 
Italy individual 
Japan individual 

Korea individual 
Luxemburg family 
Mexico individual 
Netherlands individual 
New Zeeland individual 
Norway individual / family 
Poland individual / family 

Portugal family 
Slovakia individual 
Spain individual / family 
Sweden individual 
Switzerland family 
Turkey individual 

United Kingdom individual 
USA family 
 
In almost all countries with individual income taxation, special tax 
concessions for children are provided for.4 They are of two types: 

• reductions (in the form of total amount for 1, 2, 3, etc. children) 
of the individual income before taxation ;5 

• tax credit – reduction (in the form of total amount for 1, 2, 3, 
etc. children) of the individual tax liability.  
In most countries in addition to tax concessions for children, parents receive 
also child benefits. The conditions for these benefits are different – in some 
countries  (like in our country) the right to child benefits depends on parents’ 
income, and in others – it does not.  

OECD member countries where income tax entity is the family 
(household)6 two main schemes are used: 

                                                 
4
 An exception to this rule is (for example) Finland. 

5
 This is the practice in Bulgaria at the moment.  
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• the cumulative (family) income is taxed on different 
(normatively regulated) scales according to the number of family 
members – for example, family without children; family with one child; 
family with two children, etc. (this is the practice in Luxemburg and the 
USA); 

• the cumulative (family) income is divided into two or more (tax) 
quotas and is taxed on a (single one) scale of progressive taxation of a 
one-member household. The joint tax liability is the sum of the tax 
liabilities by the separate quotas. 

•  
With this  type of marital division of income two variants are possible:  

- identical quotas of both spouses (to define the marital 
quotas the cumulative family income is simply divided by 2); 
- different quotas of the spouses. 

 
Income division cannot only be marital, but also family – for the purposes of 
taxation, the cumulative family income is divided not only between the two 
spouses, but between all family members. In France, for instance, each of the 
spouses has burden of 1, and children –  0,5. Thus the divisor for a family with 
one child is 2,5. 

• In the last 3 – 4 decades there has been a certain “withdrawal” 
from the so-called family income taxation – after 1970 seven OECD 
members countries have abandoned the different options of family 
income taxation and have moved on to individual income taxation 
(Austria, Denmark, Finland, Italy, the Netherlands, Sweden and the 
United Kingdom). Obviously, considerations for neutrality of 
progressive income taxation have prevailed over those for equal tax 
treatment of families with equal incomes and other relevant 
characteristics.   

•  
IIІ. DEFINING TAX BASE 
 
From the perspective of income sources, there are two alternatives in 
taxation: 

• global income taxation ( so-called “German” type) – one single 
scale is applied to the individual’s income, regardless of its sources;   

• separate (schedule) taxation (so-called “English” type) – 
incomes from different sources are taxed differently.  

Tax practice in developed countries is different. In general, no country applies 
the one or the other scheme in pure form. The typical scheme of taxation of 
personal income is somewhere in the middle between global and schedule 
taxations.  

Such is the case in the Republic of Bulgaria, as well – almost all labour 
incomes and part of non-labour (capital) incomes as of now are taxed globally 
on a uniform progressive scale of three positive marginal tax rates (20%, 22% 

                                                                                                                                            
6
 Optional or obligatory  
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и 24%).7 Other incomes, however, are treated separately (preferentially) and 
are taxed with lower or zero rate. Separately, part of incomes that are taxed 
globally are different in that from their taxable base the so-called normatively 
recognised expenses are deducted in advance. 

Outside the scope of our attention there remain:  

• taxation under Chapter VII of the Personal Income Tax Act 
(promulgated in the Official Gazette, issue 95 of 24.11.2006, in force 
since 01.01.2007), as the final annual (patent) tax is not an income tax 
and (in general) is out of place in the tax system for natural person 
incomes; 

• the peculiarities of income taxation of sole proprietors as they 
form their tax base under the Corporate Income Tax Act (promulgated in 
the Official Gazette, issue 105 of 22.12.2006, in force since 01.01.2007), 
and are taxed by the “rules” of the Personal Income Tax Act. 

•  
Obviously, one of the main characteristics of the natural persons’ 
income taxation in Bulgaria is that the tax performs a number of other 
functions in addition to the purely fiscal ones. This determines the 
extremely colourful picture of tax differences. 

For instance, non-taxable are – income from interest on deposits and 
securities; income from capital profit /from stock deals/; income from rent, 
lease or another  form of giving agricultural land for use; income from the 
activities of natural persons registered as agricultural producers and tobacco 
producers; income from the obligatory and additional social security; free and  
protective /within the meaning of law/ food; food vouchers up to 40 leva 
monthly; the value of working clothes; the social expenses paid in kind; the 
transportation expenses for workers paid by the employer; the expenses 
made by the employer up to 60 leva monthly for each insured person for 
contributions for additional voluntary insurance and Life insurance. 

In a number of cases there are tax base deductions: for persons with 
diminished working capacity; reduction up to 10% from the tax base for 
contributions paid by the employer for the worker for additional voluntary 
insurance and Life insurance;  420, 840 and 1260 leva deductions of the tax 
base for one, two, three and more minor children; tax concessions for  
donations, etc.  

Particularly common are cases of deduction of the tax base for civil 
contracts and freelancers – by 70 per cent for authorial  payments; by 50 
per cent for payments to actors and for practicing craft; by 35 per cent for 
freelancers and payments under civil contracts, etc.   

In addition to these cases, there is also deduction in tax base by 20 per cent 
for income from renting and by 10 per cent for income from management and 
control of enterprises. A classic example of taxation with lower rate on the 
other hand is the  7% tax on dividends.  

                                                 
7
 See Section VІ. 
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IV. NON-TAXABLE MINIMUM INCOME 
 
The non-taxable minimum income (or the so-called zero tax bracket) is a key 
element in the system of progressive individual income tax. Both in theoretical 
and purely practical terms, the non-taxable minimum income is determined 
by that level of income in the economy which is minimally necessary for 
the existence of the human being.8 

The common economic sense dictates “that for income level lower than the 
existence sum, the marginal utility of the income comes to infinity”.9 Hence, “a 
receiver only of existence income has tax capacity (ability to pay tax) equal to 
zero; and every reaching out to their income will cost their life”. 10 In other 
words, non-taxable minimum income is a sort of “ground zero” of one’s tax 
capacity.  

This is the most popular concept of the non-taxable minimum  income and its 
logic is not usually questioned. What’s more – it is part of the conceptual 
foundation of the contemporary tax policy.   

Since 01.01.2007, the monthly non-taxable minimum income in the Republic 
of Bulgaria is 200 leva, and the yearly – 2 400 leva. (200 * 12 = 2 400 leva.). 
This is 111,11% from the minimum salary in the country for 2007 and 52,08% 
from the average salary in the country for the first trimester of  2007. 
What does it mean in the context of the (good) practice of developed 
countries? 

International comparisons in respect to the non-taxable minimum income are 
quite complex to make due to the differences in the choice of tax entity ,11 
extremely  colourful picture of approaches and methods of normative 
regulating the levels of the non-taxable income, currency exchange rate, 
indexes of  purchasing power, etc. 

Nevertheless, we offer information for the level of the non-taxable minimum 
income (for one-person household) in some developed countries, in 
comparison to the average salary in these countries (see table 2). 

  

                                                 
8
 In this respect the experts differentiate between three (basic) levels: 

 - existence-minimum; 

 - vital minimum; 

 - social minimum. 
9
 Fagan, E.D., Recent and Contemporary Theories of Progressive Taxation, Journal of 

Political Economy, vol. 46, 1938, p.459. 
10

 Ibid, p. 460. 
11

 See Section IІ. 
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Table 2 Non-taxable minimum income for one-person household and 
annual salary.  

Country Annual  Non-
taxable 

minimum12 
(euro) 

Annual average 
salary13 (euro) 

Correlation  
“monthly non-

taxable 
minimum – 

monthly average 
salary” 

(%) 
Austria 5 397,61 32 430 16,64 
Belgium 7 833,44 30 690 25,52 
United Kingdom 6 809,01 38 540 17,67 

Germany 8 873,54 34 620 25,63 
Ireland 6 221,72 32 910 18,91 
Spain 6 310,63 21 060 29,97 
Italy 6 034,39 25 810 23,38 
Luxemburg 12 369,80 38 100 32,47 
Portugal 3 924,42 13 600 28,86 
Finland 7 871,19 30 970 25,24 

France 4 421,02 29 140 15,17 
Netherlands 4 537,29 33 680 13,47 
 
In five of the countries (Austria, the United Kingdom, Ireland, France and the 
Netherlands) the non-taxable minimum income is under 1 / 5 of the average 
salary. In four countries it is around 1 / 4 of the average salary (Belgium, 
Germany, Italy and Finland), and in the remaining three countries (Spain, 
Portugal and Luxemburg) – nearly 1 / 3 of the average salary.  

The question arises whether in our country the non-taxable minimum income 
is not  (too) high – a little over 1 / 2 of the average salary in the country for 
(first trimester of) 2007. We believe that this is rather a reflection of the low 
living standard of the population – the average income has not exceeded 
significantly the minimum income necessary to exist in our country.  

In practice there is no a commonly accepted (universal) method of defining 
the non-taxable minimum income in the system of the progressive individual 
income tax. Most successful is considered the approach of “binding” the non-
taxable minimum income to an objective measuring unit such as poverty 
threshold and the minimum salary based on it. It  is in this way that non-
taxable minimum income will reflect the necessary minimum existence 
income, will reflect the income necessary to satisfy the minimum vital needs of 
an individual and poor households. A prerequisite for this approach is the 

                                                 
12

 Giacomo, B., M. Kosny and A. Vernizzi, Family and Personal Income Tax in 

Europe: How the Fiscal Framework Takes Account of Marriage and Children, 

“Quality of Life Proceeding s of the Second International Conference”, Wroclaw 

University of Economics, Sept., 2002, Table 4. 
13

 For 2002 (Average Earnings Varied Significantly Across the EU25, EUROSTAT 

News Release, 68/2005, 30 May 2005. 
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“Methodology of Defining and Updating the Poverty Line in the Country”, 
which was adopted last year.   

As regards the specific correlations: non-taxable minimum income – minimum 
salary (MS) – poverty threshold, at the current stage of the socio-economic 
development of the country, it should be at least equal to the minimum salary.     

By the method used by Eurostat in the 10 new EU Member States the 
correlation between the MS and poverty line is within the following limits: the 
lowest – Latvia (1.14), Estonia (1.17) and the highest – Poland (1.46), 
Hungary (1.47). This range is determined by the capacity to provide the 
minimum food component and basic support for the children in the household. 
As a newly accessed EU Member State and  in view of its economic state, it is 
normal for Bulgaria to fit in this range of correlation at least at the current 
stage. 

According to the trade union organisations represented in the Council, if 
the following statements are accepted as of now, the non-taxable 
minimum income should be 220 leva /with 152 leva of poverty line for 
this year/,  and for the next year – 240 leva /with 166 leva of poverty line 
for 2008/.  

According to the employer organisations represented in the ESC, the 
correlation MS/AS could be also taken into account, since it is clear that 
shrinking this correlation leads to loss of the incentives for qualification and to 
levelling.  

 

V. INCOME TAXATION OF NATURAL PERSONS AND SOCIAL SECURITY  

The personal income tax is usually considered in inseparable relation with 
obligatory contributions for social security. A classic indicator for tax-social 
security burden is its average effective rate – the correlation between 
the tax-social security burden (personal income tax plus social security 
contributions) and the average gross labour expenses.  
The calculating procedure includes the following stages: 

1. Calculating the social security contribution of the worker – 
the respective rate of social security contribution of the worker is 
applied to the average salary; 
2. Calculating the base of the personal income tax – the  social 
security contribution of the worker is deduced from the average salary; 
3. Calculating the personal income tax – the respective current 
table for progressive taxation of labour income is applied to the tax 
base; 
4. Calculating the social security contribution of the employers 
– the respective current rate of social security contribution of the 
employer is applied to the average salary; 
5. Calculating the total tax-social security burden on labour  – 
the personal income tax, the social security contribution of the worker 
and that of the employer are added together; 
6. Calculating the average gross expenses for labour, i.e. the 
amount paid by the employer for labour – the social security 
contribution of the employer is added to the average gross salary; 
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7. Calculating the average effective rate of tax-social security 
burden  –  the total tax-social security burden is divided by the average 
gross labour expenses.  

On this basis, our calculations of the average effective rate of the tax-
social security burden on labour in Bulgarian economy  (for the first 
trimester of 2007)14 show the following: 

1. Social security contribution of the worker – 47,71 leva – 384 leva 
* 12,425% (incl.: 8,575% for Pensions fund, General Illness and 
Maternity fund, and Unemployment fund; 1,750% for Additional 
Compulsory Pension Insurance fund and 2,100% for health insurance) 
= 47,71 leva; 
2. Base of the personal income tax – 336,29 leva (384 leva – 47,41 
leva = 336,29 leva); 
3. Tax on income of natural persons – 28,98 leva15 
4. Social security contribution of the employer – 93,22 leva – 384 
leva * 24,275% (incl.: 15,925% for Pensions fund, General Illness and 
Maternity fund and Unemployment fund; 3,250% for Additional 
Compulsory Pension Insurance fund 0,700% for Industrial Accidents 
and Occupational Diseases fund; 0,500% for Guaranteed Payments for 
Workers and Employers fund and 3,900% for health insurance) = 93,22 
leva; 
5. Total tax-social security burden on labour – 169,91 leva (47,71 
leva + 28,98 leva + 93,22 leva = 169,91 leva); 
6. Average gross expenses for labour – 477,22 leva (384 leva + 
93,22 leva = 477,22 leva); 
7. Average effective rate of tax-social security burden – 35,60% 
(169,91 leva / 477,22 leva = 35,60%). 

 
Average tax-social security burden on labour in Bulgarian economy for 
the first trimester of 2007 is 35,60%! Is this a lot or a little? 

Table 3 shows the level of the average effective rate of the tax-social security 
burden on labour for one-person household in some countries.  

Table 3  

 
Country 

Average effective rate of the tax-
social security burden  on labour 

(%) 
Australia 28,3 
Austria 45,0 
Belgium 54,5 
Canada 32,4 
Czech republic  43,8 

Denmark  42,7 
Finland  44,5 

                                                 
14

 An average salary 384 leva, according to preliminary data of the National Institute 

of Statistics. 
15

 See the current scale for progressive income taxation in our country in 2007 in 

Section VІ. 
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France  48,3 
Germany  52,0 
Greece  34,3 
Hungary  45,7 

Iceland  29,3 
Ireland  24,5 
Italy  45,3 
Japan  27,0 
Korea  14,1 
Luxembourg  31,7 

Mexico  17,3 
Netherlands 43,0 
New Zeeland 20,6 
Norway 36,8 
Poland 42,9 
Portugal 32,6 

Slovakia 41,4 
Spain 37,6 
Sweden 46,6 
Switzerland 29,2 
Turkey 42,1 
United Kingdom 31,1 
USA 29,4 

Average: 36,516 
 
 

Obviously, the average effective rate of tax-social security burden on labour in 
Bulgarian economy corresponds to the average level of this indicator for the 
developed world. It is (considerably) lower than the average effective norm in 
(traditionally) socially oriented economies (Western Europe) and (quite) higher 
than that in the “market” economies from the Pacific region.  

In Bulgarian economy there are reserves for the average effective rate of tax-
social security burden on labour to be reduced. There are, however, shades in 
opinions on this on the part of employers and trade unions. The former are for 
reducing both taxes and social security contributions. Trade unions, on the 
other hand, believe that the critical maximum of reducing the social security 
burden has been reached long ago. The deficit in the National Social Security 
Institute is already huge, and the pension system in Bulgaria is starting to be 
funded more and more by taxes and not by security contributions. In addition, 
the reduction of the income tax would have direct /unlike that of the social 
security burden, which is shared between worker and employer/ impact upon 
the size of the net salary of the workers and employees.   

                                                 
16

 Unweighted average value. 
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VІ. COMPOSITION AND STRUCTURE OF TAX RATES 

 

The tax on income of natural persons in the Republic of Bulgaria at the 
moment is progressive. As of 01.01.2008 in Bulgaria most likely the 
proportional /flat/ tax with a uniform tax rate of 10% for taxing incomes of 
natural persons will be introduced. Below are presented the basic 
characteristics of the two types of taxation.  

 

Progressive tax 

Such is the personal income tax in almost all countries in the world – it is 
accepted that the principle of vertical equity (people with higher tax capacity 
should pay higher taxes) requires precisely progressive taxation. By definition,  
when with the increase of the taxable base, the average (effective) tax rate 
increases, the taxation is progressive. The average tax rate is calculated like 
this: 

 ,100.
TB

T
ATR =  

where: 

ATR – average tax rate (%); 
T – tax  liability (leva); 
TB – tax base (leva). 

The average tax rate measures the proportion (the quota) of the tax liability in 
the respective tax base. If for a salary of 500 leva you pay tax on income of 
natural persons to the amount of 100 leva, the average tax rate in this case 
would be 20 % (100/500 = 0,2). 

Obviously, the increasing average tax rate (a sign of progressiveness), 
shows that the tax liability increases (disproportionately)17 faster than 
the tax base. 

In practice different possibilities are known for progressive taxation. One of 
these is the so-called bracket (complex) progression. Here the tax base (for 
instance the individual income) is divided into brackets and a different 
marginal tax rate (MTR) is applied to each bracket. With the increase of tax 
base, the marginal and average tax rates increase, where MTR > ATR for all 
levels of tax base above the non-taxable minimum income (if any) – see fig. 1 

                                                 
17

 With the so-called proportional taxation ATR = const. 
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Figure 1 Bracket progression 

This variant of progressive taxation is accepted in Bulgaria when the income 
of the taxpayer is divided into four tax brackets and a different (increasing) 
marginal tax rate is applied to each of them. (See table 4). 

Table 4. Scale of progressive taxation of monthly income in Bulgaria (in 
force since 01.01.2007) 

Monthly tax base 
(income) 

Marginal tax rate 

(%) 

up to 200 leva        non-taxable 

from 200 to 250 leva 20 per cent for a surplus over 200 leva 

from 250 to 600 leva   10 leva plus 22 per cent for a surplus over 
250 leva 

over 600 leva   87 leva plus 24 per cent for a surplus over 
600 leva 

 
The relation between the monthly tax base, the marginal tax rate and the 
average tax rate (at the beginning and at the end of each tax bracket) is 
shown in Table 5 

 

 

 

Table 5.  Marginal and average rates of tax on income of natural persons 
in the Republic of Bulgaria for 2007 

0                Y0             Y1             Y2                          Y3        Tax base (leva) 

 

Tax 

   rates (%) 

 t4 

 t3 

 t2 

 t1 

MTR 

ATR 
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Bracket Monthly tax base Marginal 
tax rate 

(%) 

Average  
tax rate at 

the 
beginning 

of the 
bracket  

(%) 

Average  
tax rate at 
the end of 

the bracket  

(%) 

I up to 200 leva 0 0 0 

II from 200 to 250 leva 20 0 4,00 

III from 250 to 600 leva 22 4,00 14,50 

IV above 600 leva 24 14,50 19,4418 

 

Figure 2 represents the function of the average tax rate in our country for six 
chosen levels of monthly income.  
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In the last ten years, taxation of income of natural persons in the Republic of 
Bulgaria has “evolved” in the following more important directions: 

• expanding tax base; 

• reducing the number of tax brackets; 

• reducing the maximum marginal tax rate – currently it is 24% 
and is among the lowest in Europe (see Table 6 for comparison). 
 

Table 6.  Maximum marginal tax rates in the EU 27 (for the income 
received in 2006) 
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 The calculation is for monthly tax base of 1 250 leva. 

ATR 

(%) 

Monthly income (BGN) 

Figure 2 Function of the average tax rate. 
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N Country Maximum marginal tax rate (%) 
1. Austria 50,0 
2. Belgium 50,0 
3. Bulgaria 24,0 
4. United Kingdom 40,0 
5. Germany 42,0 
6. Greece 40,0 
7. Denmark 59,0 
8. Estonia 23,0 
9. Ireland 42,0 

10. Spain 45,0 
11. Italy 39,0 
12. Cyprus 30,0 
13. Latvia 25,0 
14. Lithuania 27,0 
15. Luxemburg 39,0 

16. Malta 35,0 
17. Poland 40,0 
18. Portugal 42,0 
19. Romania 16,0 
20. Slovakia 19,0 
21. Slovenia 50,0 
22. Hungary 36,0 

23. Finland 50,9 
24. France 40,0 
25. Netherlands 52,0 
26. Czech Republic 32,0 
27. Sweden 56,6 

 EU 27 38,719 

 
Proportional tax 

Lately in taxation theory and practice more and more often there is talk about 
the so-called progressive income tax with flat rate 20  – another variant of 
progressive taxation, which combines elements of proportional and 
progressive taxation. Here we have a non-taxable minimum income 
determined by the tax base (Y0), and the value above this minimum is taxed 
with a uniform (“flat”) tax rate (t) – see figure 3.  

Hence, here for tax base values over the non-taxable minimum the marginal 
tax rate is a constant, and the average tax rate increases with the increase of 
the tax base, where MTR > ATR. 
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 An average value. 
20

 According to us, the label “flat tax” is incorrect. The flat tax (based on the original 

idea of two American economists – Hall and Rabushka from 1980s) is a tax on 

consumption, and not on income.   



ESC/024/2007  

 

18 

          Tax  

        rates (%) 

 

 

 
 

             t       MTR 

            ATR 

       

 

 

 

 

 

0             Y0             Tax base (leva)  
 

Figure 3.  Bentham’s progression 

 

There is a possibility for a simplified /pure/ variant of the flat tax, which does 
not presuppose a non-taxable minimum. With it the growth of the taxable base 
does not lead to the growth neither of the marginal, nor of the effective tax 
rate.    

The income tax with flat rate is still in the taxation practice of  few countries in 
the world (see Table 7). 

Table 7.  The progressive income tax with flat rate all over the world 

Countries that use income tax with flat 
rate 

Year of 
introduction 

Tax rate (%) 

Honk Kong  1947  16 

Estonia  1994  22 

Latvia  1995  25 

Lithuania  1996  27 

Russia  2001  13 

Serbia  2003  14 

Slovakia  2004  19 

Ukraine  2004  15 

Romania  2005  16 

Georgia  2005  12 

Iceland  2007  35,7 

Mongolia  2007  10 

Kyrgyzstan  2007  10 

Macedonia  2007  1221 

Montenegro  200722  1523 
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 From 2008 – 10%. 
22

 July 
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Countries where the introduction of 
income tax with flat rate is forthcoming 

Year Tax rate (%) 

Mauritius  2009  15 

      

Countries considering the introduction 
of income tax with flat rate  

Aim 
Proposed tax rate 

(%) 

Albania  2008  10 

Czech Republic  2008  15 

East Timor  2008  5-10 

 
 

Currently, a decision has been taken to introduce a flat 10%-tax in 
Bulgaria, as well. This decision has found its place in the Amendment 
Bill to the Personal Income Tax Act, adopted by the Council of Ministers, 
being discussed at he moment in the Parliament.    

The analysis of the positions of the first and second groups of the 
members of the Economic and Social Council shows the definite 
differences between employer organisations and the trade unions in 
regard to the introduction of the flat tax in Bulgaria.   

The employer organisations represented in the ESC support the 
introduction of the flat tax from 1 January 2008 with the following 
motives:   

• Simplifying tax administrating – the “technical” motive of the 
proposal. This follows both from the identical rate and from the restriction of 
tax preferences accompanying the introduction of the flat tax, regardless of 
their form – zero tax, reduced tax, reduced tax base, etc. Limiting preferences 
is necessary both due to the introduction of the identical rate and to the 
introduction of marginally low rate, which is the intention of the current 
government.   

• Fight against informal economy. It is an indisputable fact that our 
country hasn’t yet succeeded too much in counteracting the informal sector. 
According to various data, it generates from 20 to 40 per cent of the GDP. It is 
believed that the 10% tax rate will motivate a weaker income concealing, both 
on the part of income receivers and of employers, who provide it; 

•      Stimulating foreign investments because of the combination of 
low corporate tax with low income tax; 

• Stimulating the work of managers and highly qualified workers and 
employees, as well as improving qualification, leading to higher salaries.  

• Following the example of other countries in Central and Eastern 
Europe, which through the flat tax stimulate the catching up with the 
economically developed countries.  
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 From 2010 – 9%. 



ESC/024/2007  

 

20 

At the same time, the employer organisations represented in the Council 
support the dropping off of the non-taxable minimum with the following 
arguments:   

• It is when the flat tax is without the non-taxable minimum that tax 
evasion will be restricted. The arguments are that at many places, where 
there are double payrolls, the official payment is around the non-taxable 
minimum.  

• With the current state of affairs in the labour market, no employer in the 
private sector would allow reduction in the net salary, because the respective 
worker would move to another employer.   

• Raising the minimum social security thresholds, respectively the 
minimum salaries by categories of personnel, in all economic activities is 
significantly higher than the sums necessary for overcoming the negative 
effect of the flat tax.  

The trade unions represented in the ESC are firmly against the flat tax 
due to the following arguments:  

• Flat taxation is in the interest of the high-income groups of the 
population.   The living standard of the population in Bulgaria, the critically low 
income presuppose a tax policy which facilitates low- and middle-income 
layers of the population. Even if target increase in budget salaries is 
introduced at the beginning of 2008, it will only compensate for tax losses and 
will not lead to enhancing the purchasing  power of those groups of 
population. Not to forget the question of who and how will make the employers 
from the private sector introduce the same compensatory increases; 

• A flat tax is introduced that is applied by only 15 countries in the world, 
developing countries in their majority;  

• Introducing such type of tax firmly contradicts the arrangements agreed 
upon by the government, employers and trade unions in the pact for the 
economic and social development of the country by 2009 for improving 
progressive taxation and reducing the tax rates on low and middle incomes.   

• The flat tax will deprive the state of using differentiation in the income 
tax for the implementation of nationally significant national policies. Indeed, 
the application of this part of the current preferences in income taxation of 
natural persons is perhaps questionable, but the majority of them have their 
motive. If real flat and at the same time extremely low taxation is to be 
introduced, there should be a gradual transition from eliminating all 
preferences toward capital incomes, through eliminating concessions for 
farmers, for civil contracts and for freelancers to taxation of interests on 
deposits and even taxation of incomes from pensions. 

• Introducing the flat tax and without the non-taxable minimum at that, 
will to a great extent make pointless the efforts for introducing an official 
methodology of determining the poverty line. This will depreciate the idea of a 
strong bond between poverty threshold – minimum salary – non-taxable 
minimum.    

• The expected dropping off of all kinds of family income taxation will 
mean crossing out the several years of efforts in this field and the highly 
proclaimed ideas of introducing full family taxation starting already from next 
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year. The expected compensating increase in child benefits in no way can 
replace the ideas of family taxation. 
 
The members of the ESC from the group of the trade unions insist not only on 
preserving but also on deepening of progressive taxation on income of natural 
persons with decrease respectively by minimum of 2, 4 and 6 per cent in the 
points of the high, middle and low taxation rates, so as to have a progression 
of the type 14-18-22%.  
At the same time, the second group /trade unions/ express a firm position that 
if a flat tax is introduced, it is necessary:  

• At any rate to preserve the non-taxable minimum and to increase its 
size to 240 leva monthly and 2 880 leva annually. The argument is that from 
15 countries from Central and Eastern Europe that have introduced the flat tax 
after 1994, in 14 of them the non-taxable minimum has been preserved, and 
its size has been increased. The members of the ESC from the group of the 
trade unions believe that the measure proposed by the government of 
compensating the negative consequences from the flat tax on low- and 
middle-income persons through raising the nominal sizes of salaries up to 430 
leva,  /and according to the trade unions, it is necessary to compensate 
salaries up to 490 leva/ is highly ineffective, single and temporary in its 
consequences and practically applicable by the government only to persons 
employed in the budget area.  

• To preserve the current correlation in distributing the total size of the 
compulsory social security contributions between the employers and the 
secured persons of 65 : 35, and in case that all the same it changes to 60:40, 
it is necessary that this correlation should not be changed in future. It is being 
reminded, that in three countries only there is a correlation of 50:50 – 
Germany, Poland and Cyprus; 

• To preserve tax concessions for parents with children under 18. 

Apparently at this stage  there are definite differences in the positions of 
the main groups in the ESC in regard to the introduction of the flat tax. 
Due to the impossibility to reach the necessary consensus between the 
organisations represented in the Council, in this analysis we present the 
basic motives “PRO” and “CONTRA”, without trying to assess their 
validity. Therefore, the members of the ESC are uniting regarding the 
necessity  for adopting an analysis or opinion in 2008 on the results 
from the introduced changes in the income taxation of natural persons, 
and in this way the necessary assessment and coordination of the 
current positions of the different organisations and groups in the ESC 
will be made. 
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