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The election of George Bush in 2000 was the 

decisive watershed for the economic reform 

movement in the western world. With the 

first round of tax cuts in 2001 President Bush 

has started a global roll back of the size of 

government with great global repercussions 

sending shock waves especially to the core of 

corporatist continental Europe. Together with 

the courageous flattaxers of central Europe 

the pressure on Germany, France and other 

parts of old Europe is growing by the day. 

Now we have 4 flat tax countries inside the 

internal market (3 Baltic States and the Slovak 

Rep) and Romania due to join in 2007. If now 

Poland and Czech Republic go flat in 2007 as 

announced Germany and Austria will feel the 

heat. But there is no doubt. The decisive push 

has to come once again from the USA. Will the 

2006 tax reform be bold? Will it go far? Will it be 

momentous? The European Freedom Coalition 

that means all forces of European Economic 

Reform movement who believe in tax cutting 

as essential part of a broader economic and 

political freedom agenda is definitely hoping so. 

The pressure of the central European tigers is 

important but given the size of their economies 

and the enormous volume of transatlantic trade 

it is clear that to really break the high taxation 

cartel of the Franko_German alliance, it will need 

the US to move ahead and show the way. It is 

a pity if the US conservative movement would 

loose focus on the big target. A fundamental 

reorientation of the US tax code in 2006 as 

a vital part of the victory strategy for the 

2006 congress elections only because a broad 

range of other issues ranging from judges 

to life question is distracting to attention of 

the top policy makers. Of course reforming 

social security and questions of life are really 

important as well but the question is how to 

spend the political capital acquired in 2004. 

It can only be hoped that the famous power 

of focus on a single issue can be put on tax 

reform again. If the USA goes flat the rest of the 

world will have to follow. And it would be wise 

as well. The progressive taxation is the ultimate 

socialist idea of depriving the “bourgeoisies” 

meaning the economically active part of the 

population from important parts of its income 

in order to hinder private wealth acquisition 

and the development of a democracy built 

on ownership and not on state dependency. 

And most importantly if the US conservative 

movement gets so exited about the flat tax in 

central Europe why not campaigning for it in the 

US as well? Do you know how controversial it is 

here in Europe and what risks policy makers all 

over Europe have to take in order to reform the 

tax code in such a radical way and break with 

200 years of socialist and corporatist traditions 

of Europe? It is hard work and it is real risk for 

aspiring politicians in the east, centre and west 

of Europe. People are called extremist, radical 

and cold, neoliberal, turbo capitalist, fascist and 

American stooges. It would help if we would hear 

the flat tax argument also from Washington not 

just for us but as the best system for the US 

as well. And why not. You have the power for 

fundamental reform after the historic victory of 

2004 and this window of opportunity in 2005 

and 2006 is unique so use it wisely and change 

the US economic system in way hard to roll 

back after 2008. A step like that would catapult 

the flat tax movement from the fringes of 

eastern Europe into the heart of the political 

and economic centre of the world and would 

be the start of the real victory of economic 

freedom over collectivism. 

In Europe it is amazing how fast progress is 

possible and how far we are already 9 countries 

with a flat income tax. 3 have announced plans 

to introduce the flat tax. Croatia just this week 

The Netherlands and Austria are discussing 

it. As does Spain. Even in Finland there is a 

conservative former MEP now advocating the 

flat tax! The pragmatic Finns will be the first to 

crack the Nordic socialist traditions. And who 

will resist the flat tax in South Eastern Europe 

if Romania has the flat tax? Every and each 

country will have to follow.

European for Tax Reform will do its modest 

part here in Europe and will bring the flattax 

movement together. But there is no doubt. It 

would help if the US conservative movement 

would focus on this decisive issue as well. It 

is a now or never situation and let us not 

distract our self and finish socialism also in 

the field of taxation. 

Global Tax Competition: 

A force of Good

Rabushka, Jungen, Mitchell. 

Mitchell and Rubig at Stockholm Network Meeting 

in Brussels.

Austrians discussing the flat tax.

Leaders summit in Croatia.

FLAT TAX AWARD 2005 to Dr. Liechtenstein, MP Austria.
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The Flat Tax is on the move and tax cuts are talk of 

the town of every capital in Europe. Even awkward 

laggards of economic reforms like France and 

Germany are announcing tax cuts almost on a 

monthly basis. It is hard not to feel vindicated by 

history when even Gerhard Schröder proposes a 

level of corporate taxation similar to the Slovak 

Republic. The powerful force of tax competition has 

been released by the internal market of 25 and it is 

helping to free the people of Europe from excessive 

taxation. Europe changes often against the will of its 

elites but Western Continental Europe is trapped in 

a pincer movement between the dynamic Central 

Europe with Bratislava at its core and the dynamic 

Anglo- Saxon world of high growth from London 

to Dublin up to California. And it starts to act. The 

smaller countries are the first to feel the heat hence 

Austria had to move to 25% corporate tax and a flat 

tax discussion has now started. Netherlands is also 

discussing the flat tax. The German opposition is 

pondering one radical tax reform proposal after the 

other. Indeed if the Czech Republic really introduces 

a flat tax as the ODS, the leading opposition party has 

promised and Poland Civic Platform and the rest of 

the opposition can agree on a joint platform including 

the flat tax then the flat tax in on the doorstep of 

Germany and will leave whoever governs after 2006 

not a lot of options. Europeans for Tax Reform ETR as 

a European network of Tax reformers and friends of 

the flattax and a campaign group for fundamental 

tax reform and against tax harmonisation on the 

European level  opposes all income tax increases as 

a matter of principle. We believe in a system in which 

taxes are simpler, fairer, flatter, more visible, and 

lower than they are today. The government’s power

to control one’s life derives from its power to tax. We 

believe that power should be minimized.

Flat rate income taxes allow hard working and 

performing employees to move up the social 

ladder more easily as they can accumulate more 

income in shorter periods. Flat rates decrease tax 

evasion, tax fraud and reduce undeclared work 

and income and are therefore a more efficient 

system of taxation. The flat tax is therefore the 

most innovative and fairest system of taxation 

available in Europe today but they are just a 

beginning because they ultimately have to lead to 

lower overall levels of taxation.

ETR believes that lower taxation is the key for the 

success of European unification as it is the key 

parameter to economic success in Europe. Only if 

significantly lower taxation levels Europe can improve 

its competitiveness and therefore create jobs, wealth 

and prosperity, which are the key to safeguard the 

European way of life. There will be no Lisbon goal 

achieved without enforced Tax competition. 

Commission President Barrosso has made the 

Lisbon Agenda and the economic reforms of 

Europe his key topic. Similar to his predecessors he 

will be measured by the success of his pet project 

by 2010 at the end of his first term in office. As 

Mr. Prodi had enlargement, Jacques Santer had 

the introduction of the Euro and Delors had the 

Maastricht treaty and the internal market in his two 

stints at the top it will be most likely the reform of 

the European economic reforms which will make 

or break Mr. Barrosso Presidency. His retreat at 

the service front has not been a good omen. So at 

the least the EU level shall not stand in the way of 

the liberating forces of TAX competition, which will 

do his bidding. At the end of the decade European 

taxation levels could have reached US and Japanese 

levels, which would be the key factor for our 

competitiveness. Rumours say that the Chinese 

are now contemplating the introduction of a flat 

tax system similar to Hong Kong for the whole of 

mainland China and we better move fast if Europe 

wants to stay in business.

In order to save European prosperity ETR believes in 

institutional competition between EU member states 

and opposes further competencies of the EU in the 

field of taxation. We have now started the European 

pledge for EU Legislators, which we will ask MEPs and 

ECOFIN Members to sign to support our platform. 

The idea for a network of tax reformers appeared 

first in the year 2003 when the Slovak Republic 

started to introduce fundamental reform in the field 

of taxation. Further impetus was given to the idea 

of a network like these by the success of tax reform 

movement in the USA, which moved from reduction 

to reduction since 2001. These reductions have put 

Europe under heavy pressure to reform. Europe has 

generally responded too late and too timid. We want 

to be the focus point of reform and benchmark the 

realities of Europe. We want to name and shame and 

measure the different models of taxation by the only 

valid measure: the welfare of citizens. ETR works with 

partners in all members states taxpayer coalitions in 

all 25 states in order to draw up similar pledges for 

their respective countries. ETR is also open for all 

candidate countries and future candidate countries 

of the European Union of which some have already 

done a great effort to reform their respective tax 

systems. Of Course we see with pleasure that 8 

countries all over Europe have already introduced 

a flat tax income rate and we hope that is number 

will have reached 13 by the end of 2006 hopefully 

including Poland, Austria, Czech Republic, Slovenia 

and Croatia. After 2006 our bets are on Netherlands, 

Germany and Hungary to follow suits and before 

the magic Lisbon year of 2010 most of Europe will 

have switched to a flat income tax and the last sad 

heritage of socialist Europe is swept away. After 

political freedom of the 1990ies the first decade of 

the 21st century will be the area when economic 

freedom started to overcome the European Model 

of the welfare state created in the 70ies in order 

to create a third way between capitalism and 

communism which failed so miserable. That way and 

not via stage managed Lisbon criteria reminiscent 

to social engineering and old style industrial policy 

the aims of Lisbon will be fulfilled. The wonderful 

and heart-warming success stories of reform 

movements like the miracle story of the Slovak 

Republic from 1998 onwards with its courageous 

and breath taking reforms of taxation, labour 

market, health and pension systems complemented 

by a wave of privatisation resulting in a growth and 

FDI success story unparallel in Europe of the last 

decade. The European institution should refrain from 

any intervention in this beneficial process and if it 

should clearly encourage it also by allow the internal 

market to work properly meaning to pass the service 

directive unchanged and promote home state 

taxation for SMEs. These are the measures anybody 

only mildly serious about Lisbon should support.

ETR serves as a European network for the 

grassroots taxpayers’ movement by working with 

partners all over Europe who share our aims.

ETR is a non-profit, non-partisan network of tax 

reforms form all over Europe.

If you want to support our ideas and join our network 

please contact: office@flattax.at
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SUMMARY: MAIN PRINCIPLES AND OBJECTIVES

The current fundamental tax reform is one of the 

most important initiatives of the Slovak government 

toward creating a highly competitive and non-

distortive market environment in Slovakia. In its 

Policy Statement, the government undertook to 

reduce income tax rates and to analyze the possibility 

of implementing a flat-rate tax. In fact, the actual 

reform goes even beyond these original ambitious 

objectives. Its ultimate goal is to transform the 

Slovak tax system into the most competitive one 

in the entire EU and OECD area. By a competitive 

tax system, the government does not merely mean 

low degree of taxation - far from it. The Slovak tax 

system should be competitive mainly because of the 

unusually high degree of its efficiency, transparency 

and non-distortiveness.

DIRECT INCOME TAXATION

Implementation of flat tax rate

In the area of direct income taxation, the tax reform 

is centered around the implementation of the flat-rate 

tax. In accordance with the principle of taxing all incomes 

of individuals and corporations equally, only one linear 

percentage rate of 19% is applied since January 1, 2004. 

The new legislation eliminated the 21 different types of 

taxation of direct income that were in force in Slovakia 

until now, including five different personal income tax 

rates (10%, 20%, 28%, 35% and 38%.) 

This radical change has several major advantages. 

First, the flat-rate tax still maintains the progressive 

nature of effective tax rates faced by individuals 

with different amounts of income. All personal 

income of up to 1.6 times the poverty line will be 

exempt from taxation. As a result, the effective tax 

rate for individuals below this threshold will be null. 

However, the average tax rate will start increasing 

once the individual surpasses this threshold. Hence, 

the introduction of flat tax on direct income will 

have no negative impact on low-income earners, 

negligible impact in the medium range of income 

distribution and a positive impact on people with 

the highest incomes. Second, the existence of single 

marginal tax rate for all income above the standard 

exemption sharply decreases the distortive effect of 

personal income taxation and limits the economic 

disincentives associated with it. This should increase 

labour productivity both in the short and long term, 

as it encourages higher work effort at any given point 

in time, as well more investment in human capital. 

Effective January 1, 2004, the corporate tax was 

reduced to 19% from the previous rate of 25%. At the 

same time, the new tax system follows the principle 

of taxing the investment and capital gains income 

only once as it is transferred from the corporate to 

the personal level. Thus, dividend taxation has been 

cancelled and investment income will be taxed only 

once, at the level of corporate profits.

Radical simplification of the tax law

The Income Tax Act also radically simplifies the 

taxation of both individual and corporate income. In 

order to achieve the highest possible degree of tax 

transparency and to minimize economic distortions, 

the new tax law eliminates virtually all exceptions, 

exemptions and special regimes. 

In the area of personal income taxation, many 

exceptions, exemptions, deductions, etc. were 

instituted in the past with various non-fiscal goals 

in mind, for instance in the domain of social policy. 

However, these measures usually generate significant 

negative side-effects, such as economic inefficiencies 

and distortions. The tax reform has been coordinated 

with the social insurance reform, pension reform and 

healthcare system reform. Virtually all tax deductions 

and exemptions that were originally intended to 

achieve non-fiscal policy goals are being replaced 

by targeted measures in the relevant policy areas. 

For instance, the child allowance was cancelled and 

a new form of targeted social compensations and 

entitlements have been introduced, which should 

ensure a fairer distribution of income particularly 

benefiting low-income families with children.

INDIRECT TAXATION

Unification of VAT rates 

The immediate result of the introduction of relatively 

low flat-rate direct tax would be a lower absolute 

amount of collected direct taxes. The lost revenue is 

therefore being compensated by increased indirect 

tax revenues generated by higher indirect tax rates 

introduced as a part of the reform.

Prior to the reform, Slovakia had a standard value 

added tax (VAT) rate of 20% and a reduced rate 

of 14%. As a part of the reform, the reduced VAT 

is being cancelled entirely and a unified 19% rate 

was introduced for all goods and services as of 

January 1, 2004. In addition to generating increased 

tax revenues, the unification of VAT rates will also 

eliminate important economic distortions and 

inefficiencies associated with taxing the consumption 

of various goods differently. The existence of 

reduced VAT rates was usually being justified by 

non-fiscal arguments. Reduced VAT rates were 

supposed to lead toward the achievement of non-

fiscal policy goals. They were expected to generate 

lower prices, leading to better access by low income 

groups to basic food and other selected goods, or 

increased consumption of goods deemed to be 

socially desirable. However, there is plentiful evidence 

casting serious doubt on whether reduced VAT rates 

truly support the fulfilment of such objectives in spite 

of the inefficiencies that they introduce. As a result, 

the Slovak government decided to replace these 

inefficient fiscal policy instruments with targeted 

instruments directly in the relevant policy areas, such 

as social policy and health care.

Elimination of other forms of taxation

Real estate transfer tax, donation tax and inheritance 

tax are also being cancelled as a part of the tax reform. 

Donation tax and inheritance tax was eliminated 

as of January 1, 2004. With the elimination of the 

donation tax, donations are no longer recognized as 

tax-deductible expenditures. The real estate transfer 

tax is being eliminated as of January 1, 2005. 

FISCAL IMPACT OF THE REFORM

The government paid serious attention to ensuring 

that the tax reform not as a negative impact on its 

fiscal position. In order to ensure a fiscally neutral 

outcome in the first year after the reform, the 

government produced and commissioned five 

independent estimates of its fiscal impact. A highly 

precise estimation of these effects was made 

difficult by complications with estimating precise 

tax elasticities, due to the lack of detailed data on 

the structure and development of tax revenues 

at the household level. In order to mitigate the 

negative effects associated with this uncertainty, 

the government based the reform on the most 

conservative of these estimates, which was also 

more conservative than that of the International 

Monetary Fund. The development of tax revenues 

in 2004 suggests that the estimates were correct. 

The collected tax revenues correspond to the 

expectations and direct taxes even slightly surpass 

the expectations. 

Ivan Miklos, Mr. Flat Tax.

Flat Tax in 
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Slovak Republic
FUNDAMENTAL SLOVAK TAX REFORM 2004 

Preliminary results*

Tax reform impact on government revenues: Preliminary figures

(ESA 95, % of GDP) Actual 
2003

Budget 
2004

2004E 
AFTER 

REFORM

2004E 
NON-

REFORM 
scenario

Difference Difference 

1 2 3 4 3-2 3-4

Personal Income Tax 3,3 2,1 2,5 3,3 0,4 -0,9

Corporate Income Tax 2,8 1,8 2,2 3 0,5 -0,7

Withholding Income Tax 0,8 0,9 0,6 0,7 -0,3 -0,1

VAT 6,7 8,6 8 7,2 -0,6 0,8

Excises 3,1 3,3 3,4 2,8 0,1 0,5

Property Taxes 0,2 0,1 0,1 0,1 0 0

Local Taxes 0,6 0,5 0,5 0,5 0 0

Other Taxes 0,5 0,3 0,3 0,3 0 0

TOTAL 18,1 17,6 17,7 18 0,1 -0,3

Source: Ministry of Finance

Êey feature of tax reform: FLAT INCOME TAX

Corporate Income Tax rate before and after reform

(%) Before 

reform 

(2003)

After 

reform 

(2004)

CIT tax rate 25 19

Tax on dividends 15 0

Effective tax on capital gains 36,3 19

Source: Ministry of Finance

Personal Income Tax rate structure before and after reform for individual tax payer

Before reform (2003) After reform (2004)

SKK/month Marginal rate (%) SKK/month Marginal rate (%)

Bellow  3 230 0 Bellow 6 736* 0

3 230 – 10 730 10 Above 6 736* 19

10 730 – 18 230 20

18 230 – 36 230 28

36 230 – 50 230 35

Above  50 230 38

* indexed to subsistance level                                                                                         Source: Ministry of Finance

Withholding Income Tax before and after reform

Before reform (2003) After reform (2004)

Withholding tax rate 1%, 5%, 10%, 15%, 20%, 25% 19%

Source: Ministry of Finance

Tax quota II (% of GDP; ESA 95) in  2003

Source: Åurostat, Ministry of Finance

Change in Tax quota II during the period 
1995 -2003 (% of GDP; ESA 95)

Source: Åurostat, Ministry of Finance

Tax quota II in Slovakia during the period 
1995 -2010 (% of GDP; ESA 95)

Source: Åurostat, Ministry of Finance

Tax reform evaluation (% of GDP; ESA 95)

Source: Ministry of Finance
*Notes: The results presented in 1st table should be interpreted strictly as preliminary. The complex tax reform 
assessment report is scheduled for publication in September 2005.
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Vice-president:

New Economic 

School  

Georgia

June 6, 2005

I was involved 

in flat (or 

proportional, 

as we call it) tax 

issue early at the 

end of 80-ies. This 

was a greatest 

period for Georgians 

movement for independency was in an active 

phase and I was one of the activists along with 

all of my friends.

Step-by-step Soviet Empire was collapsing 

along with the myth of socialism. Serious 

problems were seen and we were discussing 

them all the time. One of the ideas what we 

thought we should do was to introduce new 

rules of taxation. In reality we saw only one 

thing to discuss (we didn’t have VAT that 

period) – which one flat or regressive income 

tax was convenient for independent Georgia 

and Georgians. As the strong opponents of 

Marxian studies we were opposing all the ideas 

coming from him, including the progressive 

taxation. But that time was really early to 

speak to people about this ideas, there minds 

were full of socialism. It was in 1989, the 

Soviet Union was still fighting for surviving. 

In 1991 Georgia became independent and 

very soon we already had our legislation, and 

tax-laws too. Even my personal and some 

other people’s efforts, trying to convince 

politicians to think differently – liberalize our 

economy, most of the politicians were in left-

wing euphoria of equality “ideas”. It was very 

early, still.

At the beginning of new century we (with 

my freedom-lover friends) again offered 

politicians to adopt a new tax code with 

flat tax. In reality we were offering to the 

government to introduce personal income 

tax with two options: the first 10% without 

any deduction and the second 15% with some 

institutional deductions (deductible could be 

only expenses on interest payments for loans 

for education etc, and health (and other) 

insurance payments). Our draft included 

complete elimination of 14 taxes from 21 

existing in the tax code and reducing all 

the rates, giving civilized forms of taxpayer-

tax collector interrelationship – that way, 

we supposed was the only solution for the 

Georgian situation.

The draft we prepared in 2001 had passed 

only one hearing at the parliament in 2003 

and stopped there.

The third trial for flat tax was done in 2004 and 

was successful. Current government promised 

to the population to improve economic 

situation and especially to introduce new 

tax code with improvement of administrative 

rules and reducing number and rates of taxes. 

After very long discussions and negotiations, 

at the end of 2004 the government adopted 

the new tax code.

There are really several real improvements in 

the new tax code:

1.  Personal income flat tax of 12%, one 

of the lowest in the world, without any 

deduction!

2.  Several taxes were simply eliminated 

– instead of 21 now we have only 8 taxes.

3.  Social tax was reduced from 31% to 20 

percent.

4.  Private arbitration of tax disputes was 

introduced – taxpayer is who decided 

where to go for disputes private or general 

court (this was also our idea.).

5.  100 percent of depreciation on machinery 

and equipment was introduced - very 

strong incentive for investing money (this 

was my personally idea).

So, some issues in the tax code can be recognized 

as powerful steps towards liberalization of the 

economy, improving the business environment. 

Even though there are several concerns with 

the new tax code especially on administrative 

rules and procedures that are in very many 

cases violating property and other civil rights 

and freedoms. Most of the administrative rules 

are oppressive, increase chances for political 

corruption.

We also would like to see that the tax code was 

for more intensive use of financial institutions 

and investing opportunities too. This means 

completely elimination of taxing of dividends 

and also social taxes.

Of course we are happy that our efforts 

supporting low rate flat tax were effective. 

Very interesting was that current Prime-

minister, who was the minister finance 

during last year, was completely against 

of low rate flat tax and unfortunately we 

had very many debates with him on this 

issue, sometimes not very polite. The main 

people in the government, pushing of the 

idea, were the Prime-minister (who died 

last February) and the Minister on Reforms 

Coordination Mr.Bendookidze. These were 

people who believed there was no other 

way. Mr.Bendookidze, who used to be a 

Russian businessman, was aware what kind of 

positive effects they had in Russia and when 

he was appointed as a minister he started 

with immediate support and pushing of the 

flat tax idea.

It was not easy, of course. There was a strong 

opposition from some political circles. Most of 

the politicians like the issue of mythological 

equality very much. We had the same 

case here too. But the strong will of the 

government to do something very important 

– decided everything.

Why it is so important to move to flat tax 

- this is the most important issue to write 

here. At first, this is a chance for the honest 

people – who do not like to live on other 

people’s expense. Secondly, this is a great 

chance to stimulate entrepreneurship that 

means more freedom and more responsibility, 

more choices and more chances. Low rate flat 

tax also means that most money will go to 

more effective hands of businessmen instead 

of bureaucrats; there will be no chances 

for totalitarian revenge for socialists and 

communists, who dream about controlling 

our life and activities. 

What can we recommend to other peoples in 

the world? 

Do away socialism from your thoughts! 

Give chances to entrepreneurs to create 

wealth and progress for them and for you,

 MAKE FLAT YOUR TAXES!

Tax Reform!
How the flat tax was introduced in Georgia
by Gia Jandieri
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The Flat Tax Spreads to Romania

Taxation System of Ukraine 
on the Path to the EU Directives 

Ph.D. in Economics, Associate Professor, 

Kyiv National University of Economics, 

Consultant, International Finance Corporation 

In early 1990, after the Soviet Union 

had collapsed and Ukraine had gained 

independence, Ukraine began building a 

taxation system. For the period of the national 

tax system’s evolution, the portion of tax 

collections as a percentage of Gross Domestic 

Product (GDP) has reduced significantly: while 

in 1992-1995 taxes amounted to 35% of GDP, 

and in 1996-2000 this portion equalled 30%, in 

2001-2004 it dropped to 28%1. 

Taxation system of Ukraine is represented by 

27 national and 14 local taxes and duties, 

which accumulate in the central and local 

budgets, and in off-the-budget target funds.

Collections of individuals’ income tax make 

the biggest contribution (18%) to the overall 

structure of aggregate budget (uniting 

budgets of all levels). Second and third 

most important taxes are tax for profit of 

enterprises (17.6%) and Value Added Tax 

(16.8%). (see Figure 1). 

Figure 1.

Rate of individuals’ income tax is 13%, tax 

for profit is charged at the rate of 25%, while 

VAT’s rate is 20%.

The new Government of Ukraine headed by Ms. 

Yulia Tymoshenko, are pursuing a trenchant 

policy in reforming the country’s tax system, 

making efforts to have it compliant with 

the requirements of the EU directives. Tax 

changes are aimed at preventing tax evasion 

practices and at cancellation of numerous tax 

benefits granted earlier to various businesses. 

Meanwhile, the taxation system is becoming 

more socially driven, targeting to support and 

protect most disadvantageous layers of the 

country’s population.

(Footnotes)

1 See Address by the President of Ukraine to Verkhovna 

Rada of Ukraine, Kyiv 2004.  Pages.226-227.
Breakdown of Tax Revenues in the Cumulative Budget 

of Ukraine in 2003

By Alvin Rabushka
In an election held on December 13, 2004, Trajan 

Basecu, the mayor of Bucharest, won a surprise 

victory as president of Romania. His candidacy of 

the “Justice and Truth” coalition formed by the 

National-Liberal Party and the Democrat party 

was based, in part, on the introduction of a 16% 

flat tax on personal income and business profits. 

Following the election, the coalition was joined 

by the Humanistic Party and the Hungarian 

Democratic Union of Romania. Together the 

coalition controls 242 of the 469 seats in 

parliament, a clear majority. On December 26 

Basecu named his 24-member cabinet headed 

by Calin Popescu Tariceanu as prime minister 

and 40-year-old economist Ionut Popescu as 

public finance minister. Parliament promptly 

approved the cabinet on December 28.

President Basecu emphasized his desire to make 

the 16% flat tax effective on January 1, 2005. 

Cabinet members took their oath of office early 

in the morning of December 29. The new prime 

minister, using a special ordinance, installed the 

flat tax of 16% on personal and business income 

to be enforced starting January 1, 2005. Had 

the cabinet and parliament waited until the new 

year to enact new tax legislation, the flat tax 

would not have taken effect until 2006.

The 16% flat tax replaces the former personal 

income tax, which imposed five rates: 18% on 

taxable income up to 28,000,000 Romanian 

Lei ($969.05), 23% on income between ROL 

28,000,001 and 69,600,000 ($2,408.80), 28% 

between ROL 69,000,001 and 111,600,000 

($3,862.40), 34% between ROL 111,600,001and 

156,000,00 ($5,399.05), and 40% over ROL 

156,000,000. (US$1 = ROL 28,894) The 16% flat 

tax also reduces business profits tax from 25%. 

Further details on the new 16% flat tax will be 

posted to this site as they become available.

Romania’s decision to adopt a low flat tax 

reflects fiscal competition from other Central 

and Eastern European countries that have 

adopted the flat tax: Estonia, Latvia, Russia, 

Serbia, Ukraine, Slovakia, and Georgia. I have 

omitted Lithuania, which has a 33% flat rate on 

wage and salary income, from this list because 

its tax system imposes a wide variety of rates 

depending on source of income.

Other countries are waiting in the wings. 

The likelihood of a flat tax in these countries 

depends on the elections that will be held in 

the coming years. The shadow finance minister 

of the Czech Republic, Vlastimil Tlusty of the 

Civic Democratic Party, is urging his country 

to follow suit. His party has drawn up plans for 

an integrated 15% flat tax on corporations and 

individuals, a reduction from the current top 

rates of 29% and 31% respectively. The Civic 

Platform in Poland has also proposed a 15% flat 

tax on both personal and corporate income.

By Nadiya S.Ryazanova
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EU Reporter, 14.03.2005

The subjects of every state ought to contribute 

towards the support of the government, 

as nearly as possible, in proportion to their 

respective abilities; that is, in proportion to the 

revenue which they respectively enjoy under 

the protection of the state. ... Every tax ought 

to be so contrived as both to take out and to 

keep out of the pockets of the people as little 

as possible, over and above what it brings into 

the public treasury of the state.

Adam Smith, An Inquiry into the Nature and 

Causes of the Wealth of Nations

Everything in the European Union seems to be 

revolving around a magic formula called the 

Lisbon Agenda. This plan, consisting of slogans, 

declarations and plain -- often meaningless -

- phrases, is a peculiar mixture of good steps 

forward and idle wishes. There are a few strong 

points, but on the other hand there are those 

which resemble the old-fashioned and worn-

out nostrums belonging to past decades in 

Central and East European countries. 

And, surprisingly enough, almost everybody 

knows (or at least suspects) what has been 

going wrong. There is no need to make up 

sophisticated documents like the Lisbon 

Strategy. Instead, it is time to face the fact that 

the emperor has no clothes.

The primary reason for sluggish European 

economic growth is excessive regulation, 

mighty tax burdens and a blind faith in the 

wisdom of ever deeper bureaucracy, producing 

legendary European red tape. All these factors 

are symptoms of a lack of confidence in the 

free market. When we also bear in mind an 

ageing European population that is used to 

high social standards, it is clearly time to do 

something about it.

One approach, though not the only one, is to 

foster and promote tax competition between 

member states, and to examine the potential 

of the flat tax concept.

When the idea of the flat tax was first proposed, 

it was immediately dismissed as an academic 

economist‘s pipe-dream. It would not work in 

the real world. When Steve Forbes ran for the 

office in 1998 and argued for a flat tax, he was 

dismissed as an eccentric millionaire.

Now, during a few past years, the flat tax has 

been gaining ground. Estonia, a Baltic country, 

was the first to introduce the flat tax. And, out 

of the blue, this tiny country has been followed 

by several more, including Lithuania, Latvia, 

Russia and Slovakia.

The striking fact is that over the period 1995 

- 2000 the average growth rate of Central and 

Eastern European countries with the flat tax 

system was 4.6%, while the average growth 

rate of the rest was just 2.1%.

In 2001 - 2002 the average growth rate of 

the countries with flat taxation was 6.4%, in 

comparison with mere 3.8% of non-flat-tax-

countries. In 2003 the countries with flat tax 

grew by 7.7% compared to 3.5% for the rest. 

In 2004, subsequently, flat-tax countries grew 

their economies by 7.3% and countries without 

flat tax just by 4.3%. 

Averaging across all these countries, the growth 

rate with a flat tax is double that of countries 

with complex and progressive income taxation 

(see the graph below).

ource: „Author‘s calculations, based on 

IMF data of growth rates of Estonia, Latvia, 

Lithuania, Russia, Ukraine, Slovak Republic, 

Romania, Czech Republic, Hungary, Poland, 

Slovenia“

There are several reasons for this remarkable 

effect. It is evident that the flat tax has 

brought dramatic incentives to work, to save, 

to invest and, finally, to take entrepreneurial 

risks. Without any shadow of doubt the 

introduction of the flat tax has shifted money 

from investments aimed at tax reduction into 

investments producing goods and services.

The main objection which is usually advocated 

by those who oppose this wise and brave idea 

is that it is unfair to the poor, and enormously 

advantageous to the rich. But this „prejudice“ is 

neither true nor fair, because the main purpose 

of flat taxation is not to change total incomes 

of the poor or the rich, but to stimulate growth. 

The underlying premise is to implement a 

taxation system which will be just for everybody, 

simple and understandable. It limits ineffective 

redistribution, which is primarily „...the 

redistribution from the poor to the poor and 

from the rich to the rich...“ as wisely noted a 

prominent Czech economist Peter Mach.

The flat tax policy is simple and practical -- free 

of distortions of allowances that usually make 

the whole system non-transparent. It greatly 

reduces both the opportunity and the incentive 

for avoidance tactics and complex tax frauds.

In the EU, we often hear calls for tax 

harmonisation, and the avoidance of „unfair 

tax competition“. What this really means is 

an effort to force flexible and successful 

economies like Slovakia or the Baltic states to 

accept higher European tax rates, to abandon 

one of their key competitive advantages, and 

consequently, to share core-Europe‘s sluggish 

economic growth. But these countries which 

have successfully introduced the flat tax will 

not surrender it, because if they did, they 

would sacrifice their future prosperity and, 

more importantly, their freedom to choose.

PaedDr. Ivo Strejcek, clen VR a poslanec EP

Ivan Miklos, finance minister of Slovakia at 

the conference on “Flat Tax - the Basis of a Tax Reform”.

Flat Tax Propsed
Ivo Strejcek: 
Tax Competitiveness: a Way out of the Vicious Circle
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Mirek Topolanek held an international conference 

on “Flat Tax - the Basis of a Tax Reform”, as part 

of ODS efforts to introduce a flat tax after the 

next general elections to be held in June 2005. 

The conference, held every year, was attended 

by leading politicians and economists from nine 

European countries and the US, including Ivan 

Miklos, the Slovak Minister of Finance.

For a long time, there has been no conference 

attracting the interest of both professionals and the 

public to such an extent as Forum Populini held on 

Tuesday 26 April 2005. The international conference 

“Flat Tax - the Basis of a Tax Reform”, took place 

in the Tuscan Palace on the Hradcanske namesti 

square. Leading politicians and economic experts 

from nine Europeans countries and the US came to 

this event to share their experience.

The conference was introduced by ODS Chairman 

Mirek Topolanek, the initiator of annual Forum 

Populini events. His speech emphasized a number 

of serious reasons for the introduction of a flat 

tax rate as the basis of a tax reform. The project 

of a 15% flat tax rate was introduced in the Czech 

Republic by ODS several years ago and the party 

intends to pursue it as soon as it gets sufficient 

mandate from the voters. Thus, it is obvious why 

ODS Chairman Topolanek invited to Prague primarily 

the representatives of the countries that already 

introduced flat tax and therefore can serve as an 

example for us.

The moderator of the conference, Ivan Langer, 

introduced the former Estonian Prime Minister 

Juhan Parts as the second speaker. Estonia 

established its flat tax system in 2004. Even 

though the rate is currently 24%, the results are 

clear. The productivity of companies is going 

up, the performance of the economy increases 

at a faster pace than in the Czech Republic, the 

administrative burden associated with filing tax 

returns has been reduced and the tax payment 

discipline has improved.

Hungary, which is only preparing for its tax reform, 

was represented by a member of the FIDESZ party, 

the former deputy to the Minister of Finance 

Andras Tallai. There is no reason to list all the issues 

facing the Hungarian economy today. A telling 

example is the fact that the competitiveness of 

the economy has substantially fallen over that 

last three years and the only way to improve this 

situation is through a thorough tax reform.

A view of a country in which market economy 

had been working for several dozens of years, 

was outlined by Manfred Kolbe, a member of the 

budget committee of the Bundestag for CDU. Mr. 

Kolbe described discussions about the tax reform 

going on both in Germany and within the partner 

parties of CDU and CSU.

A speech with a poetic name “The simple wisdom of 

flat tax” was delivered by an economic expert from 

The Adam Smith Institute from United Kingdom. 

Andrei Grecu summarized facts about the flat tax 

from countries with the experience, pointing out all 

its advantages. He presented a tax return that can 

have a postcard format within the flat tax system. 

ODS supporters already know this simple tax return 

from the campaign before the 2002 elections to 

the Chamber of Deputies. 

The ODS member of EPP-ED to the European 

Parliament, Ivo Strejcek, focused on the current state 

of the European legislation. He spoke about the so-

called first provision of the package to tackle harmful 

tax competition, Directive on Mergers or energy 

taxation issues. Such activities are naturally acting 

against simple systems such as the flat tax system.

In the afternoon program, the first speaker was 

the shadow Minister of Finance for ODS Vlastimil 

Tlusty. His team has been working on the flat tax 

concept for the Czech Republic for a number 

of years. Everyone has a chance to learn more 

details about the system described in the Blue 

Chance, with the most important information 

being the suggested rate of 15%.

The speech delivered by the Slovak Minister 

of Finance Ivan Miklos attracted probably the 

highest attention in the whole program. Slovakia 

outstripped the Czech Republic and applies a 

flat tax rate of 19%. Minister Miklos described 

the public finance system, including positive 

aspects and benefits for Slovakia brought in by 

the extensive reform. Today, the tax burden 

in Slovakia is the third lowest among the EU 

members, the decrease of this burden has been 

the biggest of all the EU countries in the last eight 

years, so our Eastern neighbor can make use of 

its current attractiveness for investors.

Another country that has introduced the flat 

tax is Latvia. The Parliamentary Secretary to the 

Minister of Finance, Eriks Zunda, talked about 

the parameters of the tax system in his country. 

Latvia is also a country with one of the lowest tax 

burdens in the EU. And it has also confirmed the 

fact there that the introduction of a flat tax does 

not necessarily mean a downfall in the state budget 

income. 

The shadow Minister of Industry and Trade, Martin 

Riman, approached his speech in a practical way, 

dealing with the system of depreciation. Even 

though he started with a sad description of the 

current state, most of his time was spent on the 

proposed reform of asset depreciation designed to 

make life easier for businesses and their economic 

activities. 

The first deputy to the Minister of Finance of 

Romania, Dragos Neacsu, arrived to share his 

fresh experience with flat tax introduction. The 

flat tax has been in effect in his country since the 

beginning of this year. Data from the first quarter 

of 2005 give Romanian government a good hope 

for solid development of their economy, which will 

soon face a tough task of preparation for entering 

the EU market. 

Our northern neighbour, Poland, was represented 

by the economic advisor to the Parliamentary 

group of the Civic Platform. Just like his ODS 

colleagues, Rafal Antczak first reviewed the grim 

current situation. Then he presented the proposal 

of his party to introduce a flat, 15% tax rate, and 

other details of the economic reform. Poland is also 

waiting for a new government to arise from the 

upcoming elections. Unlike the Czech Republic, the 

Polish elections take place this year already.

The last speaker was Daniel Mitchell, a representative 

of The Heritage Foundation from United States. In 

his speech, he focused on the role of the state in 

public life. This role should be as low as possible, 

which naturally results in lower tax demands, 

because there is no need to feed excessive 

bureaucracy. He also mentioned the positive 

nature of tax competition between countries, as it 

fosters economic growth. Mitchell urged the young 

economies of Central and Eastern Europe not to let 

their reforms to be threatened by tax alignment 

attempts supported by Western countries.

The conference “Flat Tax - The Basis of a Tax 

Reform” fulfilled its purpose. It became another 

part of the debate concerning the public finance 

reform in the Czech Republic, demonstrated to the 

public the pros of the flat tax system. And last, but 

not least, it was a good opportunity to strengthen 

contacts with partner parties of ODS in Europe.

Mirek Topolanek joined by ODS foreign 
partners supporting the introduction of 
a flat tax in the Czech Republic 02.05.2005
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Testimony

Congratulations to the members of this advisory 

panel for undertaking the task of developing 

proposals to reform the tax system. As you 

know, there is a widespread consensus that 

the current tax system is a complicated failure 

that hinders the nation’s growth while allowing 

the politically well-connected to manipulate 

the system to get special breaks not available 

to average workers and businesses. This is 

stimulating a great deal of interest in shifting 

to a simple and fair flat tax.

The United States should move quickly to a 

flatter, simpler, more pro-growth tax system. 

In a competitive global economy, jobs and 

capital flow to jurisdictions with better tax law.

Traditionally, this process of “tax competition” 

has benefited the United States, but there 

is growing evidence that America is falling 

behind. Nations around the world are 

lowering tax rates and reforming their tax 

systems. Indeed, nine nations in the former 

Soviet Bloc have adopted versions of the flat 

tax. These pro-growth reforms are yielding 

impressive results and are a roadmap for this 

panel and U.S. policymakers.

What Is a Flat Tax?

Unlike the current system, the flat tax is 

simple, fair, and good for growth. Instead 

of the 893 forms required by the current 

system, the flat tax is based on two postcard-

size forms: one for labour income and one 

for business and capital income. Unlike the 

current system, which discriminates based 

on the source of income, use of income, 

and level of income, the flat tax treats 

all taxpayers equally, thus fulfilling the 

“Equal Justice Under Law” principle etched 

above the Supreme Court. And unlike the 

current system, which punishes people for 

contributing to the nation’s wealth, the flat 

tax lowers marginal tax rates and eliminates 

the tax bias against saving and investment, 

thus ensuring better economic performance 

in a competitive global economy.

There have been several flat tax proposals 

over the years, all of which are based on 

the path-breaking proposal developed by 

two Hoover Institution economists. While 

no two of these plans are identical, they all 

share common features, and these shared 

elements fix the major flaws of the current 

Internal Revenue Code. It also is worth 

noting that simplicity and fairness are natural 

consequences of these component features 

of tax reform. The major features of a flat 

tax are:

A single flat rate. All flat tax proposals have 

a single rate, usually less than 20 percent. 

The low flat rate solves the problem of high 

marginal tax rates by reducing penalties 

against productive behaviour such as work, 

risk-taking, and entrepreneurship.

Elimination of special preferences. Flat tax 

proposals eliminate provisions of the code 

that bestow preferential tax treatment on 

certain behaviours and activities. Getting rid 

of deductions, credits, exemptions, and other 

loopholes solves the problem of complexity, 

allowing taxpayers to file their tax returns on 

a postcard-size form.

No double taxation of savings and 

investment. Flat tax proposals eliminate the 

tax code’s bias against capital formation by 

ending the double-taxation of income that 

is saved and invested. This means no death 

tax, no capital gains tax, no double-taxation 

of saving, and no double-tax on dividends. By 

taxing income only one time, a flat tax will be 

easier to enforce and more conducive to job 

creation and capital formation.

Territorial taxation. Flat tax proposals 

are based on the common-sense notion 

of “territorial taxation,” meaning that 

governments should only tax income earned 

inside national borders. By getting rid of 

“worldwidetaxation,” a flat tax enables U.S. 

taxpayers and companies to compete on a 

level playing field around the world since 

many other nations already rely on this 

principle.

Dan Mitchel of Heritage in Croatia.

The President’s Advisory Panel on 
Tax Reform Should Recommend a Flat Tax 

by Daniel J. Mitchell, Ph.D



10 11

Family-friendly. All flat tax proposals have 

one “loophole.” Households receive a 

generous exemption based on family size. A 

family of four, for instance, would not begin 

to pay tax until its annual income reached 

more than $30,000. 

Advantages of a Flat Tax

There are two principal arguments for 

a flat tax: growth and simplicity. Many 

economists are attracted to the idea because 

the current tax system, with its high rates 

and discriminatory taxation of savings and 

investment, reduces growth, destroys jobs, 

and lowers incomes. A flat tax would not 

eliminate the damaging impact of taxes 

altogether; but by dramatically lowering 

rates and ending the tax code’s bias against 

savings and investment, it would boost the 

economy’s performance when compared 

with the present tax code.

For many Americans, however, the most 

persuasive feature of a flat tax is its simplicity. 

The complicated documents and instruction 

manuals taxpayers struggle to decipher every 

April would be replaced by a brief set of 

instructions and the numerous forms by two 

simple postcards. This radical reform appeals 

to citizens who not only resent the time and 

expense consumed by their own tax forms, 

but also suspect that the existing maze of 

credits, deductions, and exemptions gives a 

special advantage to those who wield political 

power and can afford expert tax advisers.

If enacted, a flat tax would yield major 

benefits to the nation, including: 

Faster economic growth. A flat tax would spur 

increased work, saving, and investment. By 

increasing incentives to engage in productive 

economic behaviour, it also would boost the 

economy’s long-term growth rate. Even if a 

flat tax boosted long-term growth by as little 

as 0.5 percent, the income of the average 

family of four after 10 years would still be 

as much as $5,000 higher than it would be if 

current tax laws remained in effect.

Instant wealth creation. According to Harvard 

economist Dale Jorgenson, tax reform would 

boost national wealth by nearly $5 trillion. 

The reason: All income-producing assets 

would rise in value since the flat tax would 

increase the after-tax stream of income they 

generate. 

Simplicity. Complexity is a hidden tax 

amounting to more than $100 billion. This 

is the cost of tax preparation, lawyers, 

accountants, and other resources to comply 

with the Internal Revenue Code. The IRS even 

admits that the current tax code requires 

taxpayers to devote 6.6 billion hours each 

year to their tax returns. Yet even this 

commitment of time is no guarantee of 

accuracy. The code is so complex that even 

tax experts and the Internal Revenue Service 

often make mistakes. All taxpayers, from 

General Motors to a hamburger-flipping 

teenager, would be able to fill out their 

tax return on a postcard-size form, and 

compliance costs would drop by tens of 

billions of dollars. 

Fairness. A flat tax would treat people 

equally. A very wealthy taxpayer with 1,000 

times the taxable income of another taxpayer 

would pay 1,000 times more in taxes. No 

longer, however, would the tax code penalize 

success and discriminate against citizens on 

the basis of income. Tax burdens no longer 

would depend on the number of lawyers, 

lobbyists, and accountants on the payroll.

An end to micromanaging and political 

favouritism. The flat tax gets rid of all 

deductions, loopholes, credits, and 

exemptions. Politicians would lose all ability 

to pick winners and losers, reward friends 

and punish enemies, and use the tax code 

to impose their values on the economy. 

Not only does this end a major source of 

political corruption, but it also is pro-growth 

since companies no longer would squander 

resources in lobbying politicians or making 

foolish investments just to obtain favourable 

tax treatment.

Increased civil liberties. Under current law, 

people charged with murder are presumed 

innocent and thus have more rights than 

taxpayers dealing with the Internal Revenue 

Service. A flat tax, by contrast, eliminates 

almost all sources of conflict between 

taxpayers and the government. Moreover, 

infringements on freedom and privacy would 

fall dramatically since the government no 

longer would need to know intimate details 

about each taxpayer’s financial assets.

Competitiveness. In a global economy, it 

is increasingly easy for jobs and capital to 

escape high-tax nations and migrate to low-

tax nations. This means the reward for good 

tax policy is greater than it has ever been-but 

it also means that the penalties for bad policy 

are greater than they have ever been. This is 

why so many nations are lowering tax rates 

and reforming their tax systems. A flat tax 

will make America a magnet for investment 

and job creation.

Tax Reform in the USA
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Brief Report from the Adriatic Institute 

for Public Policy - 2nd International 

Leaders Summit: 

Second International Leaders Summit, 

June 1 and 2, 2005, The Regent 

Esplanade Zagreb, Croatia

Strategic Focus: Economic Growth - 

Advocating Free Market Reforms

The Second International Leaders Summit (ILS) 

was held on June 1 and 2, 2005 at The Regent 

Esplanade Zagreb in Croatia bringing together 

world renowned economic reformers and 

advocates of market reforms. The event was 

sponsored by Adriatic Institute for Public 

Policy, The Stockholm Network and World 

Development and Empowerment. The 

Strategic Theme for ILS 2005 conference: 

Economic Growth - Advocating Free Market 

Reforms.

ILS Speakers that spoke at the summit and 

conveyed the importance of implementing 

free market reforms included: 

•  Dr. Alvin Rabushka, Senior Fellow, 

Hoover Institution, Senior Advisor to 

President Ronald Reagan’s Tax Policy Task 

Force, California, USA 

•  Dr. Jose Pinera, President of the 

International Center for Pension Reform, 

Distinguished Senior Fellow at Cato 

Institute, Washington, DC, Former Minister 

of Labour and Social Security and Former 

Minister of Mining, Chile 

•  Dr. Daniel Mitchell, Senior Fellow and 

Chief Tax Policy and Economy Expert, The 

Heritage Foundation, Washington, DC 

•  Damir Polancec, Deputy Prime Minister, Croatia 

•  Vesna Skare Ozbolt, Minister of Justice, 

Croatia 

•  Jaroslaw Neneman, Deputy Minister of 

Finance, Poland 

•  Peter Jungen, Chairman, Peter Jungen 

Holding, GmbH, Partner of Halo Fund, 

Palo Alto, California, USA and Chairman, 

Economic Policy Council of EPP, Germany 

•  John Willman, Deputy Editor and Chief 

Leader Writer, Financial Times, UK 

•  Matthew Bishop, Business Editor, 

Economist, UK 

•  Matthew Kaminski, Deputy Editor, 

Editorial Page, Wall Street Journal Europe, 

France 

•  Goran Gazivoda, Deputy Chairman, HVB 

Splitska Banka, Croatia 

•  Dr. Mico Mrkaic, Chief Economist and 

President, Government’s Strategic Council 

for Economic Development, Slovenia 

•  Martin Summers, International Social 

Accountability Manager, Corporate and 

Regulatory Affairs, British American 

Tobacco, UK 

•  Matt Sertic, President/CEO, Applied 

Ceramics, California, USA 

• Mark Gero, President, Amcham Croatia 

•  Sacha Kumaria, Director of Programs, The 

Stockholm Network, UK 

•  Gunther Fehlinger, President, Europeans 

for Tax Reform, Austria 

•  Natasha Srdoc, President, Adriatic 

Institute for Public Policy and Co-founder 

of ILS, Croatia 

•  Joel Anand Samy, President, World 

Development and Empowerment, and Co-

founder of ILS, USA 

The ILS Strategic Themes within Economic 

Growth - Advocating Free Market Reforms 

for Croatia and Southeast Europe included the 

three specific areas - Tax Reform, Pension 

Reform and Advancing Economic Freedom 

and Prosperity. The following list provides an 

overview of specific topics that were covered 

at this year’s summit:

1.  Tax Reform: Simplification and 

Competition - The Case for the Flat Tax, 

Chaired by Dr. Alvin Rabushka 

2.  Pension Reform: Creating An Ownership 

Society, Chaired by Dr. Jose Pinera 

3.  The Rule of Law: Protection of Property 

Rights and Combating Corruption, 

Chaired by John Willman, Financial Times 

4.  Advancing Principles of Private 

Enterprise, Chaired by Dr. Daniel 

Mitchell 

5.  Privatization and Deregulation, Chaired 

by John Willman, Financial Times 

6.  Labour Law Reform, Chaired by Dr. 

Jose Pinera 

Keynote Speeches - delivered during the ILS:

•  Damir Polancec, Deputy Prime Minister 

of Croatia 

•  Vesna Skare Ozbolt, Minister of Justice, 

Croatia 

•  Dr. Jose Pinera, President of International 

Center for Pension Reform, Chile 

•  Matthew Bishop, Business Editor, 

Economist magazine, UK 

Croatia-s Deputy PM speaking.The Podium at the ILS.Rabushka, Jungen, Mitchell.

The ILS summit 
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• Dr. Daniel Mitchell, Senior Fellow, The 

Heritage Foundation, USA 

The local and regional media coverage 

increased the public debate for economic 

reforms and further reaffirmed the need 

for the implementation of free market 

reforms in Croatia and Southeast Europe. The 

following media communications groups in 

Croatia, Slovenia, Chile and USA covered this 

significant event:

Broadcast Media

• HTV 

• Nova TV 

• RTL - Croatia 

• Radio 101 

• HRT Radio 

• Voice of America, Washington, DC 

•   Other local broadcast media in Croatia 

Print Media

• Vjesnik 

• Poslovni Dnevnik 

• Privredni Vjesnik 

• Jutarnji list 

• Vecernji list 

• Slobodna Dalmacija 

• Finance (Slovenia) 

• Diario Financiero (Chile) 

New Media - Online coverage

• Vjesnik 

• Poslovni Dnevnik 

• Poslovni Forum - Croatia Biz 

• Iskon Portal 

• Hina 

• Voice of America, USA 

• Croatian World Network 

• Index HR 

• Other new media in Croatia 

A sample of the links covering the 2nd ILS:

http://www.vjesnik.hr/pdf/2005/06/09/

10A10.PDF 

http://www.vjesnik.hr/pdf/2005/06/06/

10A10.PDF

http://www.dnevnik.com.hr/

index.php?article=7176

http://info.croatiabiz.com/

clanak.php?ID=24554

http://www.index.hr/clanak.aspx?id=268217

http://www.tportal.hr/gospodarstvo/

poslovnivodic/fset.html

http://www.iskon.hr/novac/radna/page/

2005/05/11/0091006.html

http://www.voanews.com/croatian/2005-05-

31-voa12.cfm

http://www.voanews.com/croatian/2005-06-

03-voa4.cfm

 The Adriatic Institute for Public Policy 

will be unveiling the ILS 2005 Strategic 

Recommendations to Croatia’s Government 

Leaders through a major news conference next 

week on Wednesday, June 15, 2005, in Zagreb, 

Croatia.

The leadership of the Adriatic Institute and 

ILS convey their deep appreciation to the 

following strategic partners, corporate 

sponsors and media partners:

Stockholm Network (UK), Letica Corporation 

(USA), British American Tobacco (UK), Applied 

Ceramics (USA), Vjesnik, HVB Splitska Banka, 

Hertz, Croata Potomac, Amcham Croatia, 

Croatia Airlines, Impress Club, The Regent 

Esplanade Zagreb, Grand Villa Argentina, Utilis, 

Fed Ex-Rhea Express, Radio 101, HP, Spiller 

and Farmer, Arcotel, Makol Marketing, Poslovni 

Forum, HUP, BCBN, ISI Emerging Markets, 

Zagreb School of Economics and Management, 

and Zagreb Chamber of Commerce.

A more detailed report of the second 

International Leaders Summit will be released 

shortly.

Natasha Srdoc, MBA

President, Adriatic Institute for Public Policy

Co-founder, International Leaders Summit

Joel Anand Samy 

President, World Development and 

Empowerment

Co-founder, Adriatic Institute and International 

Leaders Summit

www.ils-wde.org

www.AdriaticInstitute.org

in Croatia



14 15

Flat Tax
 It seeks to improve something that is 

already completely equal - people who 

earn the same amount pay the same 

amount of tax. Those that earn more pay 

the same rate of tax as lower earners on 

the lower level of income, but they pay a 

higher rate of tax on income earned over a 

certain threshold.

Here the answer is that all taxpayers get the 

same level of state services. 

So why ask 50% or more from the richer?

The tax system is not the social system: Tax 

codes should be simple and efficient financing 

tools for state services. For people in need of 

social support the social service system should 

take care for.

The question is what kind of equality to try to 

achieve:

Either equal opportunities in the beginning of 

a work career or equality of living standard via 

large levels of redistribution.

Progressive taxation systems try to equal 

out the effects of different income levels, 

which are the result of different education, 

performance, talent or luck or market value. 

In effect they are a cap on performance, 

induce mediocrity and induce tax evasion and 

outright tax fraud.

Especially for high performers of poorer 

parental background it is hard to really 

accumulate wealth and acquire property 

which means that progressive taxation is 

freezing the status quo is a society is in its 

effect conserving the property distribution.

Flat tax proposals still contain two levels 

of graduation, i.e. zero tax paid when 

earnings up to say 9,000pounds, with 20% 

tax on all earnings over that point. If you 

accept the need for this two step tax then 

why shouldn’t you have other gradings, 

commensurate with the relative value of 

each extra portion of earnings?

The problem is the so called marginal rate of 

taxation and the incentive to work more and 

earn more.

The flat tax marginal rate is e.g. 20% that means 

each additional euro leads to 20% taxation.

In progressive system it is up to 50%

So that means that the more you earn the less 

your incentive to do more and therefore earn 

more.

In Austria e.g. marginal taxation is already at 

38% so even the lowest income brackets have 

less incentive to look for additional income.

So the flat tax means essentially low marginal 

taxation and not the total end of progressivity 

in taxation as your friend has point out.

 It forces middle-class taxpayers to subsidize 

the wealthy, especially as most flat-tax 

proposals exempt “unearned” income such 

as the interest on inheritance or dividends 

from shares.

It will always depend how the system is 

implemented. We propose to include all 

form of income in the flat tax but have an 

exemption for real estate and company 

inheritance which stay for over 10 years in 

the same family. It would avoid people having 

to sell their parents house or sell or finish the 

company in order to pay inheritance tax. But 

realized profits form inheritance will have to 

be part of the tax base and therefore taxed.

Why subsidize the wealthy? Most of the so 

called wealthy do not pay tax at all today. 

Either by creating Stiftungen or Foundations 

or by have load of losses in business ventures 

they basically escape taxation completely. 

In Western Germany especially most of the 

upper 10% have stopped paying taxes due 

to the enormous loopholes possible due to 

unification. A flat system with much less 

exemptions would force them back into the 

financing of the system.

And in fact the middle class defined as 

medium income on fixed salary contracts do 

pay most of the tax volume already today. This 

group is mostly not mobile and as so called 

normal contract are declining but the cost of 

the social system increasing this group has to 

carry most of the social security costs and of 

taxation as well. 

It confuses tax reform and tax simplification 

- problems of defining the amount of taxable 

income will remain regardless of the tax rate 

applied to that income, i.e. whether it is flat 

or graduated.

Obviously true but it is also clear that lower 

rates reduce the incentive to avoid taxation 

which has a certain cost (legal insecurity, 

tax consultants, etc) as well. Especially for 

transition countries a simple, flat and low 

system has proven to work as it results in a 

new tax moral and a new and unexpected rise 

in state income as witness all over central and 

Eastern Europe. If people understand why and 

accept the level they are as well interested 

to come clear and there being able to invest 

their income officially.

The tax base will always be contentious so the 

profession of the tax consultant will survive 

the flat tax revolution but the people and the 

state will relax their relation and both will be 

better of if we say good bye to progressive 

taxation and all its inducement of immorality 

and illegality in the name of a fake equality 

which it has and will never realize.

Frequently asked question and myths
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The European Taxpayer Protection Pledge is the key project of Europeans for Tax Reform. The European Pledge* reads:

I,......................................................., pledge to the taxpayers of Europe and especially of the Nation of............................. and that I will:

ONE, oppose any and all efforts to increase the marginal income tax rates for individuals and/or businesses and work with all my effort 

for the reduction of taxation levels in Europe.TWO, oppose any efforts to harmonise or coordinate taxation systems in Europe with the 

result of either reducing competition between member states or increasing taxation levels

 The European Taxpayers Pledge for Legislators 

................................................

Signed 

................................................

Witness

................................................

Date

................................................

Witness

The European Tax Cutters Commandments:
• We believe in tax competition between the member states of the EU
• We believe in tax reduction in the Member States 
• We believe in simple, fair and flat taxation
• We believe in decentralisation of the taxations system
• We oppose income and personal tax increase 
• We oppose tax coordination and harmonisation in Europe
• We oppose a separate tax for the European Union
• We work to reduce double taxation where possible
• We work to reduce taxation on dividend and inheritance
• We work to reduce taxation related to salaries
• Our goal is to move taxation from income to consumption
• Our goal is to move to a de-politicised taxation system
• Our goal is to create trust and confidence in a stable taxation system
• Our goal is a society based on ownership, property and freedom

I commit myself to achieve these aims in order to transform 
Europe into an enterprising continent able to create jobs, wealth 
and prosperity in order to enable Europeans to live their lives in 
freedom and release the great potential for entrepreneurship and 
compassion inherent in the European citizens and societies.
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FOUR OPPONENTS
OF THE FLAT TAX 
WHOSE TIME HAS COME!

Austrians for Tax Reform

www.flattax.at


