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Currently many of the problems that foreign countries have to solve in relation to the transformation processes
which affect the financial stability of their economies are similar in nature to the problems that exist in Ukraine.
Therefore, studies of foreign practices of personal income taxation are extremely relevant.

The article analyzes the experience of foreign countries in the field of personal income taxation and presents
the author's views on the possibility of its implementation in domestic tax practice. Methods of personal income
taxation in different countries of the world are considered.

The experience of foreign countries in the taxation of personal income is rich in positive examples. The analysis
showed that the lowest income tax rates are characteristic of countries with lower rates of economic development
and usually without the use of progressive taxation. High - inherent in the developed due to the presence of a
progressive scale of taxation, which allows you to shift the tax burden from the poorer to the more affluent.

Therefore, one of the priority areas in the development of tax policy in Ukraine should be its gradual
socialization, which focuses not only on the fiscal function of the tax, which leads to increased tax revenues to the
budget of Ukraine, but also the social function of the tax aimed at universal values.

The main direction of further improvement of the domestic legal framework in this area should be to reduce the
tax burden on socially vulnerable groups and increase the responsibility of taxpayers for tax evasion. One of the
priority areas in the development of tax policy in Ukraine should be its gradual socialization, which focuses not only
on the fiscal function of the tax, which leads to increased tax revenues to the budget of Ukraine, but also the social
function of the tax aimed at universal values. The practice of taxation of individuals in foreign countries cannot be
an absolute basis for copying taxation in Ukraine.
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INTRODUCTION

The system of personal income taxation in each country is an important regulator of the
relationship between the state and citizens - taxpayers. It, on the one hand, provides the
financial base of the state, and, on the other hand, is the main tool for implementing its
economic doctrine. Therefore, setting the size of personal income tax, the state seeks to
ensure a stable income base and influence the size of citizens' savings, in order to optimally
implement the development strategy.

Theoretical principles of taxation were developed in the works of such prominent
scientists as A. Wagner, J. Keynes, A. Laffer, J. Mill, F. Nitti, D. Ricardo, A. Smith and
others. The study of taxation of individuals in Ukraine and other countries is carried out in
the works of such domestic scientists as: V. Andrushchenko, L. Barannik, O. Vasylyk, V.
Melnyk, S. Onyshko, A. Sokolovska, L. Tarangul, V. Fedosov , L. Shablista, S. Yuri, I.
Yakushchyk and others.

Highlighting unexplored parts of the overall problem: Ukraine lacks experience in
effectively taxing the income of individuals. Therefore, it is expedient to deepen the issue of
identifying elements of positive experience of foreign countries that have some success in
this area, as well as to determine whether they can be applied in the practice of taxation in
Ukraine.

Bicnux Cym/[Y. Cepis «Exonomikay, Ne 4° 2022 15


mailto:m.gorodetskaya96@gmail.com

AIM
The aim of the work is to identify the leading foreign experience in personal income
taxation, systematization of its positive elements, as well as provide suggestions on the
possibility of their implementation in Ukraine.

RESULTS
With the development of a market economy in Ukraine, taxes and other mandatory
payments to the budget are the main source of budget formation. It's known that taxes
appeared due to the society division and the emergence of the statehood.Opinions of scientists
are divided on the interpretation of the term "tax", because each of them adheres to its theory,
and rightly so (Table 1).

Table 1 — Opinions of scholars on the interpretation of the term "tax"

Author, source Interpretation of the term "taxes"
K. Marx, F. Engels [1] Taxes are contributions of citizens necessary for the maintenance of public power
N
D. Ricardo [2] Taxes - that part of the product of land and labor, which goes to the government
A. Smith [3] Taxes - a fair price for services to the state
S.V. Barulin [4] The tax is a kind of price of monopolistic purchase of services by the state in the

performance of its functions

K.R.  McConnell, S.L. | Taxisa forced payment to the government by a farm or firm of money (or transfer
Brue [5] of services and goods) in exchange for which the farm or firm does not directly
receive goods or services, and such payment is not a fine imposed by a court for
illegal actions

Based on the analysis of researchers' opinions, we can note that the definitions emphasize
the coercion and inequality of taxes.

However, according to the Tax Code of Ukraine [6], the tax is a mandatory, unconditional
payment to the relevant budget or to a single account, which is collected from taxpayers.

Personal income tax is one of the main elements of tax revenues. Its role in the tax system
is growing every year.

Personal income tax is a national tax levied on the income of individuals (residents) and
non-residents who receive income from their sources of origin in Ukraine.

The system of income taxation of citizens in Ukraine was introduced in mid-1991.
Consequence of the adoption of the Law of the Ukrainian PCP "On income tax on citizens
of the Ukrainian PCP, foreign citizens and stateless persons™ of July 5, 1991

Since December 26, 1992, the system of taxation of natural persons has been regulated
by the Decree of the Cabinet of Ministers of Ukraine "On Personal Income Tax", which was
in force until January 1, 2004. During this period, the rates of personal income tax changed
quite often - sometimes several times a year. This was due to such factors as the development
of market relations, changes in the form of income, equalization of income of the poor and
high-income sections of the population through progression. For example, in 1993, rates
changed three times. Moreover, from December 1, 1993 to October 1, 1994, there was the
harshest scale of taxation - the maximum rate was 90%. But despite the increase in rates
almost twice, budget revenues from personal income tax during this period did not increase,
but decreased - due to evasion of payment at such economically unreasonable rates.

In May 2003, the Law of Ukraine "On Personal Income Tax" was adopted, which
provides for significant changes in the mechanism of personal income tax. The Decree of the
Cabinet of Ministers of Ukraine "On Personal Income Tax" has expired, except for the
provisions of Section IV on the taxation of income of individuals from entrepreneurial
activities.

The main innovations of this law were:

- abandonment of the progressive scale of taxation of physical income with a maximum
rate of 40% and the establishment of a single tax rate of total monthly (annual) income of
15%, and for the period from January 1, 2004 to December 31, 2006 - 13%;
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- establishment of the taxpayer's right to a tax credit, which is the sum of expenses
incurred by the resident taxpayer in connection with the purchase of goods (works, services)
from residents of Ukraine during the reporting year. The amount of such expenses may be
reduced by the amount of the payer's total income received by him as a result of the calendar
year;

- expansion of the tax base;

- provision of tax social benefits, which are determined as a percentage of the minimum
wage per month (100%, 150% and 200%). In addition, the Law provides for a procedure for
the taxpayer to independently choose the place of receipt (application) of social tax benefits
and more.

In December 2010, the Verkhovna Rada of Ukraine adopted the Tax Code of Ukraine,
which regulates the collection of personal income tax in Section Four.

At the end of 2014, the Law of Ukraine of 28 December 2014 Ne71-USH was adopted,
which amended the Tax Code of Ukraine. This law increased the personal income tax rate
(from 17% to 20%), which applies to income of more than 10 minimum wages, effective as
of January 1 of the reporting tax year.

For most citizens and in the vast majority of cases, the personal income tax rate since
2016 is 18%.

According to Article 162 of the Tax Code of Ukraine, taxpayers are:

- natural person - a resident who receives income from the source of their origin in
Ukraine, and foreign income;

- natural person - non-resident who receives income from the source of their origin in
Ukraine;

- tax agent [6].

An exception is a non-resident who receives income from their source in Ukraine and has
diplomatic privileges and immunities established by the current international treaty of
Ukraine in respect of income received directly from diplomatic or equivalent activities.

The object of taxation of a resident is:

- total monthly (annual) taxable income;

- income from the source of their origin in Ukraine, which is finally taxed at the time of
their accrual (payment, provision);

- foreign income - income (profit) received from sources outside Ukraine.

The object of taxation of a non-resident is:

- total monthly (annual) taxable income from the source of its origin in Ukraine;

- income from the source of their origin in Ukraine, which is finally taxed at the time of
their accrual (payment, provision).

Article 164 stipulates that the tax base is the total taxable income, taking into account the
features defined in this section. Total taxable income - any taxable income accrued (paid,
provided) in favor of the taxpayer during the reporting tax period.

The tax rate is 18 percent of the tax base on income accrued (paid, provided) (except for
the cases specified in paragraphs 167.2-167.5 of this article), including but not limited to:
wages, other incentive and compensation payments or other payments and remuneration
accrued (paid, provided) to the payer in connection with the employment relationship and
under civil law contracts. Also, the tax rate can be 0% and 5%.

Tax rates on passive income to the tax base are set at the following rates:

- 18 percent - for passive income, except for those specified in sub-clauses 167.5.2 and
167.5.4 of this clause;

- 5 percent - for income in the form of dividends on shares and corporate rights accrued
by residents - payers of corporate income tax (except for income in the form of dividends on
shares, investment certificates paid by mutual investment institutions);

- half the rate set in paragraph 167.1 of this article - for income in the form of dividends
on shares and / or investment certificates, corporate rights accrued to non-residents, collective
investment institutions and non-income taxpayers.
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Each state chooses its own methodological approaches to the taxation of personal income,
but the defining feature of such taxation is that it should increase the savings of the
population, which further serve as a source of financing the economy. Each country forms an
individual system of income taxation. Therefore, consider the concepts of personal income
tax in different countries.

Figure 1 shows each territory in a color that corresponds to its highest statutory PIT rate
(including additional taxes and excluding local taxes). From here, let's identify the top 10
countries with the highest personal income tax rates - in 2022. It includes: Céte d'Ivoire -
60%, Finland - 56.95%, Japan - 55.97%. Denmark - 55.90%, Austria - 55.00%, Sweden -
52.90%, Aruba - 52.00%, Belgium - 50.00%, Israel - 50.00%, Slovenia - 50.00% [7].

Highest Taxed Countries 2022
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Figure 1 - Countries with the highest rates of personal income tax 2022
Source:[8]

Cote d’Ivoire is an African country with a so-called regular income tax. This tax is not
levied on the entire income of the taxpayer, but only some specific type. In particular, it is a
tax on income from business activities in industry, agriculture and trade (rate 35%);
commercial income tax (also 35%); tax on wages, pensions and other benefits, which are
levied on 80% of wages received at a rate of 1.5%.
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Figure 2 — Personal income tax rates in Céte d'lIvoire 2012-2021
Source:[9]
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In addition, Céte d’Ivoire has a general, or global, income tax levied at progressive rates
(maximum 60%) (Figure 2). It also does not tax the entire income of the taxpayer, but certain
components.

The second place is occupied by Finland, where income tax is levied on various sources
of income, such as wages, pensions, interest and dividends. Personal income tax revenues are
an important source of income for the Finnish government.

In 2004, the income tax rate in Finland was reduced from 53.5% to 49.2%. However, the
government could not just leave it at that, and the decline was offset by an increase in property
tax, gift tax and capital gains tax. Finland also has a tax requirement for the Finnish church,
and if you belong to one, you have to pay a church tax of 1% to 2%. The personal income
tax rate in Finland in 2019 was about 53.75%, and now in 2022 - 56.95% (Figure 3).
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Figure 3 — Personal income tax rates in Finland 2012-2021
Source: [10]

A non-resident individual (for example, who occasionally works in Finland) is taxed only
on income from a Finnish source. If the tax agreement does not provide for lower rates, the
tax rates are 35% on employment income and 30% on dividends, interest (but interest income
is usually not taxed for non-residents) and royalties. In principle, retail deductions from the
above income are not allowed. However, the standard deduction of € 510 per month or, if
income is accrued for less than one month, € 17 per day is deducted from income subject to
35% withholding tax (excluding director's fees). Retirement income in Finland is taxed at a
progressive tax rate (unless the tax agreement prohibits Finland from taxing the pension).

A non-resident can also claim taxation of his income received in Finland by levying a tax
(ie progressive taxation) instead of a flat-rate tax. The provisions apply to non-residents
residing in the European Economic Area (EEA) or in a country with which Finland has
concluded an agreement on assistance in the implementation and exchange of tax
information, or those who have a residence permit with the status of a researcher.

Provisions on the tax on sources of income remain in force for those non-residents who
do not apply for a non-resident card from the tax on sources or otherwise express a desire
that taxation will be carried out by accrual. In general, non-residents who are subject to
withholding tax have no reporting liabilities in Finland, as the income-paying entity assumes
withholding tax as well as reporting obligations in Finland.

Progressive taxation of a non-resident's earned income takes into account the non-
resident's worldwide income (ie salary income, pension income and social security benefits)
when calculating income tax in Finland (progressive dismissal). However, income received
abroad or income received from Finland that is not taxed in Finland in accordance with the
provisions of the relevant tax treaty is not taken into account in the progression if the person
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resides in the EEA or has a residence permit with research status. and taxable earned income
received from Finland is at least 75% of the total earned income of the person.

Remuneration of artists and athletes is taxed at 15% at the source (no deductions). The
tax is collected from sources by withholding.

Income from Finnish sources, in addition to the above, is subject to income tax at ordinary
tax rates (earned income is taxed at a progressive tax rate, and capital income - at a rate of
30% or 34%), unless otherwise provided by the tax agreement. For example, income from
the lease of property located in Finland is subject to assessment, and net rental income is
taxed at a rate of 30% or 34% [11].

The third position is occupied by Japan. Income tax in Japan is paid by all individuals -
both citizens of the country and non-residents who receive a certain income in Japan. Unlike
many other countries, income tax in Japan is levied not only at the national level, but also at
the local level - established contributions to the budgets of prefectures and municipalities.
Therefore, the total amount that the Japanese have to pay is quite significant.

Personal income tax in Japan is accrued on a progressive scale depending on the total
amount of income received by a person during the reporting period. The higher the amount
of earnings, the higher the rate. The minimum rate of national personal income tax is 10%,
and the maximum - 55.97% (Figure 4). It is also necessary to pay additional prefectural
income tax at a rate of 2% to 4%, as well as municipal income tax in the range of 3-12%.
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Figure 4 — Personal income tax rates in Japan 2012-2021
Resourse: [12]

Countries with the lowest tax rates include Guatemala (7%), Montenegro (9%),
Kazakhstan (10%), Romania (10%), Serbia (10%), and Libya (10%). , Bulgaria (10%),
Mongolia (10%), Bosnia and Herzegovina (10%), Uzbekistan (10%) and others.

Guatemala shall tax its nationals and residents or non-residents on their compensation in
respect of services rendered in Guatemala and on other income derived from Guatemala.

Taxable income (GTQ*) ‘

Tax on column 1 (GTQ) Tax on excess (%)

Over (column 1) Not over
0 300,000 0 5
300,000 15,000 7

Figure 5 — Guatemalan personal income tax rates [13]
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Personal income taxes are formed by any remuneration or income in cash, regardless of
their face value, from personal work provided in a dependent relationship to individuals
residing in the country. Income taxed under this regime is credited to the period when it was
received by the recipient or available.
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Figure 6 — Personal income tax rates in Guatemala in 2012-2021
Source: [14]

However, based on Figs. it can be seen that the tax rate was not always 7%, and in 2012
it was 31% (Figure 5-6). Income tax rates are an important source of income for the
Guatemalan government.

In Montenegro, personal income tax is levied on the gross income of tax residents.
Investment income, employment income, royalties, interest, dividends and other income
streams are subject to income tax.

Personal income is taxed at a flat rate of 9% (Figure 7). The tax rate may be 11%, but it
is levied only on any taxable income that exceeds the average income. Montenegro declares
its average for the year (approximately 765 euros for 2020), and any income below or equal
to the national average is taxed at a flat rate of 9%, and any additional income above the
average is taxable income for at a rate of 11%.
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Figure 7 — Personal income tax rates in Montenegro 2012-2021
Source:[15]

To be considered a tax resident and subject to Montenegrin tax, an individual must be a
full-time resident for at least 183 days a year, tax residents are taxed on regional and global
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income that is part of Montenegro. A non-resident who spends less than 183 days a year is
not subject to Montenegrin income tax, but they pay 5% income tax. Like other steps taken
by the Montenegrin government, it is likely to stimulate the inflow of loan capital into the
country.

Personal income tax is paid annually, and tax residents must register with local tax
authorities. There is a local surcharge that also needs to be paid, and a surcharge tax of 13%
is payable in all municipalities except Podgorica and Cetinje, where the rate is 15%. Local
taxes are paid directly to the municipality in which it is registered.

There are no joint tax returns for married Montenegrins. The government also does not
offer deductions or tax credits on personal income tax returns.

All individuals in Bulgaria, with some exceptions, are subject to a single tax rate of 10%
(Figure 8). Individuals are taxed in Bulgaria on the basis of their tax resident status. Bulgarian
tax residents are taxed on their income worldwide. Non-residents are taxed in Bulgaria only
on income from a Bulgarian source, which has a very broad legal definition. As a rule, these
are all incomes received as a result of economic activity carried out on the territory of
Bulgaria, or as a result of alienation of property in Bulgaria.

Any income received as a result of working or providing services in Bulgaria is
considered income from a Bulgarian source, regardless of where and by whom it is paid.
Income from rent or income from the alienation of real estate located in Bulgaria is
considered income from a source in Bulgaria.
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Figure 8 — Personal income tax rates in Bulgaria 2012-2021
Source:[16]

However, countries such as Saudi Arabia, the UAE, Oman, Kuwait, Qatar, Bahrain,
Brunei, the Bahamas, the Cayman Islands and Bermuda have no personal income tax at all.

Although there is no personal income tax in Bermuda, for example, they levy a payroll
tax on employers

In Ukraine, the income gap between the poor and the rich is growing rapidly. The
population with incomes below the subsistence level is growing every year. According to the
official data of the State Statistics Service, 600 thousand citizens in 2020 received less than
the statutory subsistence level, 8.8 million - less than the so-called actual subsistence level
[17].

Analyzing the experience of foreign countries, we note that the basis of income taxation
of their citizens is the principle of social justice, which pays more to those members of society
who have higher incomes.

The transition to a progressive tax scale is increasingly being discussed. However, an
immediate increase in tax rates can have negative consequences, as society is not ready for
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radical change, especially if the existing stability is threatened. It is advisable to start this
transformation by establishing a non-taxable minimum, which will be equal to the
subsistence level. It is important to take into account the size of progressive rates to avoid
violations of the basic principle of taxation. Also, it is necessary to transform the system of
tax deductions, the management of which will enable the implementation of the social
function of personal income tax.

CONCLUSIONS

Therefore, one of the priority areas in the development of tax policy in Ukraine should be
its gradual socialization, which focuses not only on the fiscal function of the tax, which leads
to increased tax revenues to the budget of Ukraine, but also the social function of the tax
aimed at universal values. . The need and expediency of reforming the personal income tax
to achieve the optimal balance between social justice and economic efficiency of the tax.

The main direction of further improvement of the domestic legal framework in this area
should be to reduce the tax burden on socially vulnerable groups and increase the
responsibility of taxpayers for tax evasion. The practice of taxation of individuals in foreign
countries cannot be an absolute basis for copying taxation in Ukraine.

It is important to understand that the introduction of any innovations in tax legislation
should be carried out taking into account the peculiarities of Ukraine's economy and its social
sphere. The new system should provide high budget revenues, as well as promote the
redistribution of national income in favor of the least vulnerable.

AHOTALIA

Huni 6azamo npobnem, ski 3apybisxcHi Kpainu maomy eupiulysamu y 383Ky 3 mpanc@opmayitinumu
npoyecamu ma AKi NIUBAIOMb HA IHAHCO8Y CMAOIILHICMb IX eKOHOMIK, 3d CB0EI0 NPUPOOOI0 NOJIOHI 00 npobiem,
ski icnyioms ¢ Yrpaini. Tomy docniodcenns 3apy6idcHoi npakmuku onooamKy8ants 00xo0ie Qizuunux ocié €
HAO036UYAIHO AKMYATbHUMU.

V' emammi npoananizosano 00csio 3apyOidicHux Kpain y cghepi onodamxysants 00xo0ie Qizuunux ocio6 ma
npeocmasieHo YAGNEeHHs A6mopa Wooo MOXCIUBOCMI U020 6NPOBAONCEHHS Y BIMUUSHAHY NOOAMKOSY NPAKMUKY.
Posenanymo memoou onooamkyanHs 00xo0ie izuunux ocid y pisnux Kpainax ceimy.

Loceio 3apybisicnux kpain 3 onodamxyeans 00x00ig gizuunux ocié bazamuii Ha NO3UMUEHI Npuraaou. Ananiz
NOKA3a8, WO HAUHUMCYI CMABKU NOOAMKY HA NPUGYMOK XApakmepHi ONs KpaiH i3 HUdMCHUMU MeMnamu
EKOHOMIYHO20 PO36UMKY mMA, SK Npasuio, 6e3 3aCMOCY8AHHSI NPOSPECUBHO20 ONOOAMKY8AHHA. Bucokuil -
B1ACUBUI PO3BUHEHUM, 3AB0AKU HAAGHOCMI NPOSPECUBHOT WIKAU ONOOAMKYBAHHA, WO OO03B0JAE NepeKIacmi
nooamxoeuti mazap 3 GIOHIWUX HA OLIbUL 3AMONHCHUX.

Tomy 00HUM 3 npiopumemHux Hanpsamie npu po3poobyi nodamxoeoi norimuku 6 Yxpaini nosunna cmamu it

nocmynoea coyianizayisi, wo nepeobauae cnpsamMo8anicmsy He MintbKu Ha peanizayiio Qickanbnoi Qyuxyii nooamxy,
AKA Npu3800UMb 00 30iIbUIEHHSI HAOX00NCEHb NOOAMKOBUX niamexcigé 0o 0wdxcemy Vkpainu, a il 6UKOHAHHA
coyianbHoi hyHKYIT noOamky, CnpAMOBAHOT HA 3a2aANbHONIIOOCHKI YIHHOCHII.
OCHOBHUM HANPSAMOM NOOAILUO020 YOOCKOHALEHHS GIMYUZHAHOI 3aKOHOOA8uoi basu y yitl chepi mae cmamu
3MEHWIeHHs NOOAMKOBO20 HABAHMANCEHHS HA COYIANIbHO He3aXUeHi 8epCmelU HACENeHHs, Mda  3POCIMAHHS
8I0N0GIOAILHOCI NIAMHUKIE NOOAMKY 3a YXUNeHHs 6i0 onodamkyeanus. OOHUM i3 NPIOpUMEmHUX HANPAMKIE y
PO36UMKY NOOAMKOBOI ROIMUKU 8 YKpaiHi Mae cmamu ii nocmynoea coyianizayis, sika 30cepeoicye yeazy He iume
Ha @ickanbhiil QyHKYil nodamky, wo npu3600umv 00 36iIbULEHHS NOOAMKOBUX HAOX00JceHb 00 6100dcemy
Vkpainu, a it coyianvhiti hynkyii. nodamx, cnpamosano2o Ha 3a2anibHON0OCHKI YIHHOCHI.

Ilpaxmuxa onodamxyeanns Gizuunux ocio y 3apy6ixicHux Kpainax ne mogice 6ymu abcononHoio 0CHO80I0 Oisl
KONito8anHs onoOamxy8anHs 8 Ykpaini.

Kniouosi cnosa: nooamok, npubymok, cmaeka, QisudHa ocoda, onooamkyeauts, 6100xcem, 6i0paxyeaHHs,
Oepaicasa, ddicepeno, nOOamKosi Nibell, NOOAMOK Ha 00X00U QI3uUHUX 0CIO, NOOAMOK HA NPUOYMOK, Hepe3udenn,
pesudenm, Qisuuna ocoba, npoepecusHull, NIAMHUK NOOAMKY.
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