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ABSTRACT

This paper uses a microsimulation approach to analyse the phenomenon of “fiscal drag” in Greece,
i.e. the increase in tax revenues that arises when nominal tax bases grow, while the parameters
of the personal income tax (PIT) system remain unchanged in nominal terms. First, we estimate
the phenomenon in terms of the tax-to-base elasticity, which captures the responsiveness of PIT
revenue to changes in the tax base under an unchanged legislation. The results suggest an elas-
ticity of almost 1.8 in 2019, implying a built-in progressivity in the PIT system and, therefore,
potential for fiscal drag. We further decompose this elasticity to identify its main drivers across
income sources (labour, capital, self-employment, pensions and benefits) and tax parameters (tax
brackets, tax deductions/credits) as well as across the income distribution. Second, we assess fis-
cal drag in practice between 2019 and 2023 by comparing actual PIT revenues (incorporating
observed income growth and legislative changes) against counterfactual 2023 scenarios simulat-
ing alternative indexation practices. We quantify the actual impact of fiscal drag, defined as a
share of GDP, and the extent to which government policies have managed to offset it. The find-
ings indicate that, although Greece has no formal indexation of tax parameters, the tax policy
reforms implemented between 2019 and 2023 more than offset the potential effects of fiscal drag,
keeping PIT revenues broadly stable as a share of GDP, while slightly reducing the average effec-
tive tax rate. Overall, the results highlight that, during a period of rapid nominal income growth,
Greece’s PIT reforms improved both the progressivity and the redistributive capacity of the tax
system, while safeguarding PIT revenue. These insights are relevant for the design of future tax
policy interventions.
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H ®OPOAOTIKH AIABPQLH LTHN EAAAAA

Mapia ®Aefotopou
Tpanela tng EANGdog, AietBuven Owkovopikig Avdluong kar Meketav

Nikog Bevtolpng
Tpdmega tng EANddog, AieGOuvon Owcovopikii¢ Avdluong kat Mehetwv

NEPIAHWH

H mapotvoa uehém xonotnomotel €va vdderypo pixQomQocouoimong yia va eEetdoet 1o gat-
véuevo g “@ooroywriic dudfowons” (fiscal drag) otmv EAMAda, dnhadi] tv avEnon twv gogo-
AoyLr@dV 0600V TTOV TEOXVITTEL GTAV OL POQOLOYIRES PAOELS AVEAVOVTOL GE OVOUAOTIXOUS GOOVC,
ahhd oL Tapdpetool Tov ovotjuatog Pépov Ewcodnuatog Puowrawv Ipoohrwv (PEPIT) naga-
UEVOLY QUETAPANTES. ZTO TOMTO OTAAL0, EXTIUOUUE TO PALVOUEVO 0€ GQOVS EAALOTIXOTITAS PQOU
g QOGS T oporoynTéa fdon (tax-to-base elasticity), n omola amotvrdvel T petofory Tmwv e06-
dwv amd tov PE®DII o¢ oxéon e petaforég g pogoroyntéas fAong, vrd ovvanres apetdpfinmg
vouoBeoiag. Ta amotehéopata vrtodniavouv ehaotirdtnra Mpous 1,8 to 2019, 1 omoia avta-
Varhd THY TEOOOEVTIRGTNTA TOV ATOQEEEL At ToV (dLo To oxediaoud Tov cvotijuotog PEDII
%O, CUVETMG, VTOINADVEL dUVNTLXG TEQLBDELO YLa POQOLOYLRY| OLAPOWOT). ZT1 CUVEYELX, AVOL-
AMiovpe TNV ELAOTIRGTNTA OTO ETLUEQOVS OUOTATLRA TNG, TQOKELUEVOU VA EVTOTICOVUE TOVS PalOL-
%0Ug TNG TEOOOLOPLOTLROVG TTaLPdyOoVTES avd TNy eLcodiuartog (mobwt epyaoia, xepdiaio,
QUTOOTTOOYOAN O, OVVTAEELS oL EMLOSUATA), AV POQOLOYLRY TAQRAUETQO (POQOAOYLXY RALUORAL,
POQOLOY XY EXTTMON/TLOTMON) RO 08 GAO TO EUQOG TNG ELOOINUATLXYS RATOVOUTIG. 2T0 dEVTEQO
014d10, eEgTAlove TO PALVOUEVO TNG POEOAOYLRYS OLdPEmONg 0TV TTEAEN TV TeE(0do peTaty
2019 now 2023, ovyrpivovtag ta moayuotkd €0oda amnd tov GEPII (ta omola evomuotdvouy
™V TaaTneovuevy aBENCT TV ELGOINUATMV ROl TIG VOROOETIRES TOQEUPAOELS TOV VAOTOLY-
Onrav) pe evallontind ogvdaia yio to 2023, ta 0moic TQOCOUOLMVOUY JLOPOQETIXES TTQUKTL-
%EG TLuaELOurig avarpooaguoyis. IToootiromolovpe v oy potiny €tdooon g poooho-
ywung dudfomwong, g mocootd tov AEIL, #aBwg xot 1o faBud otov omoio oL ®ueQvNTirég TOML-
Txég v avitotdbuoay. Ta svprjuota deiyvouv 6t mapdt 1 EAMGda dev epaoudlel Tumint tua-
oLOULKY AVOITOOCAQUOYN TWV (POQOAOY LRV TAQAUETQMY, EPAQUOCE POQOLOYLHES UETAQQUONI-
ogLg v meptodo 2019-23 ou omoleg vregavilotdOuLoay Tig dOUVNTIXES EMOQATELS TS POQOAO-
yirtig dudfomong, dratnevvtag ta €60da amd Tov PEDII oyeddv otabepd mg tocootd tov AETT
O LELDVOVTOS ELOPOA TOV LECO OTTOTELETUATIRG (POQOAOYLRO OUVTEAEOTY]. ZUVOALXRA, TO OITO-
teléopata Oelyvouv GTL, o pua TeEiodo Tayeiag avedou TwV OVOUAOTIRMDV ELOOINUATWYV, OL LETOQ-
ovBuioeig otov PEPII evioyvoav 1600 TV TQO0dEVTIRATNTO GO0 ROL TNV OVOLOLAVEUTTLRY] LXOL-
VOTNTO TOV (OQOAOYLXOU OUOTHUOTOS, dtacparifovrag mapdAinia T otabepdtnTa TV E06dMV
antd tov PEPIL. Ta ovumepdopato auvtd ivor tdtaitepa yonotua yia 1o oyediaoud ueMhovti-
ROV TAQEUPLACEMY 0T POQOAOY XY TTOALTLRY].
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MH TEXNIKH IYNOWH

H gogohoywn dudBowon (fiscal drag) avapégetar oty avEnon Twv pooroYLROV E0GdMV TOV
monvmTeL GTO 1 Pooroyntéa fdomn (*velmg To L0GIMNUA) AVEAVETUL 08 OVOUUOTLROUS GQOVG,
OoAAGL OL TTOQAUETOOL TNG POQOAOYLXNGS VOUoBEeDTaS (TT.X. POQOAOYLRA HALUAKLAL, EXTTOOELS/ATOA-
May€g) dev avampooapudfovrar avohdyms. Avtd odnyel oe avEnon tov pEcov amoTeEAEOHATL-
%00 oEOAOYHOU oVVTEAEDTY. TO PAULVOUEVO QpOQd KVQIMGS TO PAEO ELOONUOTOS PUOLXMIV TTQO-
ownmv (PE®PIT) naw €xel draiteon onuacio yio ™) dnuoctovounti Tohtirt, ®»abmg ennoedle:
(1) tig TEOPAEYELS TV POQOLOYLRMV EGGOMV, (2) TO LARQOOLXOVOLKA VTOdE(YpOTA TV UG-
OLOV OLLOVOULRGYV, (3) TV €XTIUNOT TOU SLABEOLILOV dNUOCLOVOULLOU XHOEOV OTO TAALOLO TV VEWOV
OMUOCLOVOULRMV ROVEVMY, (4) TNV RATOVOW] TOV ELOOINUATOG KL, ROTA OVVERELX, (5) TO BEA-
TLOTO OYeLOOUS TS POoQOLOYIaC.

H @opoloywxn dtdfowon amotelel xpiowwo TRtnua yia ™ dtxatootvy xot ™ PLootudtta e
POQOLOY XIS TTOMTIHNG, HOODS 0dNYEl O AENON TS POEOAOYLRYS ETULBAQUVONS XWEIS aviloToLyy
EVIOYLON TNG TOAYUATLENG POOOJOTLXIG LRAVATNTOS TWV POQOAOYOVUEVMYV. QG eX TOUTOV, €XEL
ONUOVTIXES ETUTTMOOELS 0T OIROLT RATOVOUT] TOV POEOAOYLROU Bdoovg, iiaitepa o€ meQLEd0UG
VYPNA0U TANOWELOUOT 1oL TayEl0S AvEdOU TV OVOULOTIRMY ELCOINUATWY.

H mapovoa pehétn avariel T poooroyirt) dudfowon oto cvotnua tov PEPIT otnv EALGda v
metodo 2019-23, mpoxreluévou va avaderyBel n onuacio Tg Yo 1o oyedLaopus d{ralmy ®oL oto-
TELEOUATIRMV POQOLOY KMV TToREUPdoewv. Eldundtepa, eEetdletal o mpwto otddio 1 emidoaon
™™g dudpowong amd BemonTiry] oxomid, dNAady ViTd TV VITEBEON AENONE TWV ELC0dMUATWV XWEIS
oMy €S 0T OQEOAOYLRY] TOMTLRY 1] OTNV TLUHAQLOWLXY] OVATQOCAQUOYY. 2T CUVEXELD, YIVETOL
EXTIUNON TG TEAYUOTLRY S POEOAOYLRYS dLdfowong v epiodo 2019-23, eEetdlovtag mapdh-
Mo evallontind oevdpLo vTtoAoyLopol Twv pogoroyrdv eoddwv. H avdlvon gotidlel otig
EMITTMOOELS OTO OLABETLUO ELOGINUA TV POEOAOYOVUEVMDV, 0TA ONudoia €00da, RaBMS kAl 0T
poohoyLxn duraoovvy (UE EUPOON OTNV TQOOJEVTIXOTNTA TOU (POQOAOYLROU CUOTHUOTOS KO
™V aviodmta). Me autd Tov TeOmo YiveTal po aELoAGYNOoN TOV EVOUALOATIRGY TOMTIXOV YLO
TNV OVILUETOITLON TOVU POLVOUEVOU.

H avdlvon yonowpomotel to vtdderypa urpompooouoimong pépmwv-rtapoydv s EE (EURO-
MOD), 10 omoio yia ) ovyxexouévn uelét paocitetar ot wxrpodedouéva g "Epevvag
Ewoodjuatog xow Zuvnuav Atofioons s Evowmains "Evwong (EU-SILC 2020), tov agoovv
elooduata tov 2019.

H Bewontixy avaivon deiyver 6t to 2019 to eAAnviné ovotua PEDIT eppdvile vymAo fabud
TR00JEVTIXOTNTAG, 1 OTTol0 dnuLoveyel duvnTrd TEELB®ELO Yo ooAoyrn dtdfowon dtav oL
TOQAUETOOL TOV CUOTHUATOS TOQAUEVOUY apeTdfAntec. H extipdpuevn eAaotirdtnto poQou mg
OGS T @ogoroyntéa Pdon —mepimov 1,8— vmodnrover 6t ta €00da and tov OEDII
avEdvovral duoavdloya og oyEon Ue TV dvodo Tmv ovouaotrav etoodnudtov. H eE€raon twv
EMUEQOVG TEOOOLOQLOTLRWDV TOQOYGVIMV THG EAAOTIRGTNTOS OEl)VEL GTL 1 OTAdLARY] CLUEEIXVION
TOV EXTTOOEWV OOV eENyel 10 peyaritepo HEQog g gopoloywxnig didPomwaons, evad
TEOOJEVTLRGTNTA TS POQEOAOYLHNGS ®Aipaxag dradoauatiter devtepevovia pdho. H avdlvon
avaderviel emiong oNUOVTIXES OLOPOQOTOLOELS UETAED TV TNYWV L0001 UOTOS, UE T
elgoduate ad avtoomaoyoinon xor wobwt| epyacio vo eugaviCovv tig vymAidtepeg
eAaOTIXOTNTES, EVA T €L00OUaTO Ot OUVTAEELS koL emdduorto vo emnEedlovy o oAy
uxrEdteQo Pabud. H xatavoun g ehaotrdmrog avd elcodnuatind xhpdrio deiyvel 6tL oL
ehaoTIRGTNTES EIVOL CUOTNUOTLRA VYNAGTEQES OTOL LEGOLLOL ELOONUALTAL, YEYOVOS TOV VITOONADVEL
ot eMAePeL UETOWVY TOMTIRNG, 1) AUTOROTY ULETAPAON OF AVATEQN (POQOAOYLXA ®Atpdxio (bracket
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creep) Oa emPdouve duoavdroyo aVToUs TOUS POEOLOYOUUEVOUS. Ze OUVAPELD UE TOL TTOQATAVM
EVONUOTA, U0 OQLEGVTLOL AUENOT) TV ELCOINUATMOV UELDVEL TNV TTEOOIEVTIXGTITO TOU CUOTIHUATOS
DE®PII, alhd odnyel oe pxen pelmon g avioottag, ®vuplmg emeldr worrol youniouobol
ovveyiCouv va notafdrhouy undevins Seo aroun rat UETA TV Avodo TmV eL000NUAT®Y TOUC.
Svvolxd, to ovommua PEPIT tov 2019 —dedouévng g TEOO0dEVTIXS TOV SOUNS KoL TNG
ROTAVOUNG TV POQOLOYNTEWV EL00INUATOV — NTaV OL00BQMTIKA EVAAMTO OTN POQOAOYLKY
dapowon, ehhelpel unyxaviouwv TpaoBurng avargooaguoyns M dillwv mopeupdoswv
oM TLRYC.

H eumetpixrj avdalvon delyvel 6L o petapoubuiosig mov vioroidnrav oty EALGda v mepiodo
2019-23 notopbwaoav va oviiotafuioovv TIAemg Tig emdQAoELS TG poooroyrng didfomwaong,
UELDVOVTAC TOV LECO ATTOTEAEOUATING POQOLOYLRS OLUVTEAEDTY, dLaTnEWVTAS TOQAAANA T OTa-
BepdTTO TV €06V %L TEQLOEICOVTAS TNV eLoodNUaTL aviodTnta. Ta uétoa TOMTIRIG TG
eoLodov 2019-23 —Smwg M avaudEE®Oo TS POQOAOYLXNS RAUAXAS, 1] LEIWON TWV 0QLOKMV
OUVTELECTMV OTA XOUNAQ eLoodfuata, 1 eLoaymyn vEou rApariov pue xaunhoteQo cuvteleot
%Ol Ol EXTETAUEVES TAQEUPAOELS OTLS ELOPORES HOLVWVIXNG alopdiiong — dwadpapdtioav rabo-
oLoTHG PGhO oty €E0VOETEQWON peydlov PEQOUS TV duVNTIRV AVENOoEWV E0GdMY TOV VITO-
Onhaver m doun tov ovotjuatog PEDIT. Mdaiota, ta amoteléopota Tov faoirov oevoQiov —To
0mol0 EVOMUOTOVEL TLG teTaeuiuioets tg eEetalduevng meQLédou — rATUdELRVHOUY YOUNAG-
TEQN POQOAOY XY ETLPAQUVON O OVY®QLON UE TIC EMLOGOELS TMV TEQLOOOTEQMY EVAALAKTIRWDV
oevaimv, Tov VTOBETOVY TLUAQLOULKY] AVOTTQOCAQUOYT] TMV POQOAOYLRMV TAQAUETOMWY KoL 001-
YoUV 0€ ouy®QUTLXG VPNAOTEQY POQOAOY XY ETLPAQUVON.

H epmerpio g mepuddov 2019-23 delyvel Gtu 1 moaryportinyj enidoaon g poeoAoyriic didfomong
eEaptdton o peydro Pabud amd tig emhoyEg mohTiriic: otnv EALGda oL petagQuuotinés moit-
TI®ES TOV EQaQUAoTN®AV TNV TEQL0d0 2019-23 — ev amovaia TLLAQLOULRIS OVATTQOCOQUOYTS —
Nrov exelveg mov avilotdduLooy Ty avEnon Tov eo6dmv mov Bo urogovoe va mtEoxrhypeL and
™ dowrj Tov ovotjuoatog PEPII tov 2019, cuufdrihovrag €10l 0N uelmon Tov LEGOV POQOLOYL-
%0V Pdagovcg.

Zuvolxrd, 1 poeoroyrt| dLAfewon UToEEl va €YEL ONUOVTLRES EMITTOOELS OTNV E{0TEAEN POQO-
Loy ®V €000V, OTOVUG HECOUS POEOAOYLROVS OUVIEAEOTES ROL OTNY ELGOONUATIRY ®aTOVOUT,
Ue ®QLOLUES OUVETELES YLOL TV ELCOINUATIRY AVIOGTNTA RO TO BEATLOTO OYEOLAOUS TG POQO-
hoyurng molTiriic. Me 3edouévo Tov TEQLOQLOUEVO dNUOCLOVOILXLE XDEO, OL POREIS XAOOENS TTOML-
T xahoUVTOL VO ETLTUYOVV T OWOTYH L00QQEOTI0 LETAED TS avdy®Ng YIo nelwon Tov QoQo-
Aoy oU BAOoUg 1oL TOV 0TOY OV dLaopdilong Tmv dMudotmwv ecddwv. H moootnomoinon tg ¢poo-
Aoywri|g OLaPEmONS ®al 1) EVOMUATMON TS OTO O EIAOUS LECOTOGOETU®WY dNUOTLOVOULRGIV OTQO-
TNYWOV Uroovv va feltiddcovy v axpifela v teoPAéPewy e06dmv rnaL va otneiEouvy v
RATAQTLON TLO OTOYEVUEVWY Ttaeufdoewv molttirnic. ITagdhAnia, oL unyoviopoi HEom Twv
omoimv N poeoroyxy OLdPowon ennEedlel SLAPOQETIRA TUNUATO TS ELOOINUATIRIE RATOVO-
wig amattotv ™V vioBETon oToxeVUEVOY uEtowvy tohtiris. H dudotaon avtr elival »a8oLotin]
yioL TV aELoAdyNon Tov ®aTd TG00 (VAL OROTLUN 1] TLUOQLOULXT] OVOTTOOCOQUOYT TWV POQOAO-
yirov magauétowv. H mpdopartn eumerpia tng EAAGdog deiyvel 6t n evioyvon g mpoodevti-
XOTNTOGS TOV POQOLOYLXOU CUOTHUATOS UTOQEL VO AVILOTABUIOEL TLS ETUTTWOELS TS POQOAOYL-
®Ng dudfowong, ovupdrhovrog mapdAMnha oe SLXALOTEQY ROTAVOUY TOV (POQOAOYLXOU fAooug
%ol o€ BeATion TS OEOAOY RIS CUUUGQPWONG.
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FISCAL DRAG IN GREECE®

Maria Flevotomou

Bank of Greece, Economic Analysis and Research Directorate

Nikos Ventouris

Bank of Greece, Economic Analysis and Research Directorate

I INTRODUCTION

Fiscal drag (or “bracket creep”) refers to an
increase in tax revenues that arises when the
tax base (e.g. income) increases in nominal
terms, while the parameters of tax legislation
(e.g. tax brackets, deductions/exemptions) are
not adjusted accordingly. Periods of high infla-
tion and rapid nominal income growth can give
rise to fiscal drag, a mechanism through which
tax revenues increase automatically as tax-
payers move into higher tax brackets or lose
access to deductions and credits, whose nom-
inal thresholds remain fixed. This leads to an
increase in the average effective tax rate,!
thereby raising the overall tax burden, even
though real incomes —reflecting taxpayers’
capacity to pay— remain unchanged.

Fiscal drag mainly concerns personal income
tax (PIT), which often displays a high degree
of progressivity, and has important implica-
tions for fiscal policy. In particular, it affects:
(a) tax revenue forecasts;? (b) the macroeco-
nomic modelling of public finances;® (c) the
estimation of the available fiscal space under
the new European fiscal rules;* (d) income dis-
tribution and, consequently, (e) optimal tax
design.’ The global inflation surge that began
in 2021, together with the subsequent growth
in household incomes, has rekindled analytical
and policy interest in fiscal drag as a key
factor influencing both revenue developments
and income distribution.®

This paper provides a comprehensive analysis
of fiscal drag in Greece in the recent period.
Using harmonised household survey data and
detailed information on tax legislation, it offers
new evidence on both the potential for fiscal
drag embedded in the design of the PIT system
and the extent to which it materialised in

practice over 2019-23, a period marked by
exceptionally high inflation.

The first part of the analysis examines the sen-
sitivity of PIT revenues to income growth,
assuming an unchanged tax legislation and
homogeneous income growth. This approach
captures the degree of progressivity built into the
tax system and allows the estimation of the
potential fiscal drag through the tax-to-base elas-
ticity.” The analysis further explores the under-
lying drivers of fiscal drag and highlights varia-
tions across income sources and income deciles.

The second part of the analysis examines how
fiscal drag evolved in practice during the recent
period of high inflation.® This assessment
incorporates not only the progressivity of the
PIT system but also the policy measures imple-

This paper is part of a study covering 21 European countries,
including all euro area Member States and Hungary. For more
details, see Garcia-Miralles, E., M. Freier, S. Riscado et al. (2025),
“Fiscal drag in theory and in practice: A European perspective”,
ECB, Working Paper No. 3136. Warm thanks are extended to Este-
ban Garcia-Miralles (Banco de Espafia) for his insightful comments
and constructive feedback. The views expressed in this article are
of the authors and do not necessarily reflect those of the Bank of

Greece. The authors are responsible for any errors or omissions.

1 The average effective tax rate is the share of the tax base paid in
taxes (i.e. the ratio of total tax liability to the tax base).

2 See Creedy and Gemmell (2004) as well as Belinga et al. (2014

3 See Hack (2025).

4 Under the new EU economic governance framework, additional
revenues resulting from taxpayers moving into higher tax brackets
(bracket creep) are considered as discretionary revenue measures.
An increase in such revenues raises the upper limit on the growth
rate of net nationally financed primary expenditure, thereby creating
additional fiscal space. For the role of fiscal drag as an automatic
stabiliser, see Auerbach and Feenberg (2000); Immervoll (2006);
Dolls et al. (2012); and Paulus and Tasseva (2020). For an example
of explicit use of fiscal drag as a discretionary measure in the UK,
see Waters and Wernham (2022).

5 See Saez (2003); Immervoll (2005); Sutherland et al. (2008) as well
as Heer and Siissmuth (2013).

6 See OECD (2023); Balasundharam et al. (2023); Leventi et al.
(2024); Waters and Wernham (2022); and Balladares and Garcia-
Miralles (2025).

7 Afirst line of research on fiscal drag has focused on estimating tax-
to-base (TTB) elasticities that capture the responsiveness of tax
revenues to tax base growth. For more details, see Immervoll
(2005); Price et al. (2015) and Boschi and d’Addona (2019).

8 Asecond line of research concentrates on analysing how fiscal drag

operates in practice. For more details, see Paulus et al. (2020);

Waters and Wernham (2022) and Moriana-Armendariz (2023).
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mented over the period. To do so, actual tax
revenues in 2023 are compared against coun-
terfactual scenarios in which tax brackets were
either fully indexed or remained unchanged
since 2019.

Overall, our analysis aims to contribute to a
more comprehensive understanding of the PIT
system in Greece, providing relevant infor-
mation on issues such as its progressivity, the
distributional impacts of inflation through its
interaction with the tax system, the potential
stabilisation properties of the PIT system and
its effect on public finances. Our results under-
line the quantitative importance of fiscal drag,
especially in periods of high inflation, and the
role of policy design in addressing it.

The paper provides a coherent and compre-
hensive assessment of fiscal drag in Greece and
is structured as follows: Section 2 presents the
data and methodology, including the use of the
EUROMOD microsimulation model. Section
3 outlines the institutional features of the
Greek PIT system that are relevant for the
analysis. Section 4 analyses fiscal drag in the-
ory, examining the responsiveness of the PIT
revenues to tax base growth under unchanged
legislation and exploring the underlying mech-
anisms across income sources and income
groups. Section 5 assesses fiscal drag in prac-
tice, comparing actual PIT outcomes for 2023
with counterfactual scenarios that simulate
alternative indexation policies. Finally, Section
6 summarises the main findings and discusses
their policy implications for the design of opti-
mal tax reforms in Greece.

2 DATA - METHODOLOGY

Our analysis draws on a microsimulation
approach, enabling us to study the effects of
public policy not only at the aggregate level,
but also along the income distribution and
across various population segments. This is
because microsimulation models operate at the
individual level, i.e. they take into account
diverse circumstances and characteristics of the
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population of interest (National Research

Council 1991) contained in micro datasets pro-
viding information on different sources of
income (gross earnings, pensions and social
transfers), household composition and indi-
vidual socioeconomic characteristics.

For our analysis, we employ EUROMOD,’
the tax-benefit microsimulation model of the
European Union, currently developed and
maintained by the Joint Research Centre of
the European Commission. The model
embeds the legislation on direct taxes and
benefits of all 27 EU Member States, allowing
for the simulation of tax liabilities and bene-
fit entitlements at both the individual and
household level. Effectively, EUROMOD
enables the analysis, in a comparable manner,
of the effects of taxes and benefits on house-
hold incomes for individual countries and the
EU as a whole. EUROMOD may, nonethe-
less, generate small biases due to features of
the tax code that cannot be modelled given the
available information or that are simplified in
the calculations.

EUROMOD not only allows us to simulate
baseline scenarios under actual legislation and
given the income observed in the microdata,
but, equally importantly, it can accommodate
the simulation of counterfactual scenarios
under changes in the tax-benefit legislation or
in the underlying data. This is highly relevant
for the purposes of our analysis. Our theoret-
ical (or potential) fiscal drag measure, drawing
on estimated tax-to-base elasticities, is
obtained following a simulation of a 1%
increase in all sources of income that enter the
tax base of all individuals and then calculating
the resulting tax liability (see Section 4.1). Fis-
cal drag in practice, over the period 2019-23,
is analysed in the light of full and no indexa-
tion scenarios allowing to quantify how much
of the potential revenue associated with fiscal
drag is effectively offset by policy measures
(see Section 5.1).

9 Version 1.6.0+. For more information on the EUROMOD model,

see https://euromod-web.jrc.ec.europa.cu/ as well as Sutherland and
Figari (2013).


https://www.nationalacademies.org/publications/1835
https://www.nationalacademies.org/publications/1835
https://euromod-web.jrc.ec.europa.eu
https://microsimulation.pub/articles/00075
https://microsimulation.pub/articles/00075

EUROMOD by default uses the EU statistics
on income and living conditions (EU-SILC)"?
survey as input data. EU-SILC provides a
yearly cross-sectional survey of households
with regard to income, poverty, social exclusion
and living conditions that is standardised
across all EU Member States. Yet, as is the
case for all survey data, it most likely fails to
capture the very top earners who have a large
impact on revenue collection. Our analysis
employs the EU-SILC 2020 wave, with 2019 as
the income reference period. For Greece, this
is effectively a representative sample of the
population containing information on 32,832
individuals in 15,086 households.

Since the income reference period of EU-SILC
2020 is the year 2019, all monetary variables
had to be adjusted to reflect their nominal lev-
els in 2023 in order to conduct the correspon-
ding simulations. This so-called “uprating exer-
cise” is implemented by income source per
simulated year within EUROMOD, based on
information obtained from other data sources.
The data are typically taken from Eurostat or
provided by the statistical offices of the Mem-
ber States, government authorities or National
Central Banks. Table A.1 in the Appendix sets
out the assumptions underlying the uprating
mechanism from 2019 to 2023 in the case of
Greece,!! breaking down household disposable
income into its basic sub-components. As a
result of this process, individual income growth
differs as long as there are individual differ-
ences in income composition. It should be
noted that the uprating of the 2019 microdata
described above is based only on the nominal
growth of individuals’ tax base and, therefore,
fails to incorporate the observed growth (e.g.
through a change in the number of taxpayers),
which may induce a growing divergence with
respect to official statistics.

Finally, it should be made explicit that EURO-
MOD is a static microsimulation model. Static
microsimulation models typically impute
income tax or other liabilities and the receipt
of social security and other benefits by apply-
ing the rules for eligibility or liability to indi-

viduals and households (Harding 1996). In
replicating current or hypothetical institutional
frameworks, static models assume away
behavioural responses on the part of micro
agents. Therefore, their key purpose has tra-
ditionally been to show the “morning after”
impact of a policy change.

3 THE PERSONAL INCOME TAX SYSTEM IN
GREECE

A clear understanding of the institutional
framework of the Greek personal income tax
(PIT) system is essential for interpreting the
mechanisms through which fiscal drag operates.
This section provides an overview of the main
features of the PIT system and the composition
of the tax base. It describes how taxable income
is defined, outlines key tax parameters, such as
deductions and credits, and summarises the
major policy changes introduced during the
period 2019-23. It also examines the distribu-
tional characteristics of the PIT base and the
tax liabilities across income groups, which are
central to understanding both the system’s pro-
gressivity and its sensitivity to changes in nom-
inal incomes.

3.1 DESCRIPTION OF THE PIT

The Greek PIT system features a relatively
broad tax base that encompasses most
sources of earned and replacement income,
subject to limited deductions. The tax base
includes reported earnings from employment
and self-employment, other market income,
income from rent, private transfers received,
education allowances, family benefits for civil
servants, sickness benefits, disability pensions,
main and supplementary old-age pensions,
minor old-age pensions, as well as widows’ and
orphans’ pensions. Unemployment benefits are
also part of the tax base for individuals whose

10 For more details on EU-SILC, see Eurostat’s EU statistics on
income and living conditions.

11 The Joint Research Centre (JRC) publishes annual country reports
that describe in more detail the uprating exercise, policy changes
and the institutional set-up of each EU country (EUROMOD

Country Reports).
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(other) total taxable income exceeds €10,000.
Taxable income is defined as gross taxable
income minus tax allowances,”? which in
Greece are very limited. Throughout the
period 2019-23, the only allowance concerned
social security contributions, which were fully
deductible from the tax base. Income from
interest and dividends is excluded from the PIT
base and taxed separately at flat rates.

The PIT system in Greece combines individual-
based taxation with a progressive rate structure
and a limited set of exemptions and credits.
More specifically, tax liability is assessed at the
individual level, although spouses have the
option to file a joint income tax return; in such
cases, incomes are entered separately and taxed
individually.” Income taxation is graduated,
with progressively higher marginal tax rates
applying to higher income brackets. Some
forms of income are exempted from taxation,
including unemployment benefits, social assis-
tance and some family benefits, while employ-
ment and pension income received by persons
with a disability above 80% is also tax-exempt.'*
Tax credits, which directly reduce the amount
of tax payable, include the following:

(i) employment and pension income tax credit,
which applies to the sum of employment, pen-
sions and farming income (EPF income) and is
capped to the amount of people’s actual tax lia-
bility. In 2019 it was equal to €1,900/€1,950/
€2,000/€2,100 for taxpayers with zero/one/two/
three or more dependent children and EPF
income up to €20,000 per year; it declined by
€10 for each additional €1,000 of EPF incomes
over €20,000. In 2020-23 the tax credit was
equal to €777/€810/€900/€1,120/€1,340 for tax-
payers with zero/one/two/three/four dependent
children and EPF income up to €12,000 per
year, while for each additional dependent child
after the fourth it increased by €220. The tax
credit declined by €20 for each additional
€1,000 of EFP income over €12,000.

(ii) disability tax credit, amounting to €200
annually per eligible taxpayer (i.e. a person
with disability of at least 67%).
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(iii) tax credit for charitable donations, calcu-
lated at 10% of donations greater than €100
per annum but less than 5% of taxable income.

Greece does not apply an automatic indexation
of PIT brackets or income thresholds;
instead, tax parameters are adjusted on a dis-
cretionary basis through legislative changes.

3.2 PIT REFORMS 2019-23

During the 2019-23 period, significant reforms
in the PIT system were implemented in Greece
aiming at reducing the tax burden on labour and
improving progressivity.’> The reform package
included a revision of the PIT schedule, adjust-
ments to tax credits and successive reductions
in social security contribution rates. These
measures were introduced against a backdrop
of strong nominal income growth and high infla-
tion, yet without the application of automatic
indexation to tax parameters. In parallel, the
government implemented broader labour-mar-
ket measures —such as increases in the statu-
tory minimum wage — that indirectly influenced
the tax and contribution base. In more detail:

— PIT tax schedule: In 2020, the PIT tax sched-
ule was reformed with the introduction of an
additional tax band featuring a lower tax rate
(for incomes up to €10,000) and with mar-
ginal reductions in tax rates for higher
income brackets. The tax schedules applica-
ble from 2019 to 2023 are presented in Table
1 (for employment, pension and farming
income) and Table 2 (for property income).

— Social security contributions: On a cumulative
basis over the 2019-23 period, social security
contribution rates for the private sector were
reduced for both employees and employers,

12 Note that tax allowances are usually shared between the main
taxpayer and his/her spouse.

13 However, there is a partial exception to this rule: some tax
allowances and/or tax credits are jointly assessed.

14 Unemployment benefits, large family benefits and disability
benefits are taxed for individuals with (other) taxable income over
€10,000.

15 For more details, see Bank of Greece, Annual Reports 2019 (pp.
158-159 and 186-187) and 2020 (pp. 202-203), as well as Ministerial
Decisions No. 107675/29.12.2021, 38866/21.4.2022 and
31986/24.3.2023 (in Greek).



https://www.bankofgreece.gr/Publications/ekthdkth2019.pdf
https://www.bankofgreece.gr/Publications/ekthdkth2020.pdf
https://www.kodiko.gr/nomothesia/document/768260/yp.-apofasi-107675-2021
https://www.taxheaven.gr/circulars/39352/38866-21-4-2022
https://www.taxheaven.gr/circulars/43003/31986-24-3-2023

Table | Tax schedule: Employment, pension, Table 4 Own account workers’ social

self-employment and farming income security contributions (2019)

Income bracket Tax Rate Tax Rate Primary pension 13.33%
(EUR) 2019 2020-23* X .
Sickness insurance 6.95%

0 - 10,000 9%

22% Unemployment insurance EUR 10/month
10,001 - 20,000 22%
20.001 - 30.000 299 28% Source: EUROMOD Country Report Greece 2019-2022.
30,001 - 40,000 37% 36%
40,000 - 45% 44%

Table 5 Self-employed liberal professions’
Source: EUROMOD Country Reports Greece 2019-2022, 2020-2023. social security contributions (20|9)
* Applied separately to farming income.

- Primary pension 13.33%
Table 2 Tax schedule: Property income
(2 019-2 3) Supplementary pension 7.00%
Lump sum pension 4.00%
Sickness insurance 6.95%
Income bracket (EUR per year) Unemployment insurance EUR 10/month
Tax band Lower limit Upper limit  Tax rate (%) Source: EUROMOD Country Report Greece 2019-2022.
1 0 12,000 15
2 12,001 35,000 35
3 35,001 45 Table 6 Own account workers' and
self-employed liberal professions' social
Source: EUROMOD Country Reports Greece 2019-2022, 2020-2023. secu rity contributions 2020-23
. (EUR per month)
by 1.88 and 2.52 percentage points (pps),
respectively (see Table 3). Moreover, in 2020, Insurance class 2020-22 2023
the self-employed and farmers’ social security ~ uP t© 3 years of history 126 138
contributions changed into a schedule of 1 210 230
social security classes (i.e. lump sum 2 252 276
amounts irrespective of self-employment/ 3 302 331
farming income, as opposed to a rate-based 4 363 308
schedule in 2019; see Tables 4-6). In 2023, the 5 435 477
self-employed social security contributions . se6 o1

were increased in line with inflation.
Source: EUROMOD Country Report Greece 2020-2023.

Table 3 Private sector social security

contributions — Minimum wage: In January 2019, the mini-

mum wage —payable 14 times a year—

(%) stood at €586. In February 2019, it was

Employees Employers raised to €650. In 2022 and 2023, the mini-

2019 1575 24.81 mum wage was further increased, thereby

2020 1533 24.33 affecting the level of the unemployment

2021 1412 254 insurance benefit, which is connected to it'e,

2022-23 13.87 2229 as well as the upper and lower earnings lim-
change (cum.) -1.88 -2.52

Source: EUROMOD Country Reports Greece 2019-2022, 2020-2023. 16 For the period of analysis, the unemployment benefit was

calculated as 55% of the minimum daily wage paid for 25 days.
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Table 7 Employment, pension and farming income tax credit

(EUR per year)

No children One child
Income 2019 2020-23 2019 2020-23
0 - 12,000 771 810

1,900 1,950
20,000 617 650
30,000 1,800 417 1,850 450
40,000 1,700 217 1,750 250
50,850 1,592 0 1,173 33
52,500 1,575 0 1,140 0
57,000 1,530 0 1,050 0
68,000 1,420 0 830 0
79,000 1,310 0 610 0
210,000 0 0 50 0
215,000 0 0 0 0
220,000 0 0 0 0
230,000 0 0 0 0

Source: Bank of Greece calculations.

Two children Three children Four children
2019 2020-23 2019 2020-23 2019 2020-23*
900 1,120 1,340

2,000 2,100 2,100

740 960 1,180
1,900 540 2,000 760 2,000 980
1,800 340 1,900 560 1,900 780
1,223 123 1,323 343 1,323 563
1,190 90 1,290 310 1,290 530
1,100 0 1,200 220 1,200 440
880 0 980 0 980 220
660 0 760 0 760 0
100 0 200 0 200 0
50 0 150 0 150 0
0 0 100 0 100 0
0 0 0 0 0 0

* From 2020 onwards, the tax credit for each child after the third is increased by EUR 220.

its for the social security contribution base.!”
More specifically, the minimum wage was
increased by 2% in January 2022 and by
another 7.7% in May 2022, reaching €713
per month. In April 2023 it was raised by
9.4%, reaching €780 per month.

— Employment and pension tax credit: In 2020,
this tax credit became less generous, as
described in Section 3.1 and illustrated in
Table 7.

3.3 SPECIAL FEATURES OF THE GREEK PIT SYSTEM

The composition of the PIT base in Greece is
distinctive compared to other euro area coun-
tries, reflecting the structure of household
income and labour market characteristics.'® In
all other euro area countries, labour income
constitutes the dominant component of the
PIT base, but Greece stands out for having the
lowest share of labour income (45%) and the
highest shares of self-employment income
(19%) and pensions and social-benefit income
(33%) within the euro area. This structure
reflects the country’s labour market and demo-
graphic composition, characterised by a large
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number of self-employed workers and a rela-
tively high share of retirees receiving taxable
pensions.

From a distributional perspective, the com-
position of income sources varies markedly
across the income distribution (Chart 1).' In
Greece, self-employment income is most
prevalent in the lowest income deciles, whereas
labour income dominates the upper half of the
distribution. This asymmetry supports the
stylised observation that “wage earners are rich
and the self-employed are poor”.?° In other
words, employees contribute disproportion-
ately to the higher segments of the tax base,
whereas a substantial part of the reported self-
employment income is concentrated among
lower-income taxpayers. Pension income is
heavily concentrated in the middle of the
income distribution, reflecting the fact that

17 In 2019-22, the lower limit for the contribution base was equal to
the 2019 minimum wage (i.e. €650), while the upper earnings
threshold was 10 times the 2019 minimum wage (i.e. €6,500). Since
2022, these thresholds are uprated by the rate of inflation.

18 For comparison with other EU countries, see Figure 2(b) in Gar-
cia-Miralles et al. (2025).

19 For detailed data, see Tables A.2.1 and A.2.2 in the Appendix.

20 However, it could also be interpreted as highlighting the substantial
extent of income under-reporting among the self-employed.



https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp3136%7E7e214e2ce2.en.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp3136%7E7e214e2ce2.en.pdf

pensions are generally lower than earnings
from employment but more stable and wide-
spread. This composition has important impli-
cations for both the progressivity of the PIT
system and the incidence of fiscal drag across
income groups.

The PIT burden in Greece is highly concen-
trated among high-income taxpayers, reflecting
not only the progressivity of the tax system but
also the structure of the tax base, which is effec-
tively very narrow (Chart 2).2! This pattern has
remained broadly unchanged between 2019 and
2023. In particular, the richest 10% of taxpay-
ers accounts for over 50% of total PIT
revenues, while the bottom half of the income
distribution contributes less than 10%. This
concentration largely reflects the underlying
distribution of the tax base, as the top decile
represents roughly 28% of the total tax base,
whereas the bottom half of taxpayers earns only
about 24%. At the same time, a large share of
individuals either pay no tax or contribute
relatively little to total revenues. The share of
zero taxpayers —i.e. individuals with no PIT lia-
bility due to low income or available credits —
declined slightly from 32% in 2019 to 30% in
2023, mainly due to a reduction among middle-
income households. This structure underlines
both the strong progressivity of the Greek PIT
system and its narrow effective tax base, with a
relatively small segment of high-income tax-
payers bearing the bulk of the tax burden.

By focusing on the top of the income distri-
bution, it becomes evident that the Greek PIT
system exhibits one of the highest concentra-
tions of both the tax base and tax liabilities in
the euro area? and that this concentration has
increased in recent years, reflecting both struc-
tural and policy factors. In 2023, the top 20%
of taxpayers accounted for about 44% of the
total tax base, a share that has remained
broadly unchanged since 2019. However, their
share of total PIT revenues rose from 67% in
2019 to 73% in 2023, indicating a growing con-
tribution of high-income earners to overall tax
collection (Chart 3). The widening gap
between the share of income earned and the

Chart | Share of tax base by income source —
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Sources: EUROMOD and Bank of Greece calculations.

Note: The chart is based on 2019 data; however, the composition
of the tax base and the corresponding distributional patterns
remain broadly unchanged in 2023.

share of tax paid, points to a rise in the pro-
gressivity of the PIT system. This is consistent
with the increase in the Kakwani index® (from
0.274 in 2019 (Table 8, Baseline Scenario) to
0.321 in 2023 (Table 10, Baseline Scenario)),
which quantifies the progressivity of the tax
system and confirms that personal income tax-
ation in Greece became more redistributive

21 For detailed data, see Table A.3 in the Appendix.

22 For a comparison with other EU countries, see Figure A.2(a) and
(b) in Garcia-Miralles et al. (2025).

23 The Kakwani index (Kakwani 1977) is a standard measure of the
progressivity of a tax system, defined as the difference between the
concentration coefficient of taxes and the Gini coefficient of pre-
tax income: K= C;-Gy, where C; denotes the concentration of tax
payments (ranking individuals by pre-tax income) and Gy represents
the Gini coefficient of the pre-tax income distribution. The index
takes values between -1 and 1. K>0 indicates a progressive tax (the
average tax rate increases with income). K=0 denotes a proportional
tax. K<0 corresponds to a regressive tax (the average tax rate
decreases with income). The larger the Kakwani index, the greater

the redistributive potential of the tax system.
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Chart 2 Distribution of tax base and PIT liabilities across income deciles (2019 and 2023)
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Sources: EUROMOD and Bank of Greece calculations.

over time. This development reflects both the
impact of the 2019-23 PIT and other structural
reforms —which reduced rates primarily for
lower and middle incomes— as well as the
stronger nominal income growth experienced
by higher earners.

4 FISCAL DRAG IN “THEORY”

The descriptive analysis above provides the
necessary context for quantifying fiscal drag
within the Greek PIT system. This section
turns to the estimation of tax-to-base elastici-
ties, which measure the responsiveness of PIT
revenues to income growth under unchanged
legislation. This “theoretical” assessment
allows us to isolate the mechanical progres-
sivity and estimate the potential fiscal drag
inherent in a given tax system.
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4.1 METHODOLOGY: ESTIMATING TAX-TO-BASE
ELASTICITIES

Tax-to-base elasticity (TTB) is defined as the
percentage change in PIT revenues resulting
from a homogeneous 1% increase in taxpayers’
income. Formally, we define the TTB elastic-
ity for each taxpayer as:

%) y ot _ %/9y _MTR
t

ay t/y T ATR

ay /y

where y denotes the tax base and ¢ represents
PIT revenue. Note that TTB elasticity is equiv-
alent to the ratio of the average Marginal Tax
Rate (MTR) and the Average Tax Rate
(ATR). In a progressive system, marginal rates
are generally higher than the average tax rates
across the income distribution, resulting in
TTB elasticities greater than one. Fiscal drag



Chart 3 Share of tax base earned and tax revenue
paid by the top 20% of the tax base distribution
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is defined as the disproportionate (i.e.
greater than 1%) increase in tax revenues
resulting from a 1% nominal increase in
income. Note also that these elasticities are a
static measure because they are calculated
under a ceferis paribus assumption at a given
point in time under the prevailing tax regime,
where all tax parameters remain fixed and
there are no behavioural responses. Therefore,
the size of the elasticity depends both on the
design of the PIT legislation (such as tax brack-
ets, deductions and credits) and on the income
distribution and demographic characteristics of
taxpayers, which affect their final tax liability.

We estimate the TTB elasticity by simulating
a 1% increase in all income sources included
in the tax base for all individuals and then

calculating the resulting tax liability, keeping
the PIT legislation constant (including the
value of nominal tax parameters). The TTB
elasticity is then computed as the percentage
change in PIT revenue divided by the 1%
increase in the tax base.

The progressive nature of PIT implies a rela-
tively high tax-to-base elasticity, indicating sig-
nificant potential for fiscal drag when tax
parameters are not adjusted.

Estimating TTB elasticities requires method-
ological choices on how the PIT system inter-
acts with other elements of the tax-benefit
framework, particularly social security contri-
butions and income-linked parameters. Our
approach focuses on isolating the effect of
keeping PIT parameters fixed, while allowing
other features of the tax-benefit system to
adjust freely in response to the simulated
income growth. For example, when labour
income increases, social security contributions
(SSCs) paid by employees also rise — and since
these are tax-deductible in the PIT, this effect
is allowed in the simulation. Likewise, where
SSC schemes include nominal minimum or
maximum contribution thresholds, these are
also increased by 1%, to reflect the usual prac-
tice of their update in line with income growth.
Finally, since the PIT legislation includes
references to nominal values of the statutory
minimum wage, this parameter is also indexed
to income growth, which tends to moderate
TTB elasticities.

4.1.1 DECOMPOSING TAX-TO-BASE ELASTICITIES

The microsimulation framework allows us to
disentangle the mechanisms that drive the
responsiveness of PIT revenues to tax base
growth. We decompose the TTB elasticity by
isolating the contribution of key tax parame-
ters, distinguishing between tax brackets and
the most important tax credits and deductions.
The exercise proceeds in two steps. First, we
simulate a 1% increase in all components of
the tax base, while proportionally adjusting all
PIT parameters — representing a scenario close
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to full indexation to income growth. Second,
we sequentially remove this adjustment for
each parameter to identify how much each
component (bracket thresholds, credits or
deductions) contributes to the overall elastic-
ity. This approach reveals the specific design
features that amplify or dampen the mechan-
ical effect of income growth on PIT revenues.

We further examine how elasticities vary across
different sources of income, capturing the het-
erogeneity of fiscal drag within the PIT base.
Separate simulations are conducted for
labour income, self-employment income, cap-
ital income and pensions and benefits, by
increasing each source individually by 1% and
observing the resulting change in tax revenues.
The corresponding elasticity is then calculated
as the percentage change in PIT revenue rel-
ative to the 1% change in the tax base driven
by that specific income source. This breakdown
highlights how differences in tax treatment and
exemptions across income categories shape the
overall responsiveness of the PIT system.

4.1.2 DISTRIBUTIONAL ANALYSIS - IMPACT ON
PROGRESSIVITY AND INEQUALITY

We further calculate separate TTB elasticities
for each decile group across the individual tax
base distribution. Estimating TTB elasticities
across income deciles provides a detailed pic-
ture of how fiscal drag operates along the
income distribution. This non-parametric
approach captures how the built-in progres-
sivity of the PIT system affects individuals at
different income levels, revealing the impact of
potential fiscal drag on redistribution and
inequality. We further document, for each
decile group, the mechanisms driving the elas-
ticities.

Elasticities are computed separately for each
decile as the ratio of the change in total taxes
paid by individuals in that group to the change
in their tax base. The resulting decile-specific
elasticities represent a weighted average of
individual elasticities within each group, using
tax liabilities as weights. As a result, zero-tax-
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payers, whose elasticity is undefined (because
a 1% income increase does not usually alter
their tax liability), receive a zero weight and do
not affect the estimated elasticity. This weight-
ing approach ensures internal consistency with
the aggregate TTB elasticity, as taxpayers with
higher liabilities exert a proportionally greater
influence on the overall measure.

4.2 RESULTS: TTB ELASTICITIES IN GREECE

The 2019 results show that Greece exhibited a
tax-to-base (TTB) elasticity broadly in line with
the euro area average, indicating potential
for large fiscal drag effects embedded in its
PIT system. More specifically, the aggregate
TTB elasticity is estimated at around 1.8, plac-
ing it within the euro area range of 1.7-2.2* An
elasticity of this magnitude implies that, even
under uniform nominal income growth and
unchanged legislation, PIT revenues in
Greece increase more than proportionally rel-
ative to the tax base, reflecting the built-in pro-
gressivity of the system.

The results of the analysis show that the key
determinant of fiscal drag (i.e. the portion of
the TTB elasticity that is above 1) was the
effect of tax credits,”® which accounted for
approximately 80% of fiscal drag, while the
progressivity of the tax schedule contributed
the remaining 20% (Chart 4).2° This pattern
differs from many other euro area countries
where bracket creep plays a more prominent
role. These findings highlight the fact that
Greece’s theoretical fiscal drag stems primarily
from the structure and phase-out of key tax
credits, making their design central to under-
standing the responsiveness of PIT revenues.

In Chart 4 we also report the estimates of TTB
elasticities by decile groups of the tax base dis-
tribution, as well as their underlying mecha-

24 For more details, see Garcia-Miralles, E., M. Freier, S. Riscado et
al. (2025), “Fiscal drag in theory and in practice: a European per-
spective”, ECB, Working Paper No. 3136.

25 Among these, the tax credit for income from employment and
pensions has the greatest impact on elasticity, as it is dependent on
income.

26 For detailed data, see Table A.4 in the Appendix.
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nisms. This decile-based, non-parametric
analysis provides a detailed view of how fiscal
drag varies across the income distribution.
Unlike aggregate indicators of volatility or dis-
persion, examining elasticities by decile helps
detect sharp differences or “kinks” in the dis-
tribution, which are crucial for evaluating the
progressivity and design of the tax system with
greater precision. The results show that elas-
ticities can be particularly high in certain parts
of the income distribution, indicating very
steep marginal tax rates for those taxpayers. In
the absence of policy measures, such features
imply that fiscal drag could have a significant
impact on these groups. This, in turn, raises
concerns about potential inefficiencies, as
excessively high marginal rates may distort
work incentives and undermine the fairness of
the tax system. By decomposing elasticities by
decile, we can identify the specific tax param-
eters that generate these concentration points
and inefficiencies.

The decomposition shows that the drivers of
TTB elasticities vary significantly across the
income distribution, with tax credits dominat-
ing in the lower deciles and bracket progres-
sivity becoming increasingly important for
higher-income taxpayers (Chart 5).?7 In par-
ticular, in the bottom half of the distribution
(deciles 1-5), almost the entire elasticity above
one is driven by the employment-pension tax
credit, which accounts for close to 100% of the
fiscal drag mechanism in these groups. As
income rises, the relative contribution of
bracket progressivity gradually increases: in
deciles 6-8, bracket effects explain 2-4% of the
fiscal drag, while in the top deciles they
become more substantial — around 10.5% in
decile 9 and over 50% in decile 10. This pat-
tern reflects the interaction between the
credit’s phase-out —most relevant at low and
middle incomes— and the PIT schedule’s
increasing marginal tax rates at the top. Over-
all, the 2019 results indicate that fiscal drag for
most taxpayers is primarily driven by the ero-
sion of tax credits, while bracket creep
becomes the dominant mechanism only in the
upper end of the income distribution.

Chart 4 Decomposition of tax-to-base (TTB)

elasticities across the income distribution (2019)
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Moreover, our simulation results indicate that
the level of TTB elasticity varies across income
deciles (Chart 4). More specifically, at the bot-
tom of the distribution, the elasticity is rela-
tively low reflecting the limited tax liability of
low-income taxpayers. Beginning in decile 2,
elasticities increase sharply, driven largely by
the erosion of the employment-pension tax
credit. Elasticities remain elevated in the mid-
dle of the distribution, with values around 2.55-
2.64 in deciles 5 and 6, before gradually declin-
ing toward the top. This profile shows that the
theoretical fiscal drag in 2019 was most pro-
nounced among low to middle-income tax-

27 Chart 5 shows the decomposition of the portion of the elasticity that
is above one, normalising its size to 100. This allows comparing the
relative contribution of each mechanism across income deciles,
irrespective of the size of the elasticity. For detailed data, see Table

A.S in the Appendix.
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Chart 5 Composition of theoretical fiscal drag by higher brackets when nominal incomes rise.
income decile (2019) From a macroeconomic perspective, these dis-
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payers, where credit erosion is strongest, while
25 25

remaining more moderate at the very bottom

(due to many zero-liability taxpayers) and at

the very top, where bracket effects dominate » »
but credits play a limited role.

The distribution of TTB elasticities across ' s s
income groups reveals a systematic asymmetry,

with lower segments of the income distribution

exhibiting higher elasticities than higher ones 10 10
(Chart 6). The bottom 90% of taxpayers dis-

play significantly higher weighted elasticities

than the top 10%, while a similar pattern holds 05 05
when comparing the bottom 80% with the top

20% and the bottom half with the top half of

the distribution. This indicates that, in theory, 00 0.0
fiscal drag is stronger among lower to middle-
income groups, as these taxpayers are more
likely to lose access to tax credits or shift into
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Table 8 Distribution of TTB elasticities (2019): Impact on progressivity and inequality

Progressivity:

Kakwani index

Difference in Kakwani index after 1% income increase
Inequality:

Gini: tax base (post-tax) (%)

A (Gini: tax base (post-tax)) (in basis points)
Inequality reduction capacity:

Gini: tax base (pre-tax) (%)

Gini: tax base (post-tax) (%)

A (Gini) (in percentage points)

A (A (Gini)) (in basis points)

Source: EUROMOD.

2019

1% increase simulation
scenario

Baseline
scenario

0.274 0.272
-0.001

0.351 0.351
-0.009

0.378 0.378

0.351 0.351

-0.026 -0.026
-0.010

Note: The simulation scenario assumes a homogenous 1% increase in the tax base.

ity decreases following a 1% increase in nom-
inal income. In other words, effective tax rates
grow more for low- and middle-income tax-
payers than for top-income earners, while they
remain unchanged for individuals with no tax
liability. To quantify this effect, we compute the
Kakwani index,” which quantifies the degree of
progressivity of the tax system, before and after
a uniform 1% income increase. As shown in
Table 8, the index declines following the
income increase, confirming that progressivity
weakens when tax parameters are fixed. This
outcome is consistent with the distribution of
TTB elasticities presented in Charts 4 and 6,
where elasticities are systematically higher
among lower-income groups. The main driver
is the phase-out of tax credits as incomes rise
(for low income groups) and the transition into
higher tax brackets (for higher income taxpay-
ers). Together, these mechanisms imply that, in
the absence of policy measures, fiscal drag
erodes the progressivity of the PIT system and
shifts the tax burden disproportionately
toward the lower and middle segments of the
income distribution.

The analysis of TTB elasticities across income
groups indicates that fiscal drag tends to reduce

income inequality when tax parameters
remain unchanged. To assess this effect, we cal-
culate the Gini coefficient —which places more
weight on disparities in the middle of the
income distribution— for net-of-tax income
before and after a uniform 1% increase in
income, keeping legislation constant. The neg-
ative value reported in Table 8 indicates that,
when incomes rise homogeneously, inequality
declines slightly (by 0.009 basis points). This
reflects the fact that low-income individuals,
many of whom have a zero-tax liability, are
unaffected by the income increase, while mid-
dle- and higher-income taxpayers face higher
effective tax rates. It is worth noting that
inequality tends to marginally decrease,
despite the reduction in progressivity; this is
because the tax liability of very low-income
individuals remains zero even as their incomes
rise,” outweighing the negative impact of pro-
gressivity. To distinguish the impact of income
growth from that of fiscal drag, we also com-
pute the change in the inequality reduction
capacity of the tax system —measured as the
difference between gross and net income

28 For the definition of the Kakwani index, see footnote 23.
29 TTB elasticity is very low for individuals in the lowest income
decile, nearly 90% of whom pay no personal income tax.
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Gini— before and after income growth. This
change is marginally negative (by 0.010 basis
points), suggesting that the PIT system’s
inequality-reduction capacity improves slightly
when incomes rise and tax parameters remain
fixed. The inequality-reduction effect of fiscal
drag is a common result in the literature
(Immervoll 2005; Paulus et al. 2020).

TTB elasticities also differ substantially across
income sources, reflecting differences in tax
treatment, the contribution of each income
group to the total PIT revenue and the degree
of progressivity embedded in the PIT system
(Chart 7).%

® [abour income exhibits an elasticity close to
the overall PIT elasticity (and other EU
countries) —around 1.9 in 2019 — since it
represents the dominant component of
household income and the main driver of the
tax base.

® Self-employment income shows the highest
elasticity (estimated around 2.5 in 2019, the
highest in the euro area), reflecting both
labour market characteristics and specific fea-
tures of the tax system. Although Greece has
one of the largest shares of self-employed in
the EU, their reported incomes are on aver-
age lower than those of wage earners and this
group contributes disproportionally little to
PIT revenues. The high elasticity arises from
several interacting factors: a progressive
effective tax structure, limited access to
deductions and credits, and social security
contributions that increase with the declared
income (in 2019). Crucially, however, it also
reflects the under-reporting of taxable
income by many self-employed individuals.
Since self-employed taxpayers are concen-
trated in the lower and middle parts of the
income distribution, upward shifts in
reported income can generate a significant
fiscal drag, leading to a more than propor-
tional increase in PIT revenues.

® Capital income in Greece displays a rela-
tively higher TTB elasticity than typically
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Chart 7 TTB elasticities by income source (2019)
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Sources: EUROMOD and Bank of Greece calculations.

observed in other EU countries (estimated
around 2.2). This outcome reflects the pro-
gressive treatment applied to rental income,
despite the fact that most capital gains, div-
idends and interest are taxed separately at
flat rates.

® In contrast, pensions and social benefits dis-
play much lower elasticities (around 1.2,
which places them among the lowest across
EU countries) and are less vulnerable to fis-
cal drag.

These differences have important implications
for revenue forecasting, since relying on a sin-
gle aggregate elasticity may underestimate or
overestimate tax responsiveness when income
sources grow at different rates. Moreover, the

30 For detailed data, see Table A.6 in the Appendix.
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variation in TTB elasticities by income source
has distributional consequences, as the
stronger responsiveness of labour and self-
employment income implies that fiscal drag
will be more concentrated among working-age
taxpayers, while pensioners and recipients of
benefits are relatively less affected.

5 FISCAL DRAG IN PRACTICE THROUGH
COUNTERFACTUAL MICROSIMULATIONS

The second part of the study evaluates how fis-
cal drag evolved in practice during the recent
period of high inflation. In this analysis, we
account not only for the progressivity of the tax
design but also for the policy actions taken dur-
ing the period, such as the updating of nominal
tax parameters. To do so, we compare the actual
tax collection in 2023 with counterfactual sce-
narios in which tax parameters are either fully
indexed or not updated at all since 2019.

5.1 METHODOLOGY: DEFINING COUNTERFACTUAL
SCENARIOS

Actual fiscal drag can be quantified by isolat-
ing how much of the observed increase in PIT
revenues between 2019 and 2023 was attribut-
able solely to bracket creep, as opposed to
income growth or policy changes. To do so, we
disentangle the various drivers of tax revenue
dynamics: the progressivity in the PIT system,
nominal income growth, indexation practices
and discretionary tax policy reforms. In this
framework, potential fiscal drag is defined as
the increase in PIT revenues that would have
occurred in the period 2019-23 in the absence
of any legislation changes or indexation prac-
tices since 2019. By contrast, actual fiscal drag
corresponds to the portion of revenue growth
that remains after accounting for any indexa-
tion practices and/or structural reform policies
that may have mitigated the effect of bracket
creep.

We implement this framework by simulating
a set of counterfactual PIT systems for 2023
that differ only in the degree of indexation

applied to the 2019 tax parameters. PIT rev-
enues for 2019-23 are estimated based on the
applicable legislation during each year
(Baseline Scenario), using uprated incomes.
For 2023 incomes, four alternative counter-
factual scenarios are examined, applying the
2019 legislation under different indexation
rules: (a) Scenario 1: No indexation, where all
PIT parameters remain at their 2019 nominal
values; and (b) Scenarios 2,3 and 4: Indexed
systems, in which the 2019 PIT parameters are
updated using different indexation metrics
(namely, the HICP of the previous year, the
HICP of the current year and tax base growth
respectively). Since simulated tax revenues
may differ from those reported in official sta-
tistics for 2019-23 for several reasons (as dis-
cussed in Section 2), we correct for these dis-
crepancies by rescaling our results. Specifi-
cally, for each year of analysis we adjust our
simulations by the ratio of the simulated tax
revenues to the official ones.

We quantify actual and potential fiscal drag by
comparing PIT revenues under the various
simulation scenarios. “Actual fiscal drag” is cal-
culated as the difference in PIT revenue (as a
percentage of GDP) between the 2023 Base-
line Scenario and the average of the three
indexation scenarios (Scenarios 2, 3 and 4).
“Potential fiscal drag” is estimated as the dif-
ference in PIT revenue between Scenario 1
(No indexation) and the average of the three
indexation scenarios (Scenarios 2, 3 and 4). By
comparing these two figures, it is possible to
assess the extent to which discretionary tax pol-
icy changes have fully or partially offset the
mechanical increase in revenue resulting from
the erosion of the tax base. In particular, we
define the Offset Fiscal Drag Ratio as:*'
offset fiscal drag

Offset Fiscal Drag Ratio = ———— =
¢t Hacal Urag Ratlo potential fiscal drag

potential fiscal drag — actual fiscal drag
potential fiscal drag -

(Baseline Scenario) — (Average of Scenarios 2, 3 and 4)

(Scenario 1) — (Average of Scenarios 2,3 and 4)

31 The methodology is based on the analysis of Balladares and Gar-

cia-Miralles (2025).
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Table 9 Counterfactual scenarios for the year 2023

No indexation

Baseline
PIT legislation 2023
Nominal PIT parameters 2023

Indexation practice

This measure abstracts from the magnitude of
potential fiscal drag (which is closely linked to
the progressivity of a country’s tax system) and
focuses on the impact of government action
through tax reforms and indexation. A char-
acterisation of the scenarios considered may be
found in Table 9.

5.2 RESULTS: ACTUAL AND OFFSET FISCAL DRAG

The tax policy pursued during 2019-23 fully
compensated for the effects of fiscal drag,
keeping PIT revenues (as a percentage of
GDP) broadly constant. Chart 8*? displays the
evolution of PIT revenue as a percentage of
GDP in Greece for each baseline system in the
period 2019-23, rescaled as described earlier,
as well as for each of the 2023 counterfactual
scenarios considered. Compared to 2019, PIT
revenues remained broadly unchanged in 2023,
standing at 5.9% of GDP. In the absence of
statutory indexation of tax parameters in
Greece over that period, this development
reflects the impact of structural tax reforms
in the PIT system and social security contri-
butions. In fact, maintaining the 2019 tax
legislation without indexation (Scenario 1)
would have increased PIT revenues in 2023
by 0.7 pps of GDP. Indexation Scenarios 2 and
4 would have resulted in smaller increases
(0.2 and 0.1 pps of GDP, respectively), while
Scenario 3 would have slightly reduced rev-
enues compared to the baseline scenario (by
0.1 pps of GDP).

The simulation results show that the structural
reforms during the examined period have not
only fully offset potential fiscal drag, but have
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in fact overcompensated for it (by approxi-
mately 10%). In more detail, potential fiscal
drag, measured as the difference in the PIT
revenue to GDP ratio between Scenario 1 (No
indexation) and the Average of the Indexation
Scenarios, was estimated at 0.6 pps of GDP. Off-
set fiscal drag, measured as the difference in the
PIT revenue to GDP ratio between Scenario 1
(No indexation) and the Baseline 2023 Scenario
was estimated at 0.7 pps of GDP. This implies
that the effect of potential fiscal drag was more
than fully offset by government policies, keep-
ing tax revenue (as a percentage of GDP) con-
stant in an environment of strong inflationary
pressures and rising nominal incomes.

In parallel, the tax reforms adopted in 2019-23
led to a modest reduction in the average effec-
tive tax rate (AETR), reflecting a decrease in
the real tax burden on individuals, without
losses in tax revenue (Chart 9).% In particular,
the AETR marginally declined from 8.8% in
2019 to 8.7% in 2023 as the tax base grew faster
(7.8%) than tax revenues (6.1%). Hence, the
overcompensation of potential fiscal drag
—through the aforementioned reforms—
resulted in a reduction in the tax burden, with-
out undermining the revenue performance of
the system, which benefited from rising real
incomes. It should be highlighted that, in the
case of Greece, the offsetting of fiscal drag was
driven entirely by the restructuring of the tax
schedule and by the reductions in tax rates and
social security contributions, with no contri-
bution from indexation practices.

32 For detailed data, see Table A.7 in the Appendix.
33 For detailed data, see Table A.8 in the Appendix.



Chart 8 PIT revenues (as % of GDP) — Simulation

scenarios

Chart 9 Average effective tax rate — Simulation
scenarios
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The comparison of counterfactuals shows that
the full indexation of PIT parameters with
nominal tax base growth would almost entirely
eliminate fiscal drag, whereas keeping legisla-
tion unchanged without indexation would have
sharply raised the effective tax rates. Under
Scenario 1 (No indexation, 2019 legislation),
PIT revenues in 2023 would be 0.7 pps of GDP
higher than in the Baseline Scenario, and the
AETR would have been 0.9 pps higher, illus-
trating the full force of fiscal drag. On the
other hand, Chart 9 shows that under Scenario
4 (full indexation based on nominal tax base
growth), the AETR would be 8.9%, almost at
the observed 2019 level (8.8%). This is con-
sistent with the idea that keeping the legisla-
tion constant over time and updating param-
eters at the same rate as the growth of the

(%)
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nominal tax base achieves close to full offset-
ting of fiscal drag and keeps the effective tax

rate constant.

The distributional analysis clearly indicates
that, across all scenarios, the personal income
tax burden (as measured by the average effec-
tive tax rate) is strongly concentrated at the top
of the income distribution (Chart 10).>* In
every scenario, the average effective PIT rate
increases with income decile, remaining very
low for low-income households and rising pro-
gressively through the middle of the distribu-
tion, before peaking in the highest decile. This
pattern confirms the progressivity of the PIT
system and shows that, irrespective of the pol-

34 For detailed data, see Table A.9 in the Appendix.
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Chart 10 Average effective tax rate by income decile — Simulation scenarios
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icy configuration, higher-income earners con-
sistently contribute a disproportionately
larger share of their income in taxes. More-
over, the alternative indexation or reform
assumptions mainly affect the relative tax bur-
den of low- and middle-income groups, while
the overall contribution of top-income house-
holds remains structurally high.

Relative to 2019, the 2023 Baseline Scenario
(which represents the actual PIT policy reforms
implemented over 2019-23) redistributes the
tax burden away from low- and middle-income
households and towards the top of the income
distribution, as it leads to lower average effec-
tive tax rates for all income deciles except the
highest, with the strongest relief concentrated
in the bottom part of the distribution,® while
the top decile experiences a noticeable increase
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in its effective tax rate.>® This pattern points to
a policy choice to enhance progressivity and
mitigate fiscal drag for most taxpayers, while
relying more heavily on high-income earners.
By contrast, the counterfactual with no index-
ation (Scenario 1) results in higher effective tax
rates across all deciles, illustrating the perva-
sive impact of fiscal drag through bracket creep
and the erosion of tax credits in a high-inflation
environment. The indexation scenarios are
much more “distribution-preserving” relative
to 2019. In particular, Scenario 3 (indexation
with concurrent HICP) would imply broadly
lower effective tax rates from the middle of the
income distribution upwards, including for top
earners, suggesting a substantially stronger

35 The AETR declines by 1.4 pps and 1 pp for deciles 1 and 2
respectively.
36 The AETR increased by 1 pp for decile 10.



Table 10 Inequality, redistributive capacity and progressivity of the tax system — Simulation

scenarios (2023)

Baseline Scenario Scenario 2 Scenario 4
Gini index: tax base (pre-tax) (%) 0.3778 0.3766 0.3766 0.3766
Gini index: tax base (post-tax) (%) 0.3474 0.3500 0.3504 0.3499
A (Gini) (in percentage points) -0.0304 -0.0266 -0.0261 -0.0267
Kakwani index 0.3211 0.2817 0.2876 0.2796
Sources: EUROMOD and Bank of Greece calculations.
Notes: Y: income, L: tax legislation, SSC: social security contributions.
Baseline Scenario (tax schedule reform, tax rate reduction, SSC reduction) | Scenario 2 [Y: 2023, indexation: HICP_t-1, L: 2019] |

I Scenario 4 [Y: 2023, indexation: % A (tax base 2019-23), L: 2019].

reduction in the overall tax burden compared
with the Baseline Scenario.

Against the background of the distributional
evidence presented above, we explore the pro-
gressivity and inequality impact of the imple-
mented reforms in 2019-23. The tax reforms
implemented during the examined period — pri-
marily the restructuring of the tax schedule and
the reductions in rates — combined with social
security contributions reforms, are estimated to
have improved the redistributive capacity of the
tax system more effectively than the counter-
factual scenarios considered, thereby enhancing
the system’s progressivity and reducing inequal-
ity. The findings of the analysis (Table 10) show
that the tax policies embedded in the 2023 Base-
line Scenario lead to a greater reduction in the
Gini index (based on taxable income) compared
to all tax parameter indexation scenarios. At the
same time, the Kakwani index is comparatively
higher in the Baseline Scenario, pointing to the
enhanced progressivity of the PIT against alter-
natives.”” Increased progressivity translates into
a fairer distribution of the tax burden, as the
burden rises proportionally more for higher
incomes, thereby enhancing the redistributive
function of the tax system and contributing sub-
stantially to post-tax inequality reduction.

6 CONCLUSIONS

Fiscal drag is a critical issue for the fairness
and sustainability of tax policy, as it leads to an

increase in the tax burden without a corre-
sponding improvement in taxpayers’ ability to
pay. As such, fiscal drag has significant impli-
cations for the equitable distribution of the tax
burden — especially when incomes rise in nom-
inal terms due to inflation, without a matching
increase in purchasing power.®

The theoretical analysis shows that in 2019 the
Greek PIT system embedded a strong degree
of built-in progressivity, generating a notable
potential for fiscal drag when tax parameters
remain unchanged. The estimated tax-to-base
elasticity —around 1.8 — is broadly in line with
the euro area range and implies that PIT rev-
enues rise more than proportionally when
nominal incomes increase. The decomposition
of this elasticity reveals that the erosion of tax
credits accounts for the overwhelming share of
fiscal drag, while bracket progressivity plays a
secondary role. The analysis also highlights
substantial variation across income sources,
with self-employment and labour income
exhibiting the highest elasticities, while pen-
sions and benefits are far less affected. The dis-
tributional analysis further reveals that elas-
ticities are systematically higher among mid-
dle-income groups, indicating that bracket
creep would disproportionately raise the tax
burden for these taxpayers in the absence of
policy action. Consistent with these patterns,

37 Note that the relevant index for 2019 was 0.274 (see Table 8).

38 Due to the widespread under-reporting of income in Greece, the
observed income distribution is subject to significant uncertainty,
hampering the design and evaluation of effective policy responses.

62
Economic Bulletin 0
December 2025



a uniform rise in incomes reduces the pro-
gressivity of the PIT system but leads to a slight
decline in inequality, largely because many
low-income individuals continue to have zero
tax liabilities even after income increases.
Overall, the 2019 Greek PIT system — given its
progressive structure and the distribution of
the tax base — was structurally susceptible to
fiscal drag in the absence of indexation or pol-
icy intervention.

The empirical counterfactual analysis shows
that the policy reforms implemented in Greece
during the 2019-23 period managed to fully
compensate for the effects of fiscal drag, low-
ering the average effective tax rate while main-
taining revenue stability and reducing income
inequality, outperforming alternative counter-
factual scenarios (involving an indexation of tax
parameters). Policy measures —such as the
restructuring of the tax schedule, including
lower marginal rates at the bottom, the intro-
duction of a new low-rate bracket and the sub-
stantial reforms in social security contribu-
tions— played a decisive role in offsetting a
large part of the potential revenue gains implied
by the structure of the PIT system. The expe-
rience of 2019-23 demonstrates that the actual
impact of fiscal drag depends crucially on pol-
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icy choices: discretionary reforms —rather than
indexation— were responsible for offsetting
most of the revenue gains that could be realised
as a result of the structure of the 2019 PIT sys-
tem, thereby reducing the average tax burden.

Overall, fiscal drag can have significant effects
on tax revenue collection, average tax rates and
income distribution, with crucial implications
for inequality and optimal tax design. Given
the limited fiscal space, policymakers are
called upon to strike the right balance between
the need to ease the tax burden on taxpayers
and the goal of safeguarding tax revenues.
Quantifying fiscal drag and incorporating it
into the formulation of medium-term fiscal
strategies can enhance the accuracy of revenue
forecasts and support the design of better-tar-
geted policy interventions. At the same time,
the mechanisms through which fiscal drag
operates across the income distribution
require the adoption of tailored policy
responses. This insight is key to determining
whether indexation of tax parameters should
be pursued or not. Recent experience in
Greece shows that enhancing the progressivity
of tax policy can offset fiscal drag, while also
contributing to a fairer distribution of the tax
burden and improved tax compliance.
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APPENDIX

Table Al Income uprating 2019-23

D+2)-3)-(4)
1

4

2a

2b

2c

Source: EUROMOD.

Disposable income
Original income

Earnings

Employment: civil servants

Employment: public enterprises

Employment: private sector

Self-employment

Income of children under 16

Income from rent
Private pension

Investment income
Private transfers received

Alimony payments
Other maintenance payments

Benefits
Pensions

Means-tested benefits

Heating allowance

Minor social assistance benefits

Housing benefits

Child benefit, long-term unemployment
benefit, birth grant, lump-sum benefit for

low-paid pensioners, guaranteed minimum
income, housing allowance

Non-means-tested benefits

Non-contributory disability benefits

Education allowances for students
Minor family benefits

Sickness benefits

Minor unemployment benefits

Maternity benefits

Unemployment insurance benefit, maternity
benefit, parental benefit, lump sum support
to vulnerable population groups

Taxes

Social security contributions

Uprating per year

Wages and salaries per employee national
accounts data

Wages and salaries per employee national
accounts data

Wages and salaries per employee national
accounts data

Wages and salaries per person employed and
gross value added by sector national accounts data

Wages and salaries per employee national
accounts data

0.75 * CPI
CPI
Based on housing costs

Wages and salaries per employee national
accounts data

GDP deflator
GDP deflator

Frozen up to 2022 uprated by the average of
inflation and real income growth thereafter

As announced by the government
Frozen

Based on Social Housing Organisation (OEK)
subsidy rates

Simulated

Based on the severe disability benefit frozen
until 2022, 8% increase in 2023

Based on the scholarships provided by the State
Scholarships Foundation (IKY)

Frozen

Wages and salaries per employee national
accounts data

On the basis of unemployment assistance to the
long-term unemployed

Wages and salaries per employee national
accounts data

Simulated

Simulated

Simulated

Cumulative change
2019-23

0%
11.40%
11.40%
14.70%

11.40%

4.80%
14.20%
15.90%

11.40%

13.50%
13.50%

7.80%

198%
0%

0%

n/a

8%

0%
0%

11.40%
0%
11.40%
n/a

n/a

n/a
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Table A2.1 Share of tax base by income source — Distributional analysis (2019)

Decile of tax base Labour income Pension and benefits  Self-employment income Capital income
1 357 23.8 36.8 3.6
2 375 39.0 223 12
3 35.8 45.2 17.4 1.6
4 36.2 47.0 15.5 13
5 423 41.0 14.3 2.4
6 445 39.8 13.8 2.0
7 50.9 315 15.0 2.6
8 49.2 34.4 13.9 2.5
9 513 314 13.7 3.6
10 433 219 27.4 7.4
Total 45.0 32.5 18.7 3.8

Sources: EUROMOD and Bank of Greece calculations.

Table A2.2 Share of tax base by income source — Distributional analysis (2023)

Decile of tax base Labour income Pension and benefits  Self-employment income Capital income
1 332 27.9 354 35
2 34.6 422 215 1.6
3 334 48.3 17.2 1.1
4 38.8 45.6 14.2 1.4
5 42.1 39.0 16.6 2.4
6 45.4 39.1 135 2.0
7 51.2 30.4 15.9 2.5
8 50.6 333 13.5 2.6
9 51.8 30.0 14.7 35
10 43.6 203 29.2 7.0
Total 45.3 31.6 19.4 3.7

Sources: EUROMOD and Bank of Greece calculations.
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Table A3 Distribution of tax base and PIT liabilities across income deciles

Income decile Share of total tax base Share of total tax liability Share with zero tax liability

2019 2023 2019 2023 2019 2023
1 12 1.3 0.4 0.2 87.6 88.2
2 3.8 3.9 1.0 0.6 76.0 73.8
3 52 5.3 1.7 12 58.7 534
4 6.5 6.4 2.4 1.8 54.4 51.2
5 7.6 7.5 35 31 335 19.6
6 8.9 8.9 5.1 4.5 11.8 79
7 10.4 10.5 7.1 6.4 2.7 1.0
8 12.7 12.7 10.2 9.5 0.0 0.1
9 15.6 15.5 15.0 14.5 0.0 0.0
10 27.9 28.1 53.6 58.2 0.0 0.0
Total - - - - 32.3 29.7

Sources: EUROMOD and Bank of Greece calculations.

Table A4 Composition of tax-to-base (TTB) elasticity by income decile (2019)

Income Proportional Tax deduction/ Bracket

decile effect credit progressivity Total TTB
1 1.00 0.19 0.00 1.19
2 1.00 1.00 0.00 2.00
3 1.00 1.56 0.00 2.56
4 1.00 1.34 0.00 2.34
5 1.00 1.53 0.01 2.55
6 1.00 1.60 0.04 2.64
7 1.00 1.23 0.06 2.29
8 1.00 1.09 0.05 2.14
9 1.00 0.86 0.10 1.96
10 1.00 0.21 0.24 1.45
Total 1.00 0.65 0.16 1.80

Sources: EUROMOD and Bank of Greece calculations.
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Table A5 Composition of theoretical fiscal

drag by income decile (2019)

le A6 TTB elasticities by income source

(%)
2019 2023
Tax deduction/ Bracket b . 9 5
Decile credit progressivity Labour income 1.93 17
1 100.0 0.0 Benefits and pensions 1.16 1.04
2 100.0 0.0 Self-employment income 2.54 3.07
Capital income 2.15 2.21
3 100.0 0.0
4 100.0 0.0 Sources: EUROMOD and Bank of Greece calculations.
5 99.2 0.8
6 97.5 2.5
7 95.2 4.8
8 95.9 4.1
9 89.5 10.5
10 46.2 53.8
Total 80.3 19.7

Sources: EUROMOD and Bank of Greece calculations.

Table A7 PIT revenues (as % of GDP) — Simulation scenarios

Baseline Scenario Scenario 2 Scenario 3 Scenario 4

(tax schedule Scenario 1 [Y: 2023, [Y: 2023, [Y: 2023,

reform, tax rate [Y: 2023, indexation: indexation: indexation:
reduction, SSC No indexation, HICP_t-1, HICP_t, % A (tax base 2019-23), Avg. Indexation
Year reduction) L:2019] L: 2019] L: 2019] L:2019]  Scenarios (2, 3, 4)
2019 5.9% 5.9% 5.9% 5.9% 5.9% 5.9%
2020 6.2% 6.2% 6.2% 6.2% 6.2% 6.2%
2021 5.8% 5.8% 5.8% 5.8% 5.8% 5.8%
2022 5.5% 5.5% 5.5% 5.5% 5.5% 5.5%
2023 5.9% 6.6% 6.0% 5.8% 6.1% 6.1%

Sources: EUROMOD and Bank of Greece calculations.
Note: Y: income, L: tax legislation, SSC: social security contributions.
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Table A8 Average effective tax rate — Simulation scenarios

(%)

Baseline Scenario Scenario 2 Scenario 3 Scenario 4

(tax schedule Scenario 1 [Y: 2023, [Y: 2023, [Y: 2023,

reform, tax rate [Y: 2023, indexation: indexation: indexation:
reduction, SSC No indexation, HICP_t-1, HICP_t, % A (tax base 2019-23), Avg. Indexation
Year reduction) L: 2019] L: 2019] L: 2019] L:2019]  Scenarios (2, 3, 4)
2019 8.8 8.8 8.8 8.8 8.8 8.8
2020 7.9 7.9 7.9 7.9 79 79
2021 8.1 8.1 8.1 8.1 8.1 8.1
2022 8.2 8.2 8.2 8.2 8.2 8.2
2023 8.7 9.6 8.8 8.5 8.9 8.9

Sources: EUROMOD and Bank of Greece calculations.
Note: Y: income, L: tax legislation, SSC: social security contributions.

Table A9 Average effective tax rate by income decile — Simulation scenarios

(%)
2023-Baseline 2023-Scenario 2 2023-Scenario 3 2023-Scenario 4

Scenario (tax schedule 2023-Scenario 1 [Y:2023, [Y:2023, [Y:2023,

reform, tax rate [Y: 2023, indexation: indexation: indexation:

reduction, SSC No indexation, HICP_t-1, HICP_t, % A (tax base 2019-23),

Decile 2019 reduction) L:2019] L: 2019] L: 2019] L:2019]
1 2.8 1.4 2.9 2.9 2.8 2.9
2 23 13 2.7 24 23 2.4
3 2.9 2.1 3.4 2.9 2.8 3.0
4 33 2.6 3.8 33 3.1 3.4
5 4.0 3.4 4.6 39 3.7 4.0
6 5.1 4.4 5.8 5.0 4.7 5.1
7 6.0 5.4 6.7 5.8 5.5 6.0
8 7.1 6.5 7.8 6.9 6.6 7.0
9 8.4 8.1 9.1 8.3 7.9 8.4
10 16.9 17.9 17.9 17.1 16.8 17.2
Total 8.8 8.7 9.6 8.8 8.5 8.9

Sources: EUROMOD and Bank of Greece calculations.
Note: Y: income, L: tax legislation, SSC: social security contributions.
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