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In the run-up to the December elections to the Russian
Duma, the Fair Russia Party has begun discussions
about amending the Tax Code to reintroduce
progressive taxation of personal income and redistribute
the tax burden.

In the run-up to the December elections to the Russian
Duma, the Fair Russia Party has begun discussions
about amending the Tax Code to reintroduce
progressive taxation of personal income and redistribute
the tax burden. Several Fair Russia deputies in the
Duma recently proposed a bill that would replace the
existing 13 percent flat personal income tax rate with
progressive tax rates under the following schedule:

income of less than RUB 60,000 (approximately US
$2,300) would not be taxed;

income between RUB 60,001 to RUB 120,000
(approximately US $4,600) would be taxed at a 10
percent rate;

income between RUB 120,001 and RUB 1.2 million
(approximately US $46,000) would be subject to a 13
percent tax;

income between RUB 1.2 million and RUB 3.6 million
(approximately US $138,000) would be taxed at a 20
percent rate; and

income over RUB 3.6 million would be taxed at a 30
percent rate.

The amendments would take effect January 1, 2008.
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It appears that Fair Russia would like the legislation to
be a significant issue in campaigns for the Duma
elections and the 2008 presidential election. Some in
the party believe the change would help Russian
producers because less wealthy individuals who
normally consume goods manufactured in Russia would
benefit from the new rules and have more disposable
income to spend on domestic products.

Current Law

Many policymakers and observers have praised Russia's
Tax Code, citing its low, flat personal income tax regime.
The 13 percent rate applies to most types of income
earned by Russian tax residents. Dividends are taxed at
a 30 percent rate, and a 35 percent rate applies to
income from gambling, lotteries, insurance payments,
below-market-rate loans, and excessive bank interest
payments.

The flat personal income tax rate was introduced in 2001
as the government tried to induce individuals and their
employers to declare the full amount of individuals'
earnings. (For related coverage, see Tax Notes Intl,
Mar. 14, 2005, p. 983, 2005 WTD 50-7, or Doc 2005-
4705 [PDE].) One incentive to pay the personal income
tax was the simplification of the tax payment procedures,
as it became easier to comply with tax rules under the
flat tax rate.

The hoped-for increase in reported income was
achieved, although not to the extent initially expected by
government officials. A significant disincentive for



