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Report of the Ombudsperson Institution of the Republic of Kosovo on human rights impact of fiscal and tax policy
for
United Nations Special Rapporteur on extreme poverty and human rights
Taxes
1. Is your government’s tax policy compatible with the obligation to use maximum available resources to realize economic and social rights? If not, why?  Do obstacles of a national or international nature impinge on your government’s ability to mobilize the maximum available resources through taxation?

· The fiscal policy and the fiscal system in Kosovo, taking into account the post-war period from 1999 is quite new and still unsustainable and is still confronting with the various ideas and challenges. Sometimes, these ideas coming from the countries that passed the transitional phase were copied without making a prior analyses regarding social, economic and political situation in Kosovo. 

· The Kosovo budget is collected based on the legal fiscal policy. This budget in the last 3 years is approximately 1.5 billion Euros and it is provided-collected mainly through the Customs collection points (70%), through the import, while the rest of the budget is provided through the internal tax collection by Kosovo Tax Administration. 

· This budget is mainly spent for salaries, goods and services for the employees employed in the public sector and very small amount of budget is dedicated to capital investments and for raise of social and economic welfare. Based on the above-mentioned information, the Kosovo fiscal policy is a key factor regarding budget revenues;  but it cannot fulfil satisfactorily its role regarding economic and social rights. 
2. In general, would you say that the tax regime is regressive or progressive? Why? Please provide examples (for instance: proportions of wealth, income, and consumption taxes in total revenue; distributional impacts of tax schemes between and within households, including deduction and exemptions for women, people living in poverty, single household heads, or based on marital status). What are the shares of tax revenue paid by different groups and the rate of taxation on different social groups?  

· The tax regime in the Republic of Kosovo generally is more regressive than progressive, because the budget revenues are mainly collected through the Value Added Tax (VAT), or as it is known, the tax on consumption, which is imposed in Kosovo according to the norm of 16%. This tax percentage is the same for all citizens of Kosovo without distinction for those with lower incomes and those with higher incomes, while less are charged with such tax citizens whose salaries are higher.

· The main contributors based on the groups are the following: civil servants or those employed in the public sector, private businesses, consumers, employees in the private businesses and the contributors to property tax, which is applied to all irremovable properties on the land surface or under surface. While, as regards taxes on personal incomes (salaries), the tax norms are scaled as follows: for the incomes subject to taxation from 0 to 960 euro, according to the norm 0%, for the incomes subject to taxation over 960 euro to 3,000.00 euro, according to taxation norm 4%, for the incomes subject to taxation over 3.000.00 euro to 5,400.00 euro, including here the amount of 5,400.00 euro, according to the taxation norm of (8%) of the sum over 3,000.00 euro and for the incomes which are subject to taxation over 5,400.00 euro, according to the taxation norms of 10%  of the sum over 5,400.00 euro
. 

3. What is the tax/GDP ratio of your country?  Would you say that the tax regime allows the State to: a) raise adequate resources to ensure the realization of human rights, including sustainable financing of social protection systems; b) mitigate poverty and inequalities; and c) ensure that rights of disadvantaged and marginalized individuals and groups are not disproportionately affected? Please explain. If the answer was negative, why are different rates or other types of taxes not in place?  

· Gross Domestic Product or GDP in Kosovo per capita in 2012 was 2,721 billion-euro
. Comparing with taxation for personal incomes the GDP is low, because the average salary in Kosovo is approximately 300-325 euro
. Based on the fact that the poverty in generally in Kosovo is 29.20%, the extreme poverty is 8.2%
, the protection and realization of Human Rights, through the fiscal policy is not at a satisfactory level and leaves much to be desired.
4. How does the government guarantee that the design and implementation of taxation measures, as well as monitoring of their impacts, are carried out in accordance with principles of public participation, transparency, non-discrimination and accountability? Are there special mechanisms to protect these guarantees, in particular for marginalized and vulnerable groups?
· The Government of Kosovo through the established intuitions in the capacity of mechanisms that help to guarantee implementation of transparency and accountability, attempted to somehow guarantee implementation and drafting of taxation measures. One of these mechanisms is the General Audit which functions as an independent institution and has the mandate to audit all public institutions in the Republic of Kosovo, then it is established also the Anti-Corruption Agency, and the Parliamentary Committee for Oversight of Public Finance.  

5. If the government has recently introduced tax cuts, which sectors of society have benefited most? How has your government justified any reduction in revenue, which may result from these tax cuts? What is your country’s corporate tax rate? 

· The fiscal policy and its functioning in the Republic of Kosovo after the 1999, initially has begun to function based on several Regulations of UNMIK (United Nations Mission in Kosovo), which mainly were legally adopted or adapted based on a fast-track procedures, because the taxation of businesses has begun to be implemented according to presumptive form and it continued so till 2005. 

· Taking into account that after 1999, the economy in Kosovo was almost destroyed, the reforms of this policy didn’t happen till 2005, when the norm of 20% of Tax on Profit or Tax on Corporation Incomes (TCI). 

· Another reform has been implemented in January 2009, respectively lowering the taxation norm of Tax on Corporation Incomes (TAI) from 20% to 10%
 and increase of the norm (percentage) of the Value Added Tax (VAT) from 15% to 16%
. 

· The purpose of these changes of taxation norms (on that time) was to facilitate the taxation measures for the foreign investors in order to attract them to invest in our country. 

· Notwithstanding these reforms, up to this day there were no positive changes. The foreign investors did not come to invest in Kosovo, despite the expectations and the prognoses. The main cause for such situation was and continues to be the numerous bureaucracies in the laws or fiscal policy. The most benefiters of this change were businesses that conduct various activities. The taxation norm for Tax on Corporation Incomes (TCI) since January 2009 is 10%.
6. What is the fiscal pressure on the financial sector? Would you characterize the financial sector as paying a fair share of taxes? On what basis?

· Fiscal pressure in our country may be characterized as a very high, because the budget revenues are mainly (or over 80%) collected from the businesses and from year to year the fiscal pressure is only growing. This happens due to the fact that the production sector in Kosovo is barely functioning and is not competitive with the regional market. The trade deficit of Kosovo, relation between the import and export of goods from year to year is growing. Such a relation impacts the higher pressure on the local businesses for collection of the revenues for realization of State expenditures. 

· Also in the financial sector, through the fiscal policy, the taxation system is unfair, because the taxation norms on Value Added Tax and Tax on Corporation Incomes do not vary or do not have the level of taxation norms according to economic activity, for instance: Value Added Tax with the norm 16% and Tax on Corporation Incomes with the norm 10%. All businesses pay the same tax, including small and big businesses, as well as the Societies with Limited Responsibilities and Shareholding Companies. These taxation norms are also paid by Individual Businesses, Shareholding Companies, food businesses, catering businesses, business activities providing services, production businesses, construction companies, gambling games etc. Therefore, categorization of taxpayers is unfair. Having in mind that the budget expenditures exceed over 30% of GDP, then the fiscal overburden will be created because the taxpayers are working for the State’s budget more than for their own welfare. 
7. Are there any particular industries that receive tax subsidies (for example, agriculture, and housing)? Are these subsidies related to government’s commitments to specific human rights (for example, right to adequate housing or food), or do they follow other human rights-based rationale? 

· The main sector or maybe the only sector that receives subventions is the agricultural sector, because the Government’s programme includes mitigation of unemployment and the agriculture is considered to be the only alternative which may positively impact in this respect. Subventions dedicated to agriculture are not linked very much with the Human Rights, but their main purpose it to decrease the unemployment rate and to support domestic production.
8. Has your government proposed or supported increased intergovernmental tax cooperation? What is its official position on tax havens? What is its official position on illicit flows of capital, e.g. measures to stop transfer pricing, proposals on country-by-country reporting, automatic exchange of information, disclosure of beneficiary ownership?

· No information was found. 

9. Has your government proposed or supported international tax policies such as a financial transactions tax? If so, please specify in which form. If not, please explain the nature of its objection. Do revenues from such taxes (if in place) go into general revenue or are they earmarked for specific sectors or programmes? If the latter, which programmes?

· No information was found.

10.  Is your government party to international investment or trade agreements that curtail your country’s capacity to levy taxes, or the capacity of your partner country/ies to levy taxes? Is your government party to investment contracts or concessions that restrict your government’s ability to levy taxes on certain companies or sectors? What measures (if any) were taken to mitigate impacts of these limitations on your country’s (or other countries’) ability to raise adequate resources in order to fulfil human rights obligations? 

· No information was found. 

Spending
1.  Are gender equality and economic and social rights criteria considered in budget planning and execution? If so, how are they integrated and monitored? Since when? Have you or your government been able to track the effect of these criteria? If so, what results have you obtained by applying these criteria?  

· The Government of Kosovo in February 2005 established the Gender Equality Office as a special body of the Kosovo Government. Later on, a year after, in July 2006 the Government of Kosovo decided to transform the Gender Equality Office into the Gender Equality Agency and from 1 September 2006 this Agency is functioning under the Prime Minister’s Office. 

· Gender budgeting is a new concept in Kosovo, which implies implementation of gender perspective, analyse and estimation of impact of public policies to women and men, girls and boys and to estimate the level of combating the inequalities and the fulfilment of citizens’ needs for education, employment, equal participation in labour market, decision-making and health services. 
· As regards gender budgeting, the Gender Equality Agency in 2012 undertook the initiative by discussing with all stakeholders to include an Article within the Law on Gender Equality through which the central and local institutions during the budget planning and allocation must have as a base an equal management of public finances in order to provide that women and men receive equal benefiting from the State budget, but so far, there are no new events regarding this issue.

 2. Has your government engaged, or is it planning to engage, in fiscal austerity measures, such as cutting spending on social services? If so, what safeguards did, or will, it put in place to ensure that such measures are consistent with human rights obligations? Are the cuts temporary or permanent? Are they necessary in the sense that their absence would have meant greater harm to economic and social rights of the population? Has the government identified the minimum content of rights that should not be affected? Have the cuts been accompanied by mitigating measures to ensure that vulnerable and marginalized populations are not disproportionately affected?  If yes, please provide examples of some of those measures.

· We have no information whether the Government of Kosovo is planning budget shortages due to economic crises, although there is no need to do so as today in Kosovo the issue of pensions and other social insurances has not been solved and currently there is not health care insurance. The poorest categories of Kosovo society are however living under the minimum of dignity. The only thing that the Government of Kosovo may cut at this time is the social welfare amounting to 60 Euros per month for poorest families, because there are no other expenditures for social services. 
3. What measures were put in place to ensure public participation, transparency, non-discrimination and accountability in the design and implementation of spending cuts and in the monitoring of their impacts? To what extent do these rely on disaggregated data by sex, age, income and place and up-to-date information on poverty? 

· Our institution has no information. 
4. What is the distribution of expenditure between different social groups (e.g. women-men, rural-urban, different age groups)? What percentages of the national budget does your government allocate and spend on health services, public education, and social welfare compared to military expenditure? 
· We were unable to provide information regarding budget allocation between the specific social groups (women-men, village-town, or age differences).

· The budget dedicated to health care for the year 2013 is approximately 107 million or expressed in percentage it makes 6.7% of the Kosovo budget for 2013
, for this field during the latest years no budget increases were foreseen, also middle-term expenditure frame in the 3 following years constitutes a concern, because it is obvious that the health care is not a priority for the Government of Kosovo.  
· The budget for The Ministry of Labour and Social Welfare for the year 2013 is approximately 222 million Euros, or if expressed in percentage it constitutes 14%, and from this amount of budget will benefit the following social categories: families who receive social assistance, basic pensions, pensions for persons with disabilities, war invalids, early pensions, families of civil victims of war, families under social assistance etc. 

· The budget for the Ministry of Education, Science and Technology, for the year 2013 is approximately 45 million Euros or if expressed in percentage it constitutes 2.8% of the total budget, including here all levels of education starting from the pre-school education, secondary and university education. 

· The Budget for the Ministry of Kosovo Security Force for the year 2013 is approximately 39 million Euros or expressed in percentage, it constitutes 2.5% of the budget. Comparing the above-mentioned fields and the number of affected persons, this budget is much higher comparing with other expenditures.
5. What percentage of the national budget goes to service debt? Is that level of payments consistent with the spending needed to comply with your government’s human rights obligations? 
· No information was found. 
6. What is your assessment of the Government's capacity in terms of tax collection, treasury management, budget execution, accounting and auditing?
· Fiscal evasion in Kosovo after the year 1999 and mainly during the last years is in very high dimensions and this is a consequence of smuggling, mainly in the northern part of the State, institutional inability of Kosovo Tax Administration to implement the applicable law, lack of financial police, avoiding the tax duties by the companies for their own benefit. This phenomenon has taken high and worrying dimensions and as such it impacts the Kosovo Consolidated Budget and it also brings into question the capacity of the Government regarding tax collection. During this year the Kosovo Customs, Tax Administration and the Kosovo Police have signed a Cooperation Memorandum to combat the fiscal evasion. This memorandum aims to exchanging the information between these institutions and to support each other in combating the informal economy.  

· As regards accounting and auditing, the Assembly of Kosovo regarding this field on 28 July 2011 adopted the Law no. 04/ L-014, for Accounting, Financial Reporting and Auditing, which regulates the accounting system and financial reporting of Corporations, competencies and responsibilities of Kosovo Council for Financial Reporting, requests for auditing, qualifications for professional accountants, licensing the auditors, domestic and local auditing companies. 

· While, as regards management of Treasury, within the Ministry of Finance in 1999 was established the Treasury Department. The main responsibilities of Treasury Department are set forth in the Law no. 03/L-048 on Management of Public Finances and Responsibilities. These responsibilities include: management of Consolidated Fund of Kosovo, management of bank accounts, management of fund expenditures, establishing the process of public funds collection, establishment and creation of accounting funds, preparation of financial reports and enforcement of financial rules. In generally, we can conclude that as regards salaries, the legal base is well covered and well managed. 

� Law no. 03/L-161, Article 6, on Personal Income Tax, adopted by the Kosovo Assembly on 29 December 2009.


�GDP per capita, data for the years 2011-2012, the source of information: economic statistics 2011-20012, www.esk.rks- gov.net,  (assessed on 26 November 2013).


� The average yearly incomes for the employees employed on 12 months contracts, calculated in  €, table 8, Results of Survey of the Family Economies Budget for 2012, published by the Kosovo Statistical Agency on 6 October 2013. 


� Results of survey on labor force for 2012 in Kosovo, September 2013, Source of information: Kosovo Statistical Agency.


� Law no. 03/L-113, Article 5 on the Tax on the Coorporation Incomes, adopted by the Assembly of Kosovo on 18 December 2008. 


� Law no. 03/L-114, Article 2, on the Tax on Additional Value, adopted by the Assembly of Kosovo on 18 December 2008. 


�  Law No. 04/L-165, on the Budget of the Republic of Kosovo for the year 2013,  Annex 1. Allocation for central budgeting organizations for the year (in Euros), table in page 48.
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