
 

 

The Budget Law for 

2020 modifies the tax 

system by making it 

more difficult to access 

the special regime for 

the self-employed, while 

reducing the tax burden 

on low- and middle-

wage employees, 

although details of this 

reduction still have to 

be defined. These 

measures should reduce 

the inequality of the tax 

burden among different 

occupational categories, 

but the fragmentation of 

the personal income tax 

schedule calls for a 

comprehensive reform 

of this tax regime. 
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Description 

The personal income tax schedule for 

the self-employed has been subject to 

major reforms in recent years. The 

Budget Law for 2019 (Law No. 145 of 30 

December 2018) changed the tax 

system for the self-employed in order to 

significantly reduce the tax burden on 

these taxpayers. It introduced two main 

measures: 

1) from 2019, self-employed people 

with an annual gross income lower than 

€65,000 could benefit from a favourable 

tax regime, the so-called special flat rate 

regime, with a 15% tax rate (reduced to 

5% for the first 5 years of activity); for 

purposes of comparison, before 2019 

the annual gross income threshold for 

the special regime was €30,000 for 

those aged less than 35 or a threshold 

between €25,000 and €50,000 

depending on the economic sector; and 

2) from 2020, in addition to the 

previous regime, a flat tax regime (with 

a 20% tax rate) for the self-employed 

with an annual gross income between 

€65,000 and €100,000. 

According to these rules, almost all the 

self-employed (more than 80% 

according to some estimates; Dili 2019) 

would not be subject to the ordinary 

personal income tax regime (the Irpef, 

with progressive tax rates by income 

brackets), but instead would be subject 

to these much lower and proportional 

tax rates. By way of comparison, all 

employees are subject to the ordinary 

personal income tax regime with the 

following tax rates: 23% for annual 

gross incomes up to €15,000; 28% for 

the share of gross income from €15,000 

to €28,000; 38% for the share of gross 

income from €28,000 to €55,000; 41% 

for the share of gross income from 

€55,000 to €75,000; and 43% for the 

share of gross income above €75,000. 

However, the 2020 Budget Law (Law No. 

160 of 27 December 2019) reduces the 

scope of this special flat tax regime. 

First, it abolishes the originally planned 

introduction of the flat tax regime for the 

self-employed with an annual income of 

between €65,000 and €100,000 (see (2) 

above). Second, it establishes stricter 

eligibility requirements for the special 

flat rate regime for self-employed people 

earning less than €65,000. The following 

groups will now be excluded: i) 

individuals having a yearly employment 

income of more than €30,000 in addition 

to their self-employment income; and ii) 

those who have incurred more than 

€20,000 per year expenses related to 

their self-employment activity. 

Importantly, in addition to measures 

concerning the self-employed, the 2020 

Budget Law also allocates €3 billion for 

2020 and €5 billion for 2021 to reduce 

the tax burden on labour in favour of 

employees.  

Decree No. 3 of 5 February 2020 

extends, from 1 July 2020, the 

generosity and coverage of the so called 

“€80 Bonus” (introduced by law No 

190/2014). This bonus is a permanent 

deduction applied to employees’ 

personal income tax, consisting in a 

monthly bonus of €80 on earnings 

between €8,174 and €24,600 per year, 
with progressive reductions for earnings 

between €24,600 and €26,600. The new 
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and possibly more importantly, the 

monthly bonus is not paid to those 

individuals whose annual earnings 

are below the “no tax area” 

threshold - i.e. those individuals 

with earnings below €8,174 (the 

so-called incapienti) – with, 

consequently, regressive effects. 

Third, because of the recent 

reforms, the personal income tax 

regime in Italy has become even 

more complex and fragmented, 

further increasing the need for a 

comprehensive reform of the entire 

personal income tax system. 
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measure increases the monthly 

bonus to €100 for those earning up 

to €28,000 per year. Furthermore, 

a new specific deduction from 

personal income tax was 

introduced for those earning 

between €28,000 and €35,000. 

This tax exemption increases by 

€80 net the monthly wage of those 

earning between €28,000 and 

€35,000, while the monthly tax 

exemption is gradually reduced to 

zero for those with annual earnings 

between €35,000 and €40,000.  

It should be mentioned that the 

recent decrees adopted to tackle 

the consequences of the COVI-19 

pandemic have not affected these 

measures. 

 

Outlook and 
commentary 

The 2019 Budget Law introduced a 

special tax regime for the self-

employed with a view to reducing 

their overall tax burden and 

incentivising tax compliance. At 

the same time, it created some 

marked distortions, in particular: 

• horizontal inequity between 

employees and most self-

employed, who are subject to a 

different tax regime; 

• horizontal inequity among 

the self-employed, between those 

who may or may not benefit from 

the special regimes (the ordinary 

personal income tax regime 

currently applies to the self-

employed with an income above 

€65,000, and this threshold was 

expected to increase to €100,000 

as from 2020 according to the 

2019 Budget Law); 

• a reduction in the 

progressivity of the tax system, 

since the large majority of self-

employed are subject to a 

proportional tax rate; 

• serious distortions of choices 

to be made by individuals who, 

when working as employees, might 

decide to switch from employment 

to self-employment in order to pay 

fewer taxes and, when working as 

self-employed, may decide to have 

an income no higher than €65,000 

(thus creating strong incentives 

not to expand their activity, or to 

underreport income); and 

• an incentive for employers to 

hire employees through bogus self-

employment arrangements to 

reduce labour costs;  

• a drop in public revenues due 

to the lower tax rates on self-

employed incomes (Dili 2019).  

As pointed out, some of the new 

provisions included in the 2020 

Budget Law softens the impact of 

the 2019 reform, without however 

eliminating in most cases the 

discrepancies in tax burdens 

between the self-employed and 

employees. Hence, several 

problems remain. First, pensioners 

are not covered by the measures 

aiming to reduce the tax burden, 

with the risk of creating unequal 

treatment between the active and 

non-active population. Second, 
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