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Abstract

The paper is focusing on the European Union coasttax structure changes
during the last decade. Deep economic recessiahen2009-2010 and critical
sovereign debt levels have forced the European iJaduntries rethink their tax
systems effectiveness to restore growth. One ohspects of taxation system
improvements is related with modifications in of &ructure. There is argued,
that the tax structure has an important impact esowgh. Taxes supposed not
only to facilitate smooth cross border trade aitiéds, but also should generate
proper public revenue and not to harm economic dnowrlherefore, the
Commission invites to increase quality of taxatibrough more growth-friendly
tax structure. The main purpose is to shifting taxrden from “labor to
consumption”. The paper maps structural changedaixation across the EU
countries groups. Actually the most of structurdahieges takes place in the New
Member States; at the same time the old EU countaie structure has remained
mostly unchanged. The new EU member states haveaded income taxation
burden and increased taxes on consumption.
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1 INTRODUCTION

Since the beginning, the EU tax policies have cotrated on the
“elimination of tax obstacles to all forms of crdssrder economic activity” and
“fight against harmful tax competition” (Europearor@mission 2006). In this
framework, the main activities on EU tax coordioatihas been focusing on
indirect tax harmonization, “which may create astémt obstacles to the common
market functioning” ipid.). There has been declared that there is “no fereah
across the board harmonization of Member States'systems”, but in fact,
“many tax problems simply require better co-ordmait (ibid.)

However, deep economic recession in the 2009-20dd eritical
sovereign debt levels in many EU countries havecedr the European
Commission to widen and refocusing tax policy obyes. There is a concern
that tax systems in crisis-countries are not ableilfill their fiscal tasks — collect
adequate amount of public revenues. On the othled k- EU society’s general
tax burden became a serious obstacle for econammetlg.

In the recent years, some new aspects of the EUptdicies have
emerged. The Commission invites to increase “qualittaxation” which means
that tax system should generate a proper amoupublic revenue and cause
minimal harm to economic growth (EU Commission, P&lic). One of the
aspects of taxation system quality issue is a readibn of tax structure. That
means optimal and efficient allocation of tax bur@eross various tax subjects.
The Commission invites to improve taxation througtore growth-friendly tax
structure”, which means shifting tax burden fronmab®r to consumption”
(European Commission (EU Commission, 2011c, p.4fstead of taxing labor
activities, the countries should more burden cormgion activities;
environmental resource use and housing. The EU Gssion brings out that
those taxes introduce fewer distortions and theegfmake less harm on economy
than labor and income taxes (European Commissiatt?(. 52).

Over the decades taxation studies have been focuosgdly on
individual characteristics of particular taxes. ®ontaxes - for example
consumption taxes - are efficient on revenue ctlacpurposes. Some other
taxes —e.g taxes on individual income — perform as efficieimcome
redistributors. On the growth prospective, theeagued that income taxes are
more damaging for the economic growth than propedgnsumption or
environmental taxes (Myles 2009; Johansson 2008).

Studies on taxation structures are relatively nésidfof academic
research. Formations of theoretical foundations dptimal taxation structure
were given by Atkinson and Stiglitz (Atkinson antigBtz, 1976). Later on,
several authors have widened the tax structurdestugh various related issues.
Also issues of tax compliance, productivity, incomeglistribution and other
aspects are the interest of tax mix studies (ER@t1, Martinez-Vazquez, 2010).
Various international institutions have analyzedtiroplity of taxation structure in



relations with efficient public finance and busiseycle stability point of view
(European Commission 2011; OECD 2012).

However, discussion over the efficient taxationusture should be
distinguished from the debates about individuakatiristics of particular taxes.
Theoretical and empirical studies, which demonstrarticular taxes are more
“harmful for growth” than other taxes, are not ditg functional on
implementing tax reforms. As Martinez-Vazques eagites, “..optimal tax
literature never provided quick or exact recipesbto followed... optimal tax
design requires the use of both direct and inditexés leaving open what the
optimal tax mix should be” (Martinez-Vazquez, 20f0 43). There are no
theoretical and empirical studies available, whicbvides exact proportions for
optimal tax structure.

Therefore the author shares the view that “pralctacareform requires a
balance between the aims of efficiency, equity, pdicity and revenue
raising“(Johansson 2008, p.1). Tax structure isemtcountry specific and
depends on particular circumstances and societgfeences. In this reason, the
EU Commission invitation to shift the taxation bend from “labor to
consumption” can be hardly seen as universal refopeall EU countries in
implementing their tax reforms.

In following will be studied actual changes in tatxucture across the
European Union countries during the last decade.

1.1.  Research focusand terminology

In this text the phrase “tax structure” applies tiwo aspects - particular
taxes are compared with GDP level or share of digodar tax in total tax
revenues. Such a taxes distribution (e.g. by tyalss) named as “tax mix”.

There is considered dynamics of those tax ratiossache region during
the decade. The changes of those ratios are imtetpras shifts in taxation
structure. Country’s tax structure indicates rekatdistribution of taxes into
different tax types and over taxation bases.

There are several widely recognized classificatiafistaxes -e.g
provided by OECD and the European Union (Europeam@ission 2013,
Annex B, and OECD 2012). In this text, the taxes structured on the basis of
ESA95 classification.

Structured by type, the taxes are classified asstan production and
imports (also indirect taxes); taxes on income waedlth and capital taxes (also
as direct taxes); and compulsory social securitytrdautions (shortened in text
SSC). Indirect taxes are value-added taxes (VAXgjse dutiesg.g.on alcohol
and tobacco) and other consumption related taxasalSsecurity contributions
include compulsory and voluntary payments to theiadcsecurity funds, made
both by employees and employers.



Another classification of tax structure grounds their economic
function. Here the taxes are classified by theiseb®f taxation. There are
generally four bases for taxation — consumptiomota capital and use of
environment. In large - consumption taxes are cleike indirect taxes. In turn,
labor taxes are summing up personal income taxed sorial security
contributions. Capital taxation includes taxes omfils and assets related
revenues. Characteristics of tax base provide itapbrinformation about
allocation of tax burden over society’s economitvées.

The main purpose of study is to generalize thedsai the EU countries
tax structure. The period of analyses cover y2af¥)-2011and grounds on the
data provided by thEurostat. The countries under consideration are distributed
into 3 groups. The first group (thereafter namesb #&U15 Plus) is “old” EU
members; also the group includes Malta, Cyprus3andn-EU member countries
— Iceland, Norway and Switzerland. The second grihgreafter named EU10
NM or the new EU members), consist 10 EU new merstaes from East and
Central Europe. The third group (as a control gyoingludes current EU27
member countries (thereafter named also EU27).r&ason for such a countries
separation is to demonstrate taxation particuteritof the different sets of
countries. Actually, there are significant diffeces in taxation structures
between EU15 and E10 countries groups.

12 General tax developmentsin the EU

During the last decade, the EU countries total harden (incl. SSC)
fluctuated around 40% as compared with GDP leveldxtheless, the tax burden
has declined (Figure 1). However, there are exjssignificant differences in tax
burden between old and new EU member states. IEEYE) counties, the tax
burden is 7.6 percentage points lower at the erileoperiod in comparison with
the EU15 Plus group and the difference has wideAksd, in the EU10 countries
tax burden has decreased faster than in other BEbbeiecountries.

Intuitively, there are various reasons behind el differences in the
different EU countries groups. In the new membamtes, the public sector is
smaller and less socially focused. Long-term soeigtitlements (e.g. pension
schemes and social guarantees, other) are ususdly éxpanded in those
countries. Often the EU10 countries have been fmtuwainly on economic
growth issues and enhancement competitiveness lthdag-tax business
environment. Despite the EU indirect taxation hamipation requirements have
forced increase of consumption taxation levelshim tEU10 countries; actually,
decrease of direct taxes has offset the consumpémnincrease and brought
general tax level down.



Table 1

Total taxes and social security contributions asg@age of GDP, %

Change
2000- | 2002- | 2004- | 2008- | 2010- | overthe
2001 | 2003 2005 2009 2011 | period,
% points
'(ElL)m 406 397 398 398 396 11
EL)’ 15 Plus 392 387 392 38.9 387 05
(E?})J 10NM 327 323 322 322 311 1.6
Difference
6.4 6.4 7.0 6.7 76 12
2)-3)
Max 505 487 50.7 485 483 2.2
Min 293 282 281 28.0 26.6 2.8
Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregatemnd author’s
calculations

Definitely, the tax burden depends not only fromtates, but different
elements. Tax burden depends also from countffitsency of tax
administration and tax collection capacity; froma #ixtent of shadow economy
activities and stage of business cycle — all thtbBerent factors have explicit
impact on tax burden level. Intuitively, the EUlli$countries are usually
administratively and institutionally more capaldecbllect taxes more efficiently,
than post-socialist EU member countries.

Taxation burden is also correlated with level afomes. Table 2
demonstrates the GDP differences by the countgigsips. Despite the fact that
during the period the new EU countries’ incomesehgnown faster, the income
differences remained manifold and even growingamparison with the EU15
Plus countries.



Table 2

Gross domestic produgier capitain market prices, EUR

2000- 2004- 2008- 2010- | Change over the
2001 2005 2009 2011 | period, % pointg
EU27 (1) 19400 22100 24250 24800 5 400
EU15Plus (2)] 26306 30443 33377 35018 8713
EU 10 NM (3) 486% 6960 10310 10 460 5595
Difference 21440 23483 23067 24558 3118
(2)-(3)
Max 50700 62450 74350 80 350 29 650
Min 1850 2800 4600 5000 3150
Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdnational_accounts/data/
database; Section GDP and main componearsd authors’ calculations

Society’s income level is an important factor, whitas a clear impact
on the society’s tax mix. Higher income level alfosocieties allocate higher
burden on direct taxation — e.g. personal incomésgar low income countries do.
As will be demonstrated below- lower income cowsrare using less income
and more consumption based taxation in comparisith the richer EU
countries.

2. DYNAMICSOF TAX STRUCTURE BY TAX

In the next will be followed structural compositiciaxes and its
dynamics across the EU countries (Table 3). Aéesaare split by three type of
taxes — direct and indirect taxes and social sgcurontributions (SSC).
Interestingly, in average all the tax groups caaeout equal share - around 13%
as compared with the GDP amount.

In general, during the period indirect taxes anctiado security
contributions have remained rather flat level in BsBomparisoh At the same
time, the direct taxes importance is declined 1%tpo

! The last column in the tables provides indicatbrange Change over the period in %
points). By the authors scale, the taxes change consideiteel ‘tconsiderable” if it
exceeds more than 1% poag percentage of GD& more than 2% points in case of
certain taxes shaig total taxes



EU countries tax structure, %

Table 3

Change
2000- | 2002- | 2004- | 2006- | 2008- | 2010- | over the
2001 | 2003 | 2005 | 2007 | 2009 | 2011 | period,
% points
Total
;arfjs 40.6 39.7 39.8 40.3 39.8 39.6 1.1
SsC
0,
As%ofl 154 12.7 12.7 135 12.9 12.5 1.1
. GDP
Direct
taxes In total
ntotal - 335 31.9 31.9 335 32.4 31.5 24
taxes, %
0,
As%ofl 4, 13.0 13.1 13.2 12.7 13.1 0.1
. GDP
Indirect
taxes In total
ntotall 350 327 32.9 32.7 31.9 33.0 1.0
taxes, %
As % of
opp| 129 12.8 12.8 125 12.9 12.9 0.0
SsC
Intotal | 4; 7 | 353 | 321 | 311| 325 326 0.9
taxes, %
Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregatesd author’s
calculations

To generalize, certain changes in different taxhglea as compared with

GDP have taken place. General tax level has demtea3he most observable
change is a decrease of direct tax burden shar2%pyn all taxes and 1% as
compared with GDP level. Such a decline was congtedswith less significant
increase of indirect taxes and social security rdoumtions. However, indirect
taxes cover at the end of the period the biggestestf all taxes. At the beginning
of the decade, the direct taxation burden was tjidgingher.



Diminishing trend of direct taxes — both in compari with GDP level
and in total taxation — fits with the EU taxatiowlipy goals. However, the
progress during the period is relatively slow.

In following the structural changes in taxation aomsidered by the EU
countries groups (Table 4). As presented in thietabin the new EU members
the tax burden is significantly lower than in old&d countries. What about the
tax structure differences between old and new Ethbeship countries?

Table 4
Current taxes on income and wealth (direct taxés),
2000- 2010- gvlﬂﬁg
2001 2011 period, % points

EU27 As % of GDP| 13.6 125 -1.1
1) In total taxes, ¢ 33.5 31.5 -2.0
As % of GDP 14.8 14.4 -0.5

EU 15 PIUS (2)--------=-==mmmm o mmmmmmsm o mmmm oo oo
In total taxes, 9 37.6 37.0 -0.6
As % of GDP| 7.7 6.4 -1.2

EU 10 NM  (3)--------mmmmmmm s
In total taxes, 9 23.5 20.7 -2.8
Difference As % of GDP| 72 79 07
(2)-(3) In total taxes, ¢ 14.1 16.3 2.2
As % of GDP 29.8 29.7 -0.2

Y O DS Rt R bbb ibid St
In total taxes, 9 60.0 61.3 1.3
Mi As % of GDP 6.7 4.6 -2.2

1 T S et Raan et e e R e
In total taxes, 9 19.6 17.1 -2.5

Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregades author’s
calculations

As said, during the period direct (income) taxesdbn have decreased
in the all countries groups - as compared with Gl in total taxation.
However, the most significant decline on of theedirtax burden took place in
the new member counties. The EU15 Plus countriectdiax burden remained
almost untouched.

The burden of direct (income) taxes as comparech VBDP has
remained clearly higher in the old EU15 countriegnt in the new EU10 states.
The NM10 countries collect about 8% less directtken EU15 countries do.



In the new EU member states the income tax bumdéotal taxes at the
end of the period was only 20.7% of all taxes; ret same time, the old EU
members’ income taxes covered 37% of total taxation

Differences in use of direct taxes among theugsoare also widened
during the decade; mainly due to decrease of inctawmation burden in the
NM10 countries. By the individual countries, thmmitude of taxation burden
(max-min amplitude) has also widened.

In general, those significant differences in diretation demonstrate
the principal distinction on tax burden allocatiamong the EU different
countries groups.

The higher income tax levels are correlating withhkr general income
levels (Table 2). Actually, that is a typical iretlylobal context — higher income
societies rely more on direct taxation than loweome countries do. However,
despite the NM10 countries are increasing theionme levels, they did not shift
the taxation burden more towards income taxatidm. opposite, they have
decreased income taxation burden! Therefore, tbés Eax shift away from
income taxation has taken place on the accouteoRtM10 countries mostly.

There are two main interrelated aspects, why the BU membership
countries direct taxation ratio has decreased rfalst in the old EU countries.
First, the new EU members had to harmonize thaliréet (consumption) tax
levels to the EU regulations. Explicitly, that legdto significant tax increases on
VAT and other consumption taxes. To compensatédrttrease of tax burden in
those relatively low-income societies, the persoimaome tax rates were
decreased.

Second, the concern about the countries competéae forced the new
EU10 members to make business environment moracttt through low
taxation of business or personal revenues. As doome, the governments’
increased revenues from indirect taxation, whiclovedd them to decrease
income taxation. As an outcome of lowering persamadme and profit tax rates,
the burden of direct taxation in the new EU memiedr significantly. At the
same time, the decline of direct taxation in thd BUL15 countries has been
insignificant.

Following table 5 demonstrates the dynamics ofrexditaxation across
the EU countries during the decade. In generaljrtigect tax burden has been
rather static. The only considerable change idhswith indirect taxes share in
total taxation in the EU10 countries.

At the end of the period, the indirect taxes redch®.1% as GDP level
and covered 28.7% of total taxation. The countrgggups demonstrate rather
equal level by that indicator. At the same timedurction taxation share in total
taxation is rather diverse. In the NM10 countrié® indirect taxes cover more
than 40% of total taxation, but only 31% in EU1l5mher states.



Table 5.

Taxes on production and imports (indirect taxés),

Change over

2000- 2010- the period, %
2001 2011 points

As % of GDP| 13.0 13.1 0.1
EU27 (1 N N N E
In total taxes, ¢ 28.2 28.7 0.5
As % of GDP| 13.2 13.1 -0.2
EU15PIlus (2) | ..o bl
In total taxes, ¢ 31.2 31.0 -0.2
As % of GDP 12.9 13.0 0.2
EUIONM (3) | oo b
In total taxes, ¢ 36.9 40.1 3.2
Difference As % of GDP 0.33 0.03 -0.3
(2)-(3) | Intotal taxes, % - 56| 9.0 -3.4
As % of GDP 17.1 18.2 1.1
Max L.
In total taxes, ¢ 42.3 53.0 10.7
Mi As % of GDP 10.6 10.2 -0.4
in ..
In total taxes, ¢ 24.6 24.2 -0.4

Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregates (go¥ax_ag)
and author’s calculations.

During the period, the NM10 countries have incrdasse of indirect
taxes more than 3% points. That is, decrease dfiitapce of direct taxes (-2.8%)
in those countries has replaced by the same piopdricrease of indirect taxes.
At the same time, in the EU15 Plus countries, botlirect and direct taxes
changed only slightly.

Similarly to the direct taxation, min-max amplitudé the indirect tax
burden by the individual countries has widenedrduthe period.

Table 5 demonstrates dynamics of social securibtritmtions burden.
Similarly to the indirect taxes, their level as qmared with GDP has remained
during the decade about the same level. Suchuatisib is somehow surprising
because of aging of the European societies anaasiarg demand for social
programs. On the other hand, the SSC importancetal taxes has slightly

increased.
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Table 5

Actual social security contributions, %

Change ovel
Average Average the period
2000-2001 | 2010-2011 | "o Soims'
As % of GDP|
cuzr | S%orePR 129 129 . 0.0
In total taxes, 9 31.7 32.6 0.9
As % of GDP|
EU 15 Plus () S001C0R 100l 101 0.1
In total taxes, 9 25.4 26.2 0.8
As % of GDP| -
EU0NM (3) |- S%oteoR 12al 114 - 0.7
In total taxes, 9 36.8 36.4 -0.4
Difference | A_S_ ?/_O_c_)f_(_;_l:_)ﬁ ___________ '_2_::!' ____________ '_]:::_)’ _____________ Q_'_8_
2)-(3) In total taxes, 9 -11.4 -10.2 1.2
As % of GDP 17.4 16.8 -0.6
Max PSS
In total taxes, 9 44 .4 45.4 1.0
Mi As % of GDP 1.8 1.0 -0.8
o T e e R R e
In total taxes, 9 3.7 2.2 -1.5
Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregatasd author’s
calculations.

Social security contributions as compared with GIb@ rather similar in
different EU countries groups. During the decatie, $SC (as compared with
GDP) have somewhat decreased in the NM10 courdridsremained about the
same in EU15 states. At the end of the period, difference between the
countries groups was only 1 percentage point!

In the opposite, the role of SSC in the total taisesonsiderably higher
in the NM10 countries - more than 10 percentagatpaluring the period.

In the NM10 states, the social programs provisioougds more on
individual contributions rather than a general b@se. Therefore, revenue flows
into healthcare or pension systems in the NM10 t@ms depend largely on
employees-employers contributions through the testesn. As a result, in those
countries the SSC are rather important part of ipublidgets to secure social
system stability.
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In the EU15 Plus countries the social securityesystinancing is not so
tightly linked with the certain earmarked taxesheTsocial security systems there
are funded more largely on the total tax basise &ktreme case among the EU
countries is Denmark, there SSC cover only 2% Iabaks. At the same time, the
country’s total tax burden is the highest among Ehe member states (around
50% as compared with the GDP).

3. TAXESBY THE TAXATION BASE

In following are considered structural changesha type of taxation
base or sometimes called, tax structure by econfumtions. Such a structure
combines different types of taxes under the pdegictumbrella”, which allows
bring out allocation of tax burden across differgpie of activities.

There are four main bases for taxes — consumplidoar; capital and
environment. In this text, the environmental taaes skipped as they are rather
small part of all taxes.

Taxes on labor comprise all taxes, which are didatked to wages
(e.g. income taxes), but also including compulsory dociantributions and
payroll taxes. Labor taxes are the biggest itemlldbixes; they are covering more
than half of all EU countries total taxes. Therefat is a rather natural concern
over the high level of labor taxation burden acitbgsEuropean countries.

During the period, the labor taxes have decreasedompared with
GDP, but labor taxation has increased as sharmgtaftaxation (Table 6). At the
end of the period, the labor taxes covered aboetfifth as compared with GDP
and even more, they covered 51% in total taxatimthor agrees with the EU
Commission understanding that European taxationpetitiveness depends first
of all from decreasing the tax burden on labor!

12



Table 6

Taxes on labor, %

2001 2011 ne period,
% points
As % of GDP 20.2 19.6 -0.5
EU27 [ T R e e
In total taxes, 9 50.5 51.2 0.8
As % of GDP 18.6 18.5 0.0
EU 15 Plus (2) |-=-=-===-======mommmmmmmmmmmm oo oo oo b
In total taxes, 9 46.2 47.6 1.4
As % of GDP 16.1 14.6 -1.5
OO Y ) T R e e
In total taxes, 9 49.4 46.2 -3.2
Difference As % of GDP 2.4 3.9 1.5
(2)-(3) In total taxes, 9 -3.2 1.3 4.6
As % of GDP 30.8 25.9 -4.9
Max
In total taxes, 9 61.0 56.8 -4.2
Mi As % of GDP 9.8 9.0 -0.8
in
In total taxes, 9 32.3 32.2 0.0
Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregateend author’s
calculations

As the labor use related income taxes in Europe litecreased (Table
4), the proportion of labor taxes has also deckasecompared with GDP level
(Table 6). However, the SSC importance in totahtimn has increased. The
difference between highest and lowest labor taxdéur(max-min amplitude)
diminished during the period.

The labor taxation dynamics during the period hasnbrather different
across the EU countries groups. The EU15 counitde® maintained high level
of labor taxation as compared with GDP, at the stiime labor related taxes in
the total taxation have gone up. Differently, th®1N countries have reduced
labor taxes as compared with GDP. Even more haskndd labor taxes share in
total taxation. Labor taxes share was downsizedhijmahrough the personal
income tax decreases. As an outcome, the labotidaxahare in total taxation
reached rather similar level in both EU countgesups.

In the next are considered trends on consumptigatitsn. Taxes on
consumption are defined as taxes levied on traiosecbetween final consumers
and producers and include mainly VAT and exciseiedutVery broadly,

13



consumption taxes are rather similar to indirectatmn, but include lesser
number of taxes.

As table 7 presents, consumption taxation hastgliglecreased across
the EU countries gger centof GDP, but somewhat increased consumption taxes

in total taxes.

Table 7
Taxes on consumption, %
Change over
2000- 2010- the period,
2001 2011 % points
As % of GDP| 11.3 11.0 -0.3
L A ) T e e E e R
In total taxes, ¢ 28.2 28.7 0.5
As % of GDP 11.9 11.7 -0.3
EU 15 PIUS (2) [--7==---==m=mmmmm o pmmmmmmm oo oo
In total taxes, ¢ 311 31.0 -0.1
As % of GDP 12.0 12.4 0.4
EU 10 NM (3) [--------mmmmmmmmmm o pmmmmmm oo
In total taxes, ¢ 36.9 40.1 3.2
2)-(3) In total taxes, 9 5.7 -9.0 -3.3
As % of GDP 15.7 15.0 -0.7
1 O Y Sttty Hniiieieiatets Rt
In total taxes, 9 42.3 53.0 10.7
" As % of GDP| 9.8 8.7 -1.1
10 T R R E s R
In total taxes, 9 24.6 24.2 -0.4
Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregatemnd author’s
calculations

Their dynamic pattern in different EU countries wpe copies the
dynamics of indifferent tax dynamics. During theripd, the consumption taxes
in the EU remained about the same level — bottoagpared with GDP level and
their importance in total taxation. At the sameditheir min-max amplitude as
compared with the GDP level or consumption taxestal taxation has widened.

Use of consumption taxes in total taxation in NMblintries at the end
of the period was 9 percentage points higher thahea EU15 Plus countries. The
NM10 countries have more visibly increased theipatelency from the
consumption taxes during the period. The recertialleconomic crisis hit many

14



East and Central European countries more sevehaly EU15 Plus member
countries. To cope with deterioration of publicafites, the NM10 countries
increased mostly taxes on consumption. Consumpipation share of in GDP
and in total taxation remained almost unchangetierold EU member states.

The last considered taxes are capital related tdXeble 8). That
taxation base is significantly narrower if compavith labor or consumption
taxation. However, the capital taxes are the misgtle and sensitive ones from
the point of view of countries competitiveness angstment attractiveness.

Table 8

Taxes on capital, %

Change over the
2000- 2010- period,
2001 2011 % points

As % of GDP| 8.7 7.8 -0.9
EU27 (L) --mmmmmmm b
In total taxes, 9 21.6 20.4 -1.2
As % of GDP| 8.9 8.2 -0.7
EU 15 PluS (2)f---------mmmmmmmp oo oo oo
In total taxes, 9 23.2 21.7 -1.4
As % of GDP| 4.5 4.3 -0.2
EU 10 NM (3) [--mmm-mmmmmmmm b oo b
In total taxes, 9 13.9 13.8 -0.1
Difference | As%ofGDP 43 39 04
2)-(3) In total taxes, 9 9.2 7.9 -1.3
As % of GDP| 13.4 13.5 0.1
Y = U Y i eiid I il et
In total taxes, 9 34.0 315 -2.5
Mi As % of GDP| 1.7 2.2 0.5
1 T e e B
In total taxes, 9 5.6 6.3 0.7

Source:

http://epp.eurostat.ec.europa.eu/portal/page/pdgavernment_finance_statistic
s/data/databasesection Main national accounts tax aggregatesd author’s
calculations

In average, the capital taxes cover around 8% dP @bd one fifth of all
taxes in the EU. During the decade the capitalstdraere declined in the all sets
of countries. Also is a narrower capital taxes fmam amplitude.

At the same time, there are significant differen@song the EU
countries groups in use of capital taxes. The EWPILE countries collect about
twice more of capital taxes as NM10 countries dGIDP comparison (8.2% and
4.3% respectively). Also, in the EU15 Plus coumstrabout 22% of all taxes
comes from the capital taxation. The same ratamlg about 14% in the new EU
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member states. Capital taxation remained mainly lg&el in the new EU
countries and declined rather slightly. Such aasibn once again demonstrates
different approach in allocation taxation burderoas tax bases. Then the EU15
Plus countries rely more on direct income taxatithe, new EU members are
burdening more consumption activities.

4. CONCLUSIONS

The study is motivated from the EU Commissionsiatiites and
proposals to shift tax burden away from labor texatand increase more
consumption and property taxes. The Commissionoixcerned about harmful
impact of high burden on taxes to the EU growth asampetitiveness
prospective. Therefore the paper focuses on Europé@ion countries’ tax
structure dynamics during the last decade.

In the study, the countries are distributed défergroups — as new EU
member states from East Central Europe (NM10) aondpgof countries “old”
EU countries (EU15PIus).

In the global context, the EU is still a high taxeél area (about 40% as
GDP) and during the decade, the average totalitex&éiurden has been only
slightly declined. However, the new EU member ¢das have lowered their tax
burden more than “old” Europe ones. As the EU ayerdhe main tax types -
direct, indirect and social security contributionsach cover equally about 13%
of GDP level and one third of total taxation. Imgeal, across the EU the direct
taxation has declined as percentage of GDP and detal taxation. Indirect
taxation has remained the same level in GDP cosgaribut increased in total
taxation. Social security contributions have beelatively stable during the
period.

That concerns changes in taxation structure, tlwtnahchanges take
place only in the region of the NM10 countries.the group of EU15 Plus
countries tax structure changes have been quiteeratsd and tax structure
remained rather stagnant.

The taxes on income have decreased across the éEwlapng the
period. However, the income is much heavily taxasifercentage of GDP and in
total taxation) in EU15 countries than in NM10. Tdifference has also increased
during the period.

Indirect taxes remained as the EU average abousdhee level. Such
taxes have significantly increased in the NM10 kaigdout remained about the
same in the old EU countries. The lower incomentdes use more indirect
taxes, otherwise, the higher income countriesmedye on direct taxation.
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Social security contributions across the countgiesips cover relatively
similar proportion in GDP comparison. However, 88C is representing much
higher share in the NM10 countries budgets than3RIlis countries.

All the EU countries groups are burdening laborhwiaxes rather
similarly and those taxes cover about half of allets. At the same time, the
consumption is heavily burdened in the NM10 cowstriln opposite, capital
income is much heavily burdened in the EU 15 Ptustries.

To conclude, EU15 Plus countries have been relgtiseable by the
taxation structure; the NM10 countries have visilthoved towards higher
importance of consumption and smaller use of dil@attion.
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