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Preface

PREFACE

This is the fourth issue of "Taxation Trends in the European Union', an expanded and improved version of a previous
publication, 'Structures of the taxation systems in the European Union'. The objective of the report remains unchanged:
to present a complete view of the structure, level and trends of taxation in the Union over a medium- to long-term

period.

Taxation is at the heart of citizens' relationship with the State. Not only government experts and academics, but also
citizens regularly address us questions about taxation levels in the EU and on how Member States compare with each
other; this report, which is published annually, is one way of answering these questions. In drafting it, much effort has
been devoted to making sure that the data it contains are computed on the basis of a methodology allowing full cross-
country comparability. This methodology has been developed jointly by statisticians from Eurostat and economists from
the Directorate-General for Taxation and the Customs Union, who have drafted the report. Experts from national
Statistical Offices and from the Ministries of Finance of all countries covered have actively contributed to the report by
supplying data and insightful comments; we would like to express our thanks for their suggestions and help, without

which it would not have been possible to produce the report.

As has been the custom over the last years, a number of additions have been made, making the report even richer. This
year's edition introduces data series on cyclically adjusted total tax revenues, complementing the detailed analysis of
nominal tax revenues. Observed tax revenues are substantially influenced by cyclical variations of economic activity.
Hence, filtering out, to the extent possible, the impact of cyclical - and hence temporary - factors from permanent
developments reveals important information to analysts and policy makers. This information is particularly useful when

economic activity, as is the case now, is subject to wide swings.

Another improvement concerns the data on VAT rates: until now, the report included only data for the current year; in
this edition coverage has been extended backwards until 2000. Furthermore, in light of the possible accession of Iceland
to the EU, the coverage of the report was extended to Iceland. Finally, the table introduced last year, synthesising, for
each Member State, the measures taken in the tax domain to counteract the global financial crisis has been enriched
considerably. It now comprises not only a complete listing of the tax measures taken since the end of 2008 in reaction to

the crisis, but also a quantification of the budgetary impact of these measures.

Besides an analysis of revenue trends, the report includes a sketch of the main characteristics of each Member State's tax
system. Since last year, the information can be complemented by a full listing of revenue by tax, the National Tax List, at
the most disaggregated level available, accessible free of charge from the report's web page

(http://ec.europa.eu/taxtrends). Finally, the "Taxes in Europe' database (http://ec.europa.eu/tedb) contains detailed and

updated information on the 650 most important taxes in force in the EU Member States.

Walter Deffaa Walter Radermacher
Director-General Director-General
Directorate-General for Taxation and Customs Union Eurostat
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Origin of this report

Origin of this report

"Taxation trends in the European Union' is the result of cooperation between two Directorates-General of the European
Commission: the Directorate-General for Taxation and Customs Union (DG TAXUD) and Eurostat, the Statistical
Office of the European Communities. The national accounts data collected from the national statistical offices by
Eurostat were processed and analysed by DG TAXUD staff.

For some indicators, additional estimates provided by experts from national tax departments, consulted in the context of
the Working Group on the Structures of the Taxation Systems run by DG TAXUD, have been used. The Commission
staff wishes to thank the Working Group experts for their very helpful oral and written contributions. Nevertheless, the
Commission Services bear sole responsibility for this publication and its content. This report does not necessarily reflect

the views of the tax departments in the Member States.

Any questions or suggestions relating to the analysis should be addressed to:

Jean-Pierre De Laet, Head of the unit 'Economic analysis, evaluation & impact assessment support’
European Commission, DG Taxation and Customs Union

B-1049 Brussels

taxud-structures@ec.europa.eu

Language and dissemination

'Taxation trends in the European Union' is available in English only. The publication can be downloaded free of charge
from the websites of the Directorate-General for Taxation and Customs Union (http://ec.europa.eu/taxtrends) or
Eurostat (http://ec.europa.eu/eurostat). The paper version can be purchased from any of the sales outlets listed on the

website of the Publications Office of the European Union (http://publications.europa.eu).
Additional information

The National Tax Lists for almost all EU countries, showing tax revenues for all major taxes, has been published online,
replacing and augmenting the List of Taxes contained up to the 2008 edition of this report (see NTL at:
http://ec.europa.eu/taxtrends). Readers interested in taxation may also find detailed information on the legal form and
revenue of the taxes currently in force in the EU Member States in the ‘Taxes in Europe' database

(http://ec.europa.eu/tedb).
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Introduction

Introduction

This publication presents time series of tax revenue data from National Accounts for the twenty-seven Member States
Norway, and - for the first time - Iceland. It provides a breakdown of taxes according to different classifications: by type
of taxes (direct taxes, indirect taxes, social contributions), by level of government, and by economic function

(consumption, labour, capital). It also compiles data for the sub-group of environmental taxes.

The breakdown of tax revenue data computed in percentage of GDP provides indicators of the tax burden and of the
structure of taxation in the different Member States, as well as developments over time. As the interpretation of the tax-
to-GDP ratio as an indicator for the tax burden requires additional information, cyclically adjusted tax revenues are
provided, an economic classification of taxes has been developed and implicit tax rates (ITR) have been computed for the
different economic functions. ITRs measure the effective average tax burden on different types of economic income or

activities; in each case, the ITR expresses aggregate tax revenues as a percentage of the potential tax base.

Tax revenues as broken down by types of taxes and by level of government are aggregations of the common national
account categories of taxes. These are directly available from the national accounts provided by Member States to
Eurostat and follow the classification prescribed by the 'European System of Accounts' (ESA95)(').The economic
classification of taxes and the categorisation of energy taxes is not standard and is computed specifically for the
publication 'Taxation trends in the European Union' using more detailed tax revenue data provided by the Member
States. The corresponding implicit tax rates require additional assumptions and calculations. Ministries of Finance in the
Member States have in particular helped to produce the data required for these computations. The publication gives a

comprehensive overview of the methodology and data used for this purpose.

This edition of the publication 'Taxation trends in the European Union' covers the 1995-2008 period, corresponding to

the years for which national accounts data are generally available in the ESA95 format.

The publication is divided into three parts. Part I reviews the major trends and developments in taxation in the Union,
putting it into perspective with economic activity. Part II presents the economic classification of taxes and conducts a
comparison of implicit tax rates between Member States. Part III contains 29 country chapters, which review the main
trends in the development of the overall tax burden and give an overview of the tax system and of the main recent policy
changes. The table of statistics provided for each country contains four blocks of data: A - Structure of revenues in % of
GDP, including cyclically adjusted tax revenues; B - Structure according to level of government in % of total taxation; C -
Structure according to economic function in % of GDP, including the sub-group of environmental taxes; D- Implicit tax

rates.

Annex A presents the same data organised differently: each table presents a single tax category, in % of GDP or in % of
total taxes, or an implicit tax rate, for all years and Member States for which they are available together with arithmetic or
weighted EU averages. Annex B describes the methodology employed in calculating the ratios included in Annex A, the
sources used for the tax revenue data and the methods employed by the Ministries of Finance and the Commission
Services to allocate the revenue of the personal income tax to labour, capital or other sources of taxable income. The lists
of all taxes for which revenue data were submitted by the Member States and their respective allocation to the different
economic functions and environmental tax categories can be found on the European Union's Europa website:

http://ec.europa.eu/taxtrends.

() European Commission (1996).
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Main Results

TAXATION TRENDS IN THE EUROPEAN UNION
2010 EDITION

Main Results
Introduction

This year's edition of the Taxation trends in the European Union appears two years from the start of a global recession
that, in Europe, has led to the strongest slump in post-war economic history. The effects of the global economic and
financial crisis have hit the EU with increasing force from the second half of 2008, which is the last year for which we
possess tax revenues data with the high level of disaggregation needed for the purposes of this report. This means that our
revenue data refer only to the beginning of the recession, and not to its entire development. Developments in 2008 were
also marked by the circumstance that many countries still recorded satisfactory growth in the first six months of 2008, so
that the year as a whole is made up of two rather uneven halves. Nevertheless, as we shall see, the recession had a clear
impact on revenues already in 2008, not only on capital taxes (typically highly sensitive to the pace of growth), but also
on consumption taxes, which are usually expected to be somewhat more resilient in a slowdown; in particular,
consumption tax revenue shrunk more than the volume of consumption itself. The overall revenue impact was a decline
by 0.4 percentage points of GDP, compared with the year before, for capital taxes, while revenue from consumption taxes
contracted by 0.3 points of GDP.

The report takes stock of the wide range of tax policy measures enacted by EU governments in response to the crisis, up
to spring 2010. These measures are described in detail in the Country Chapters; in addition, an overview and a complete
list are presented at the end of this section. In this edition, thanks to the input from the delegates of the Working Group

on the Structures of Taxation, it was possible to quantify the budgetary impact of the most important policy measures.

We shall focus on the latest developments in the second part of this chapter, after sketching out the structural

characteristics of the EU Member States' tax systems.
The EU is a high tax area — on average

The European Union is, taken as a whole, a high tax area. In 2008, the overall tax ratio, i.e. the sum of taxes and social
security contributions in the 27 Member States (EU-27) amounted to 39.3 % in the GDP-weighted average, more than
one third above the levels recorded in the United States and Japan. The tax level in the EU is high not only compared to
those two countries but also compared to other economies in general; among the major non-European OECD members,
only New Zealand has a tax ratio that exceeds 34.5 % of GDP(*). As for less developed countries, they are typically

characterised by relatively low tax ratios.

The high EU overall tax ratio is not new, dating back essentially to the last third of the 20th century. In those years, the
role of the public sector became more extensive, leading to a strong upward trend in the tax ratio in the 1970s, and to a
lesser extent also in the 1980s and early 1990s. In the late 1990s, first the Maastricht Treaty and then the Stability and
Growth Pact encouraged EU Member States to adopt a series of fiscal consolidation packages. In some Member States,
the consolidation process relied primarily on restricting or scaling back primary public expenditures, in others the focus
was rather on increasing taxes (in some cases temporarily). At the end of that decade, a number of countries took
advantage of buoyant tax revenues to reduce the tax burden, through cuts in the personal income tax, social security

contributions, but also in the corporate income tax.

() See OECD (2009).
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The overall tax ratio decreased from 2000 onwards, but, on average, only for a couple of years. Owing at least partly to the
need, in several countries, to reduce the general government deficit, efforts to cut taxes permanently petered out
gradually. Indeed, overall tax ratios, which had been declining from 1999 to 2002, picked up again on average until 2007.
Cyclical factors, however, contributed significantly to this development; growth slowed in the years immediately after
2000, reducing tax revenue, whereas from 2004 onwards, growth in the EU accelerated again; once the impact of the
business cycle is stripped out, data suggest that there was no structural increase in the overall tax ratio, but rather a
stagnation lasting from 2002 to 2006. The increase in the tax ratios in that period seems therefore mainly attributable to

the stronger GDP growth, rather than to tax increases.

Despite the high average level of the overall tax ratio, eleven Member States display ratios below the 35 % mark,
highlighting that differences in taxation levels across the Union are quite marked; the overall tax ratio ranges over more
than twenty points of GDP, from 28.0 % in Romania to 48.2 % in Denmark. In other words, the tax burden in the
highest-taxing EU Member State is over 70 % higher than in the least taxing one.

These large differences of course depend mainly on social policy choices like public or private provision of services such
as old age pensions, health insurance and education, on the extent of public employment, or of State activities, etc..
Technical factors also play a role: some Member States provide social or economic assistance via tax reductions rather
than direct government spending, while social transfers are exempted from taxes and social security contributions in
some Member States but not in others. It should also be highlighted that the GDP value, that constitutes the denominator
of the overall tax ratio, includes estimates of production by the informal sector (the 'grey’ and 'black’ economy); so that

not only low taxes, but also high tax evasion can result in a low overall tax ratio.

As a general rule, tax-to-GDP ratios tend to be significantly higher in the old EU-15 Member States (i.e. the 15 Member
States that joined the Union before 2004) than in the 12 new Members; the first seven positions in terms of overall tax
ratio are indeed occupied by old Member States. There are exceptions, however; for example, Ireland's and Greece's tax
ratios are amongst the lowest in the EU; the Spanish overall tax ratio, having dropped by some four points in 2008, is now
relatively low too, ranking just above Greece's. Consequently, since the euro area (EA-16) is mostly composed of old
Member States, it shows a slightly higher overall tax ratio than the EU-27 (about half a percentage point difference in the

arithmetic average).

Despite these large differences, over the last years, until 2007 the overall tax ratio tended to converge. The ratio between
the standard deviation and the mean of the overall tax ratios declined from 2001 to 2007; also the gap between the highest
and the lowest overall tax ratio showed a similar trend. In 2008, however, tax ratios diverged again slightly, possibly

owing to the rather different extent of the slowdown within Member States.
Overall tax ratios declined markedly in 2008

In 2008, under the impact of the recession, the overall tax ratio broke with the increasing trend registered in the previous
four years and posted a relatively marked decline (0.4 points of GDP). Nevertheless, this decline only brought back the
ratio to its 2006 level, given that in 2007 the tax ratio had also increased by 0.4 points. In the longer term comparison, the
current level of the total tax-to-GDP ratio in 2008 was slightly below the 2000 level.

In 2008, the effect of the crisis was more strongly felt on the expenditure side than on the revenue side, probably because
of the adoption of spending programmes aiming to pre-empt the impact of the crisis. In all but four Member States the
general government balance deteriorated, while in nine countries revenues increased from 2007 (as a share of GDP). By
and large however, the year 2008 was characterised by a fairly general decline in tax revenue, with marked differences in
its extent as some countries saw strong drops (e.g. Spain, Bulgaria, Cyprus, Ireland), while in most others the effect was

more limited.
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The growth picture deteriorated especially in the second half of 2008, so that although the real growth rate plunged by
over two points, to 0.8 %, in the EU-27 weighted average, several countries were still able to post fairly good average
growth for the year as a whole. For instance, Romania, Bulgaria and Slovakia all recorded real GDP growth rates in excess
of 6 %, and one third of Member States achieved GDP growth rates greater than 2 %. On the other hand, other countries
were already hard hit in 2008: Latvia's, Estonia's, and Ireland's economies all contracted by 3 % or more already in 2008,
while in other three countries GDP shrank by a more limited extent. Given the dependence of tax revenues on growth,
this differentiated picture helps explaining the increase in the divergence of the overall tax ratio in 2008. Overall, almost
one third of EU Member States posted an increase in the tax ratio, another third posted a decline exceeding half a point

of GDP, and the remainder showed more limited declines.

As for future trends, the spring 2010 EU Commission forecasts project the EU-27 general government revenue as a
percentage of GDP, a measure that is different but closely related to the overall tax ratio, to remain well below 2008 levels
(by three quarters of a point of GDP, in the weighted average), over the entire projection period until 2011, as low growth
takes its toll and governments are keen to maintain favourable conditions for the recovery to restart. However, in the
longer term, the accumulation of debt by Member States leads to expect that governments will strive to gradually
consolidate their budgets, so that the room for tax cuts will be limited. In addition, EU general government expenditure
has increased considerably: from 2007 to 2010, according to the same forecast, it has risen by more than five points of

GDP, surpassing the 50 % mark. The expenditure ratio is expected to start declining only in 2011.
Weight of direct taxation typically lower in the new Member States

Taxes are traditionally classified as direct or indirect; the first group as a rule allows greater redistribution as it is
impractical to introduce progressivity in indirect taxes. Therefore, the recourse to direct taxes, which are more 'visible' to
the electorate, tends to be greater in the countries where tax redistribution objectives are more pronounced; this usually
results also in higher top personal income tax rates. Social security contributions are, as a rule, directly linked with a right
to benefits such as old age pensions or unemployment and health insurance; in theory, a strict application of actuarial
equivalence would preclude redistribution, but in practice the modalities for calculating contributions and benefits allow

considerable leeway in this respect and the situation is quite diversified among Member States.

Generally, the new Member States have a different structure compared with the old Member States; in particular, while
most old Member States raise roughly equal shares of revenues from direct taxes, indirect taxes, and social security
contributions, the new Member States, with the notable exception of Malta, typically display a lower share of direct taxes
in the total. The lowest shares of direct taxes are recorded in Bulgaria (only 21.0 % of the total, still markedly up from
16.9 % in 2005, Slovakia (only 22.1 % of the total), and the Czech Republic (23.8 %). One of the reasons for the low direct
tax revenues can be found in the generally more moderate tax rates applied in the new Member States on the corporate
income tax and on the personal income tax. Several of these countries have adopted flat rate systems, which typically

induce a stronger reduction in direct than indirect tax rates.

Also among the old Member States (the EU-15) there are some noticeable differences. The Nordic countries as well as the
United Kingdom and Ireland have relatively high shares of direct taxes in total tax revenues. In Denmark and, to a lesser
extent, also in Ireland and the United Kingdom the shares of social security contributions to total tax revenues are low.
There is a specific reason for the extremely low share of social security contributions in Denmark: most welfare spending
is financed out of general taxation. This requires high direct tax levels and indeed the share of direct taxation to total tax
revenues in Denmark is by far the highest in the Union. Among the old Member States, the German and French tax
systems represent in this respect the opposite of Denmark’s with high shares of social security contributions in the total

tax revenues, and relatively low shares of direct tax revenues.
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Downward trend in top personal income tax rates since 1995

Currently, the top personal income tax (PIT) rate amounts to 37.5 %, on average, in the EU. This rate varies very
substantially within the Union, ranging from a minimum of 10 % in Bulgaria to a maximum of 56.4 in Sweden, as
Denmark, which levied the highest PIT maximum rate until last year, has cut it to 51.5 %. As a rule, as has been the case
in recent years, the new Member States, with the exception of Slovenia and Hungary, display below-average top rates,
while the highest rates are typical of Member States with the most elevated overall tax ratios, such as the Nordic
countries, although the Netherlands show the third highest top personal income rate while ranking 15" in terms of the
tax ratio (excluding social security contributions). The lowest rates are found in Bulgaria, the Czech Republic and
Lithuania. In the latter two the overall tax ratio (excluding SSCs) is among the lowest in the Union, which is however not

really the case in Bulgaria.

For the first time in several years, the top PIT rate has increased, on average, in 2010, despite the sizeable Danish cut, as
several EU Member States enacted increases (the UK introduced a new 50 % rate, ten points higher than the previous
maximum, but Greece and Latvia too hiked their top rates). It is plausible to attribute this reversal to the effect of the
economic and financial crisis as until this year, there had been a clear, steady and widespread downward trend in the top
rate. From 1995 to 2009, almost all EU Member States cut their top rate, with only three keeping it unchanged (Malta,
Austria and the United Kingdom) and one (Portugal) increasing it slightly. Even taking into account the subsequent 0.4
average rate increase in 2010, all in all, the EU-27 average has gone down by 9.9 percentage points since 1995,
accelerating after 2000. The post-2000 acceleration is most noticeable in the Central and Eastern European countries,
with the biggest cuts having taken place in four countries that adopted flat rate systems, Bulgaria (- 30.0 percentage
points), the Czech Republic (- 17.0), Romania (- 24.0) and Slovakia (- 23.0); the acceleration was, however, visible also
in the old EU Member States. One should nevertheless note that the increase in the average in 2010 is due to sizeable
hikes in a small number of countries, while the overwhelming majority of Member States, including several that have

been amongst the strongest hit by the crisis, have kept their top PIT rate constant.

Lower PIT top rates do not necessarily imply a trend towards lower PIT revenues, because in systems with several tax
brackets, the percentage of taxpayers taxed under the highest rate is typically quite limited. In addition, changes in the tax
threshold can have important effects on the tax liability, even at unchanged rates; for example, in 2009, Austria increased
the threshold for the top 50 % bracket by around 18 %, reducing the tax liability, but this is not visible when looking only
at the rate. Several countries, however, have moved towards systems with fewer brackets, or to flat rate systems, which are
characterised by a single PIT tax rate, so that any reduction is immediately reflected in the tax revenue. Furthermore, cuts
in the top PIT rate typically do not occur in isolation, but are part of balanced packages which may include tax reductions

for lower-income taxpayers or measures to offset the loss of revenue.

The Taxation Trends report for the first time this year lists those Member States that have adopted flat PIT tax systems
(see Table II-3.2) with the respective rate level and date of adoption. As of 2010, these Member States comprise Bulgaria,
the Czech Republic, Estonia, Latvia, Lithuania, Romania, and Slovakia. As can be seen, all flat rate systems in the EU were
introduced by new Member States, the latest two being Bulgaria and the Czech Republic in 2008. All of these show a
lower than average revenue from the PIT, although the distance from the EU mean value is not very marked for the three
Baltic States.

Corporate income tax rates continue their rapid decline throughout the EU

Similarly to the trend recorded for the PIT, since the second half of the 1990s, corporate income tax (CIT) rates in
Europe have been cut forcefully, from a 35.3 % average in 1995 to 23.2 % now. Unlike the case of the PIT, this trend has
not been interrupted by the financial crisis, on the contrary a few Member States introduced further cuts in 2010 (the

Czech Republic, Greece, Lithuania, Hungary, Slovenia) and none increased them.
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Although the downward trend has been quite general, corporate tax rates still vary substantially within the Union. The
adjusted statutory tax rate on corporate income varies between a minimum of 10 % (in Bulgaria and Cyprus) to a
maximum of 35.0 % in Malta, although the gap between the minimum and the maximum has shrunk since 1995. As in
the case of the personal income tax, the lowest rates are typical of countries with low overall tax ratios; consequently, the
new Member States generally figure as having low rates (with the noteworthy exception of Malta, which is also the only
Member State that has not changed its CIT rate since 1995). The reverse is, however, not true: unlike the case of the
personal income tax, the two Member States with the highest tax burden, Denmark and Sweden, display corporate tax
rates that are not much above the average. This is linked to the adoption by these countries of Dual Income Tax systems,

which by their very nature tax capital income at a moderate rate.
Trend towards more funding to local and regional authorities continues

In 2008 about 60 % of the 'ultimately received' aggregate tax revenue in the EU-27 (including social contributions) was
claimed by the central or federal government, roughly 30 % accrued to the social security funds, and around 10 % to local
government. Less than 1% of revenue accrues to the institutions of the European Union. There are considerable
differences in structure from one Member State to another; for instance, some Member States are federal or grant regions
a very high degree of fiscal autonomy (Belgium, Germany, Austria, Spain). In the United Kingdom and Malta, the social
security system is not separate from the central government level from an accounting viewpoint, whereas in Denmark

most social security is financed through general taxation.

The share of sub-federal revenue (defined as municipalities plus the state level where it exists) varies from less than 1 % to
just over one third of the total. Sweden, Spain, Germany, and Belgium in particular show high shares of total taxes
received by the non-central authorities. At the other end, this share is just around 1 % in Greece and Cyprus, while in
Malta local government does not receive directly any tax funds. As for the share of revenue accruing to social security
funds, the highest values in the EU are reported by France and Slovakia. The amount of the ultimately received shares of
revenue, however, is a very imperfect indicator of fiscal autonomy, as a given government level may be assigned revenue

streams which it has little legal authority to increase or decrease.

In several EU Member States decentralisation has been an important feature for several years already. Accordingly, data

show that the share of total tax revenue accruing to state and local government has been gradually increased.
Consumption taxes: a long rise in most Member States was reversed by a sharp drop in 2008

Data for the ITR on consumption, our preferred measure of the effective tax burden, show that effective taxation of
consumption, which had been on an uptrend since 2001, dropped sharply in 2008. The EU-27 arithmetic average
declined by 0.7 percentage points that year, the sharpest fall in a single year on record. Nevertheless, given the previous

relatively strong growth since 2001, the indicator still exceeds its 2000 level by 0.6 points in 2008.

The downward trend in 2008 was quite broad; compared with the year before; the ITR has fallen in 22 countries. In three
cases (Germany, Luxembourg and Slovenia) the indicator increased very marginally, while in Austria and Sweden the
increase was relatively marked, about half a percentage point in both cases. Estonia and Ireland experienced the greatest

decrease at over 2.5 points.

This sharp and broad drop cannot be attributed to declines in VAT rates, as only Portugal cut rates in 2008 (VAT is the
most important consumption tax), and seem therefore rather attributable to the first effects of the crisis on consumption
behaviour. The extent and rapidity of this development is striking given that the ITR on consumption should arguably,
by construction, show a lesser susceptibility to cyclical developments than other ITRs (it is unaffected by the corporate
losses cycle and by bracket drift, at least under homothetic consumption preferences). The sharpness of the drop is

therefore probably the result of a combination of factors, such as a shift in consumption patterns towards primary goods,
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typically subject to lower VAT rates, or involuntary inventory build-ups by businesses, which due to the severity of the
downturn at the end of 2008 might have led to significant VAT refunds by tax administrations.

Although VAT yields the bulk of consumption tax revenue, a decomposition of the ITR on consumption in its
constituent elements reveals that the role played by taxes other than VAT is not negligible; taxes on energy (typically,
excise duties on mineral oils), and on tobacco and alcohol together make up, on average, around one quarter of the
revenue from consumption taxes. The differences in consumption of excisable goods are such that their revenue effects
go well beyond the spread in tax rates: in % of GDP Bulgaria raises from alcohol and tobacco excises almost six times as

much revenue as the Netherlands.

The comparison between the standard VAT rate and the VAT component of the ITR on consumption also highlights the
significant differences amongst Member States in the extent of exemptions (either in the form of base reductions or of
reduced rates) from VAT; in some Member States, their impact on the ITR is only equivalent to a couple of percentage

points, but at the other extreme the impact reaches about 10 percentage points.
Labour taxes: slight decline since the turn of the century, but mostly concentrated in the new Member States

Despite a wide consensus on the desirability of lower taxes on labour, the levels of the ITR on labour confirm the
widespread difficulty in achieving this aim. Although the tax burden on labour is off the peaks reached around the turn of
the century, the downward trend essentially came to a halt in the euro area as several countries witnessed increases in the
last few years. Unlike for the ITR on consumption, the crisis did not induce any visible reduction of the ITR on labour in
2008, possibly because of the tendency for labour markets to lag behind cyclical developments. The EU-25 average
remained constant and the euro area even recorded an increase in the ITR on labour, so that the marginal (0.1 percentage
points) decline in the adjusted EU-27 average were solely due to reductions in Romania and Bulgaria. Overall, the ten
Central and Eastern European Member States that acceded to the EU in 2004 and 2007, show a much stronger decline
than the arithmetic EU-27 average: the average in these Member States has gone down by about 3.3 percentage points
since 2000, while the EU-27 average decreased by only 1.7 points. As a result, the average of the new Member States is
now, at 31.7 %, below the EU-27 average of 34.2 %; in 2000, the respective figures were 35.0 % for these Member States
and 35.8 % for the EU-27.

Looking at a country-by-country breakdown, the highest reductions in the ITR on labour have taken place in Bulgaria,
Latvia and Lithuania (all above 8 percentage points), as well as in Denmark, Estonia, Romania, Ireland, Sweden, Slovakia
and Finland; it is quite interesting to note that all three Nordic Member States, which are characterised by a high overall
tax ratio, have in recent years striven forcefully to bring the tax burden on labour closer to the EU average. On the other
hand, the ITR increased markedly in Cyprus, Portugal and Greece, but in the first two countries the ITR remains well

below the Union average. In all the other Member States the change amounted to less than 2.5 percentage points.

The lowest overall ITRs on labour are found in Malta and Cyprus. This structural aspect of their tax system might
perhaps be linked to their historical ties to Britain, given that the United Kingdom, as well as Ireland, stand out for a low
ITR on labour. The highest ITR on labour is recorded in Italy (at 42.8 %) followed by Belgium (42.6 %). It should also be
noted that despite the generally lower level of overall taxation in the new Member States, this does not always apply to
labour taxation as highlighted for example by Hungary (third highest ITR on labour); the Czech Republic, too, has an
above-average ITR. As for the composition of labour taxation, in most Member States, social security contributions
account for a greater share of labour taxes than the personal income tax. On average, about two thirds of the overall ITR
on labour consists of non-wage labour costs paid by both employees and employers. Only in Denmark, Ireland and the
United Kingdom do personal income taxes form a relatively large part of the total charges paid on labour income, while

in countries like Romania, Greece or Slovakia less than 20 % of the ITR on labour consists of the personal income tax.
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Capital taxation: revenue held up well until 2008 but now set to decrease under impact of recession and rate cuts

Despite the sizeable decline in rates, revenues from the corporate income tax, the most important tax on capital income,
have grown steadily from 2003 to 2007 and underwent only a minor reduction in 2008, a decline of 0.2 % of GDP in the
EU-27 average. A broadly similar trend is visible also in other related indicators such as revenue from taxes on capital
and business income taxes. The ITR on capital shows a stronger decline for 2008, 0.7 points in the EU-25 average, but

this level remains the second highest on record after the 2007 figure.

Various factors suggest that, barring introduction of new taxes, the ITR on capital is unlikely to remain at these high
levels in the next few years. First, the ITR on capital has historically been sensitive to the business cycle: the EU-25 ITR on
capital reached a peak between 1999 and 2000, then declined, and picked up again, in line with the business cycle.
Inevitably, given the in-built lag in CIT payments, the effects of the recession will increasingly affect the ITR already in

the short term.

In addition, the strong cuts in the CIT statutory rate should increasingly translate in lower revenues. One interesting
issue in this respect is how the ITR on capital could keep increasing until 2007 despite such marked drops in the statutory
tax rate of the CIT, one of its main components. One explanation is simply linked with the business cycle. Furthermore,
however, it seems likely that the measures to broaden the corporate tax base, which have very frequently accompanied
the statutory rate cuts, have been playing an important role in sustaining the ITRs; and a series of measures taken at EU
level to limit harmful tax competition may too have had an impact. Eventually, however, both factors should fade out:
cyclical effects depend largely on the existence of carry-over provisions for losses incurred in previous years and on
capital gains, and base broadening has its limits, suggesting that a decline will take place in the coming years. One
imponderable, however, is the possibility, that, stimulated by the steep fall in corporate tax rates, which in some countries
are now well below the top PIT rate, growing incorporatisation has been boosting CIT revenues at the expense of the

personal income tax.

The absolute levels of the ITRs on capital differ widely within the EU, ranging from 45.9 % in the UK to a mere 10.7 % in
Estonia. A breakdown of the ITR on capital shows that in most cases, the ITRs on capital and business income cluster
around 20 %; the variation in the tax burden on capital derives largely from wide differences in the taxation of capital
stocks/wealth. Their proceeds are very limited in some Member States, but contribute a significant amount of revenue in
several others, depending not only on the tax rates but also on the size and profitability of the capital stock. In three
Member States, taxation of capital stocks/wealth yielded in 2008 more than the average revenue from the corporate
income tax. In the UK and France in particular, taxation of capital stocks/wealth yields significantly more than the

corporate income tax itself.
Environmental tax revenue has been declining

The development of environmental tax revenue is currently subject to opposite forces; on the one hand, policymakers
give high priority to environmental protection, a trend which may grow even stronger as attention focuses on the threat
from global warming; on the other, greater reliance on policy instruments other than taxes, such as emissions trading,
and growing political pressure to accommodate the strong increases in the oil price recorded in the last few years by

reducing taxation of energy.

Currently, roughly one euro out of every fourteen in revenue is raised from environmental taxes. Data, however, show
that, as a percentage of GDP, environmental tax revenues have been slowly declining since 2004, particularly in the euro
area. This trend continued in 2008 and has recently been applying also to the majority of new Member States, where
revenues from this kind of taxes had previously shown a clear progression over time. By now there is practically no
difference in revenue vis-a-vis the EU-15 in this respect; one should also note that a higher energy intensity of the

economy in the new Member States tends to offset lower excise rates in revenue terms.
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This highlights that, in general, equal revenue does not mean equal tax rates. Countries with higher energy intensity may
display the same revenue although the tax rates are lower. This is, indeed, what happens in the domain of energy
taxation, which contributes some three-quarters of revenues from environmental taxes. The implicit tax rate on energy
shows that wide differences in the tax revenue raised per unit of energy consumed persist (the highest taxing country
levies four times as much revenue per unit of energy than the least taxing Member State), and indicates that in the

weighted average, once adjusted for inflation, taxation of energy has been gradually declining.

Since the 2009 edition, the Taxation Trends report contains a breakdown of energy taxes. The data show that in the vast
majority of cases, Member States raise little revenue from energy taxes on sources other than transport fuels, such as

electricity.
The reaction of tax authorities to the global economic and financial crisis

The revenue data covered in the Taxation Trends report cover the years up to 2008, before the global economic and
financial crisis spread to Europe. From the second half of 2008 onwards, however, governments have introduced a wide
array of measures to support the economy or to consolidate public finances. A full budgetary analysis of these measures
lies outside the scope of this report, which aims instead at giving a broad picture of the variety of measures introduced in
the tax domain. Besides the more detailed country-by-country description in Part III of the report, the main tax measures

adopted by EU governments in this period are listed in three boxes in the following pages.

The overview in Box 1 distinguishes between generally applicable changes in the tax rate and reforms that instead leave
the rate unchanged, but introduce (or restrict) tax breaks, allowances or special regimes; all these are listed as measures
affecting the tax base. The box also lists the measures that result in a more (or less) favourable timing for the tax payment,
as these have been a notable feature of the crisis. The more detailed listing by country in Box 2 gives an approximate
quantification of the budgetary impact of the measures, where this was available. Finally, given the importance and range
of the tax reforms decided in Greece, Box 3 describes the most recent tax measures adopted by the Hellenic government.
It should be noted that as we are going to print (end May 2010), many other EU governments are planning a new round
of fiscal consolidation; these measures are not considered here, but the first reports about them seem to indicate that in
the majority of cases they will consist primarily of spending cuts rather than introduce new taxes or increase existing

ones.

Looking at the list of measures adopted from the end of 2008 to May 2010, a number of trends stand out :
Number and scope of measures

Member States differed in the degree of reliance on automatic stabilisers and hence on the number and scope of the tax
measures. Generally, however, governments have followed an activist stance: our table shows an average of ten important
tax policy measures taken per Member State since the end of 2008, with those Member States that have been strongest

affected by the crisis tending to approve a higher number of measures;
Size of the budgetary impact

Although the majority of the measures adopted has had an estimated budgetary impact of well below a half point of GDP,
the overall impact of the adjustment has been quite high as several measures, typically those involving adjustments in the
tax rate, amount to nearly one percent point of GDP or, in a few cases, even more. Reforms of the VAT, the PIT or the
reforms of social security, as well as some excise rate increases, have often involved large amounts. The headline impact
of a reform on the budget balance cannot, however, be taken as a measure of its importance; the microeconomic impact
of a targeted measure on a specific sector can be quite high even in the absence of a large budgetary effect, as the impact is

not spread over a large population. In other words, one should not confuse the budgetary implication of a measure with
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its economic impact. Furthermore, the quantification provided in the table is approximate and, owing to methodological

differences, not exactly comparable across countries.
Tax increases vs. tax cuts

Within all main tax categories, both tax increases and tax cuts have been introduced over the past two years, often in the
same country and sometimes even within the same tax. This is partly due to the fact that in the initial phases of the crisis,
almost all governments put a greater emphasis on supporting economic activity, but in a later phase aimed at
consolidation. Another explanation is that governments typically utilised the reforms as an opportunity to carry out
some needed 'maintenance’ of the tax system, trimming some tax breaks at the same time as they introduced new

incentives.
Choice between general rate cuts and specific tax breaks

Changes in the statutory tax rate, given their high visibility and the fact that they affect a greater number of taxpayers,
should normally have a stronger impact on agents' expectations, but typically cost more (in budgetary terms, in the case
of a rate cut, and in political terms, in the case of a rate increase) than measures aiming at the tax base such as the
introduction of exemptions or allowances. In addition, focusing on the tax base usually allows targeting the impact to a
specific group of taxpayers. Hence, it is not surprising that measures affecting the tax base have been adopted more
frequently than changes in the tax rate. Furthermore, base-narrowing measures have been most common in the PIT and
CIT, because the structure of these taxes lends itself to this and also because Member States have more latitude in direct
taxes than in harmonised EU taxes such as VAT or excise duties. Finally, many EU governments have introduced
preferential tax regimes, including the introduction of special low rates on certain activities, which the table classifies as

measures narrowing the tax base.
Qualitative composition of measures

Cuts dominate in corporate and personal income taxation, while increases were clearly prevalent in excise duties and
VAT. In particular:

e Several countries chose to cut the corporate income tax rate, even though during a deep recession, this will not
give an immediate benefit for the many loss-making companies. This choice seems therefore primarily linked
with the wish to give a political signal on the long-term attractiveness of the country to investors. There was also
considerable activity on the corporate income tax base and on special tax regimes: many Member States
attempted to support business investment through measures such as more generous depreciation allowances or
investment tax credits; in a few cases, the cuts were targeted towards SMEs. Several Member States have opted for
granting these incentives for a limited period of time only, in order to give an immediate boost to capital

spending.

e As for the personal income tax, one of the most common types of measure was the direct support of household
spending power by reductions in the PIT. This happened more often through increases in allowances than cuts in
rates, not only because of the considerations outlined above but also because an increase in allowances, having a
proportionally higher impact on lower-income households, is expected to more directly boost private

consumption.

o Inafew cases, PIT rates were increased, but this was typically limited to higher incomes. Some countries suffering

from particularly pronounced drops in GDP decided to defer previously decided PIT rate cuts.

e Surprisingly, although governments were striving to maintain or increase the employability of workers, our

overview table records relatively few measures in the field of social security contributions, and many of them
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involve hikes. The net effect of this on the cost of labour is, however, unclear, as several countries have raised
basic allowances or taken other measures reducing the tax burden on the low paid. At least in some cases, the
apparent inaction has been linked to the desire to postpone any tightening of provisions made necessary by the

deteriorating labour market situation.

e In the case of VAT, the situation is not clear-cut as there has been a predominance of rate increases but also a
high number of measures narrowing the base. Base narrowing was in many cases linked to equity considerations,
as some countries reduced the tax burden on food or necessities. Generally, however, the measures increasing the
standard VAT rates have had a much larger (positive) budgetary impact than the base narrowing measures; for
the cases for which we have information, the ratio is almost 5:1. Overall, therefore, given also the widespread
increases in excise duties, one of the effects of the crisis on tax systems seems likely to be a reinforcement of the

trend of the last few years towards higher consumption taxes.
Tax fairness

The fairness of the tax system has been a major concern. Several countries have introduced measures to safeguard lower
incomes, usually by raising allowances or, in a few cases, by raising the top PIT rate. This seems to point towards some
increase in progressivity in the coming years. Furthermore, as mentioned above, several countries have striven to shield
from tax increases expenditure on food or other essentials. Focussing relief on lower-income households also has the

advantage that a greater proportion of the tax break is spent immediately, supporting demand.
Temporary vs. permanent measures

The depth and severity of the crisis has induced several governments to introduce measures with an explicit end date, in
order to encourage spending by consumers and businesses in the short term. The UK notably has made significant use of
temporary measures, most notably introducing a temporary VAT reduction to boost consumer spending, but several
other countries utilised extensively temporary measures, typically with the aim of encouraging investment in the

construction sector or to strengthen the structural competitiveness of firms.
Sectoral schemes

A wide variety of measures targeting individual sectors has been introduced. In particular, several Member States tried to
dampen the slump in the housing sector by granting tax reductions of various kinds; several countries took measures to
support the labour-intensive restaurant or tourism sector, notably by VAT rate cuts; others adopted measures aimed at

supporting stock prices or reducing inheritance taxes.
Measures aimed at easing liquidity constraints

A notable feature of the tax authorities' reaction to the crisis was widespread introduction of measures aiming at
improving the liquidity of businesses and individuals, by stretching out the payment terms. In contrast, only very few
governments have tightened up payment terms. Easier payment terms were granted most frequently on VAT, CIT and
PIT.

Concluding remarks

Given the fact that the EU is, in general, one of the most highly taxed areas in the world, one pressing issue is what
lessons tax policy should learn from the global financial crisis. In theory, its well-developed welfare systems, made
possible precisely by those high taxation levels, should have made Europe more resilient; in addition, heavy taxation is
usually believed to take a higher toll on growth during cyclical upturns, when it contributes to factor scarcity and

exacerbates inflation, rather than in a recession, when the spending it funds should sustain demand; yet, although the
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crisis originated in the United States, it spread quickly to the EU and resulted in a slump of comparable proportions.
Does the crisis suggest that another fiscal policy model would have been preferable? This is a question that will probably
occupy economists and policymakers for some time. Indeed, although there is a fairly wide consensus that the crisis did
not originate from taxation, there is little doubt that the EU will have to act decisively to face the twin challenges of
financing a significantly increased government debt and the incipient retirement of the large baby-boom generation. The
issue of whether tax systems could be reformed to contribute not only to speed up GDP growth but also to stabilise the

economy, will be at the forefront of the policy reflection for the foreseeable future.

The report analyses in detail the measures introduced by Member States in these last two eventful years. They vary
considerably across Member States, but the substantial differences in the impact of the crisis and in Member States'
budgetary and financial constraints justified a differentiated response. Nevertheless, the array of measures targeting
individual sectors raise the question of whether industry-specific instruments represent an optimal response to an

economy-wide slump, not to mention that such a patchwork of incentives risks being incoherent at European level.

The analysis of the measures introduced seems to point to a continuation of the recent trend towards greater reliance on
consumption rather than labour or capital taxes. This would be in line with the remarkable decline in CIT rates observed
since the end of the 1980s and which the statistics in this report document to be ongoing. It probably also will fuel the

debate about the fairness of tax systems.

One effect of the crisis on the policy debate has been that demands for fairness have come to the forefront much more
clearly than was the case even in the recent past. Public anger with profiteers and evaders, together with budgetary needs,
has stimulated international cooperation on ensuring more effective taxation of portfolio investments held abroad. There
is now visibly greater international consensus on information exchange, the final objective of the Savings Directive and of

the Mutual Assistance Directive, which embody the EU approach in this area.

The substantial increase of tax levels incurred over the last four decades has created an understandable concern about
stealth tax encroachment by governments, which helps finance levels of public expenditure that are difficult to sustain in
a deep recession. In this respect, one interesting new observation contained in the report is that, as highlighted the
discussion on cyclically-adjusted tax ratios, which have been included in the Taxation Trends report this year for the first
time, the marked increase in the overall tax ratio between 2004 and 2007 was due rather to faster GDP growth than to
revenue-raising measures. In light of the oft-repeated pledges by policymakers, about the desirability of a lower tax
burden to spur European competitiveness, it is comforting that the revenue increase was not due to deliberate tax

increases.
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Box 1: Overview of recent tax measures, by type
Base or special regimes Statutory rate Timing (revenue effect)
2009
IE, EL (2009-2013), IT, LT (2009-2011) LT IE
Increase
2010
BE, BG, HU HU
2009
AT, DE,NL, PT,RO, SE, IT, CY, PT, CZ,LVY, S|, SE AT, FR, DE, NL, PT, IT
PL, ES (2009-2011) , UK (2009-2011)
Decrease 2010
AT, BE (2010-2011), DE, LT, NL, RO, SK | CZ, HU, LT, EL (2010-2014), SI AT, DE, NL
Base or special regimes Rates Timing (revenue effect)
2009
EL, IE, LT EL, IE
Increase 2010
DK, EE, EL, HU, LV, PT, ES FR, EL, LV, PT, SI, UK ()
2009
AT, BE, BG, FI, DE, HU, IE, IT, LV, LU, AT, Fl, FR, DE, HU, LV, LT, RO BE, DE, DK, PT
NL, PL, PT, RO, SK, SI, ES (2008), SE
Decrease 2010
BG, DK, FI, DE, HU, IT, RO, SK, SI, SE DK, FI, DE, HU DE, DK, RO
Base or special regimes Rates Timing (revenue effect)
2009
EE, LT CY, EE, RO, SK
Increase 2010
BG, CZ, LV Fl,HU
2009
FI BG, CZ, HU, RO, SE
Decrease 2010
FI BG, HU, SE
(") new top rate
(Continued on the next page)
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Box (continued)
Base or special regimes Standard rate Timing (revenue effect)
2009
EE, LV, LT EE, HU, LV, LT
Increase 2010
CZ, Fl, EL, ES (&%
2009
BE, CY, FR, MT, RO FI, UK (12.2008-2009) BE, DK, FR, IT, NL, PL, PT, SK
Decrease 2010
BE, CY, DE, FI, HU, LT, NL, SI IE DK, ES, SI
Base or special regimes Rates Timing (revenue effect)
2009
EE, EL, HU, IE, LV, LT, RO, SI, ES, PT
Increase 2010
DK, FI, EL, LV BG, DK, EE (2010, 2011), FI, EL, HU, IE,
LV, PL
2009
IT, LT (2009-2011)
Decrease
2010
BG PL, SK

Note: Box 1 is based on the contents of Box 2, for which it gives a qualitative overview. Smaller-scale measures or

measures with an ambiguous effect on the base have been omitted. Changes in rates applying to reduced-rate or special

regimes have been attributed to the base column, as the Rate column has been reserved for general changes in standard

rates. A given measure may be listed in several cells as it may impact simultaneously on the rate, base, and timing of the

payment. Measures on depreciation of corporate assets have as a rule been counted as affecting both the base and the

timing.
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Box 2: Main recent tax measures by country (up to March 2010)
Austria
PIT Changes in the income tax system (€ 2.3 billion): lowering of the 2009 -0.9

marginal rates of the second and third brackets; increase in the
width of the zero-rate bracket by € 1 000 (to € 11 000); increase in
the tax bracket for the top rate of 50 % by € 9 000 (to € 60 000)
Originally the measure should be introduced in 2010, due to the
crisis it was introduced in 2009.

PIT Introduction of family tax relief package (€ 0.5 billion): increase 2009 -0.2
in child allowances and child-related tax credits, tax allowances
for childcare costs, tax exemptions for childcare subsidies paid by
employers. Increased commuter tax credit. Tax deductibility of
certain donations.

PIT Increase in the tax allowances for enterprises from 10 % to 13 % 2010 -0.05
from 2010 onwards; cancellation of tax favourable treatment of
retained earnings (€ 0.15 billion net effect).

CIT Accelerated depreciation of 30 % in the year of investment | 2009 - 2010 -0.1
introduced for the years 2009 and 2010 (overall € 0.7 billion). The
major part of the reduction of tax revenue will be off-set in the

years 2014 to 2020.
Belgium (V)
VAT VAT rate reduction (from 21 % to 12 %) for food served in 2010 -0.15
restaurants and catering services.
VAT VAT rate reduction (from 21 % to 6 %) for the construction of 2009 - -0.13
private (for € 50 000) and social dwellings 2010q1
VAT Acceleration of VAT restitutions. 2009 -0.05
PIT Increase in the structural reduction for the wage withholding tax 2009 -0.61

(partial exemption of payment) from 0.25 % to 0.75 % from 1
June 2009 and to 1 % as from 1 January 2010, in the reduction for
scientific personnel to 75 % (from 1 January 2009), and in the
reduction for night and shift workers from 10.7 % to 15.6 %
(from 1 June 2009).

PIT Extension of wage withholding reductions to some public sector 2009 -0.09

enterprises (structural reduction, night and shift work, overtime
work). Extension to more public sector enterprises from 2010
onwards

PIT Increase in the number of overtime hours which qualify for 2009 -0.02
reduced wage withholding tax from 65 hours to 100 hours in
2009 and to 130 hours in 2010.

(')  For Belgium the list is based on federal budgetary documents only. The quantification is based on the total budgetary impact in cash terms for 2009, 2010 and 2011 with
respect to the base year 2008.
(Continued on the next page)
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Box (continued)
CIT Adaptation of deductions of fuel costs for business cars to 2010 0.05
provide incentives to use low-emission cars
CIT Temporary lowering (2010 and 2011) of the cap on the ACE-rate | 2010-2011 -0.10
to 3.8%
Bulgaria

PIT Introduction of mortgage interest deduction for dwellings of | 2009 - 2010
young families.

PIT A reporting obligation is put on individuals to declare 2010
received/extended loans (above certain amount), which are not
paid back.

PIT The current exemption for producers of unprocessed agricultural 2010
products is substituted by a tax base reduction of 60 %.

PIT The taxable income of seamen is decreased by 90 %. 2010

SSC Lowering of the SSC rates by 2 percentage points in 2009 and 2009 -0.59

another 2 percentage points in 2010.

SSC Increase of the minimum monthly amount of self-employed 2010 0.15
insurance income, on which contributions have to be paid.

CIT Increase of the tax rate on the gross proceeds from gambling 2010 - 0.07
from 10 % to 15%. The lump-sum taxes on some gambling
machines are also increased.

Other The exemption threshold for the real estate tax was decreased. 2010
The limits within which the real estate tax and transfer tax rates
set by the municipalities may vary were broadened.

Other Abolition of excise duties on cars. 2010 -0.22
Other Increase of excise duties on electricity (for industrial needs), coal 2010 0.34
and cigarettes.
Other | Proposal for an introduction of a tax on gambling and lottery 2010 0.12
prizes
Other | Proposal for an increase of the tax on luxury assets 2010 0.05
Cyprus

VAT Temporary reduction of the VAT for hotel accommodation and | 2009- 2010
restaurant services by 3 percentage points to 5% (originally till
30.04.2010 extended to 31.12.2010). Combat against VAT fraud
and shortened VAT collection periods.

SSC Increase in SSC of employers and employees by 0.5 percentage 2009
points
CIT Decrease in the CIT rate for semi-governmental organisations 2009
from 25 % to 10 %.
Other Decrease in the airport landing fees levied on airline companies 2009
and cancelled overnight stay fees levied by local authorities.
Other | Proposal to change assessment of property values reflecting 2010 2010 0.6
values

Czech Republic

VAT The VAT rate increased by 1 %; the basic rate is 20 %, the 2010
reduced - 10 %.
SSC Reduction in employers' and employees' SSC rates. 2009
(Continued on the next page)
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Box (continued)
$5@ The SSC base increased from 4 to 6 times the average annual 2010
salary. The maximum basis of assessment for social and health
insurance payments is increased to from 48 to 72 multiple of the

average salary.
CIT Reduction of CIT rate to 20 % in 2009 and 19 % in 2010. 2009 - 2010

Other | Acceleration in depreciation of particular assets. 2009

Denmark
VAT/PIT | Terms of credit for payment of VAT and withheld personal | 2009 - 2010 -0.1

income taxes is prolonged by one month from February 2009 till (interest of
December 2009. In 2010 credit for withheld personal income postponed

taxes is prolonged by 14 days. taxes)
PIT The reduction of the bottom tax bracket from 5.26 % to 3.76 %. 2010 -1.6
The abolition of the medium tax bracket of 6 %.

Top marginal tax rate incl. SSC is reduced from 63 to 56 %.
Increase in the threshold of the top tax bracket by DKK 27 700.
Green check of DKK 1300 per adult with income below
DKK 362 800.

PIT Increased taxation of fringe benefits 2010 0.1
Ceiling of DKK 100 000 for payments to pension schemes with

less than life-long coverage

PIT Introduction of an allowance in tax on positive net capital 2010 -0.02
income of DKK 40 000

Reduction of the tax rate on dividend income from 45 %,43 %
and 28 % to 42 % and 27 %

Other | Increase of energy taxes — except petrol and diesel — on business 2010 0.4
and households by 15 %

Increase in excise duties on tobacco and candy.

Introduction and increases of a number of other environmental
and health related taxes

Other Savings of DKK 45 billion in the compulsory supplementary 2009 -1.5
pension scheme can be withdrawn in 2009 with a favourable tax
treatment. After many savers choose to withdraw their deposit,

the remaining deposits where automatically paid out.

Estonia

VAT Increase in the reduced VAT rate from 5 % to 9 %, narrowing of 2009 0.15

the range of goods to which the reduced rate is applicable.

VAT Increase of the standard VAT rate to 20 %. 2009 0.35
PIT Deferral of the planned income tax rate cut from 21 % to 20 %. 2008, 2009 0.38
PIT Deferral of the planned increase in the annual personal | 2008, 2009 0.17

allowance.
PIT Cancelling of additional basic allowance for the first child. Impact 2010 0.35
in 2010.
SSC Increase in the minimum obligation for the social tax from 2009 0.45
EEK 2 700 to EEK 4 350 per month.
(Continued on the next page)
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Box (continued)
SSC Increase in the unemployment insurance rates as of 1 June 2009: 2009 0.46
for employees 2.0 % (formerly 0.6 %) of gross wage and for
employers 1.0 % (formerly 0.3 %) of employee’s gross wage.
Increase in the unemployment insurance rates as of 1 August
2009: for employees 2.8 % of gross wage and for employers 1.4 %
of employee’s gross wage.
Other | Increase of the excise duty on fuel by 10-127 %. 2009 0.1
Other | Increase of the excise duty on fuel, tobacco and alcohol by 5 - 2010 0.3
64 %.
Other | Increase of the excise duty on electricity by 40 %. 2010 0.5
Other | Increase of the excise duty on tobacco by 20 %. 2011 0.02
Finland
VAT Decrease in the VAT rate on food from 17 % to 12 % as of 2009
1 October 2009.
VAT Increase of the VAT rate on food form 12 % to 13 %. Increase of 2010
the standard VAT rate and all the reduced rates by 1 % -point.
Decrease of the VAT rate on restaurants from 22 % to 13 %.
SSC Decrease in the national pension contribution paid by employers | 2009, 2010
by 0.8 percentage points as of 1 April 2009. Removed definitely in
2010.
SSC Increase of pension, health insurance and unemployment 2010
insurance contributions of the employees by 0.2 - 0.3 % points.
PIT Adjustment for inflation of the income tax scale by 4 %. 2009
PIT Rate reduction in all the four state income tax brackets (between 2009
1 and 1.5 percentage points).
PIT Increase in the pension income allowances in state and municipal | 2009, 2010
income taxation.
PIT Increase in the tax credit for paid household work to € 3 000 per 2009
taxable person.
PIT Reduction of the tax rate of all the four state income tax brackets 2010
by half a % points and adjustment of the income tax scales to
inflation.
Increase of the income employment deduction and basic
allowance in municipal taxation.
Other | Increase of the excise duty on tobacco by 5-15 %. 2010
Introduction of taxes on sugar and soft drinks
France
VAT Treasury measures for firms: VAT reimbursements are -0.3
anticipated.
VAT As from 1 July2009 a reduced VAT rate of 5.5% applies to 2009 -0.15
restaurant services.
PIT PIT reduction for low-income households resulting in a cut of 2009 - 0.05
2/3 in 2009 PIT for people concerned.
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Box (continued)
PIT A 50% tax is levied on bonuses exceeding € 27 500 paid in 2009 2010
by financial institutions to their traders.

CIT The local business tax is replaced by an "economic territorial 2010 - 0.6
contribution". This is no longer based on the annual value of
commercial and industrial equipment, but consists of the annual
rental value of immovable property and a new tax of 0.4 % (from
a turnover exceeding € 500 000) to 1.5 % (above € 50 million) on
the added value of the business (cotisation sur la valeur ajoutée
des entreprises). The overall tax can not exceed 3 % of the added
value of the business.

CIT Treasury measures for firms: tax credit reimbursements (research 2009 -04
tax credit and carry-back tax credits)

Germany
VAT Reduced VAT rate of 7% on short-term accommodation as 2010 -0.0
supplied by hotels, pensions and guesthouses

PIT Improved deductibility of payments for health and nursing care 2010 -04
insurance. Cost for health and similar insurances will be fully
deductible.

PIT Changes in income tax rate: 2009 -0.1
Reduction of the bottom PIT rate from 15 % to 14 %. and and
PIT thresholds are increased by €400 retroactively as from 2010 -0.2
1 January 2009 and again by € 330 as from 1 January 2010.
Increase in the basic allowance from €7664 to €7 834
retroactively as from 1 January 2009 and to €8004 as from
1 January 2010.

PIT Increase in the PIT credit for services supplied by self-employed 2009- - 0.1
persons for household repairs to 20 % of € 6 000 (i.e. maximum
€1200).

PIT One-off payment of € 100 per child in 2009 (Kinderbonus). 2009 -0.1

PIT Increase of the tax allowance for children from EUR 5808 to 2009 - 0.1
EUR 6024 and of the alternatively granted child credit by
EUR 100 per month for the first and second child and EUR 16
per month for every further child

PIT Increase of the tax allowance for children from EUR 6024 to 2010 -0.2
EUR 7008 and of the alternatively granted child credit by
EUR 20 per month and child

PIT/CIT | Introduction of declining-balance depreciation at a rate of 25 % | 2009 - 2010 -0.1
for movable fixed assets acquired or produced after 1 January
2009 and before 31 December 2010.

CIT Changes in the corporate tax system (relaxed interest barrier rule, 2008 - 0.1
restructuring clause etc.)

CIT Increase in the thresholds for the expensing of movable fixed | 2009 - 2010 -0.0
assets for SMEs.

(Continued on the next page)
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Other

Incentives for buyers of environmentally friendly cars.

2009 - 2010

-0.0

Greece (')

VAT

Planned gradual broadening of the VAT base by including
current exempted services and by applying the standard rate to a
range of products currently subject to the reduced rate.

2011

0.4

VAT

VAT rates are increased in two phases as follows: the standard
rate from 19% to 21 % and subsequently to 23 %, the reduced rate
from 9 % to 10 % and then to 11 %, and the super-reduced rate
from 4.5 % to 5 %.

2010

0.84

PIT

Introduction of extra tax on personal income for high income
earners (income above € 60 000). The tax is gradually increased
from €1000 for income between €60001 and €80000 to
€25 000 for income above € 900 000.

2009

0.1

PIT

Income policy 2009 for public servants, doctors in the national
healthcare system, employees of public law corporate bodies,
local authorities, Police, Fire Department, Port’s Corps and the
Army, consists of a non-taxable amount of €500 for gross
income up to € 1 500, and € 300 for gross income between € 1 501
and € 1 700.

2009

-0.2

PIT

Introduction of a special solidarity allowance to low-income
earners, pensioners and farmers. The benefit ranges from € 300 to
€1 300.

2009

-0.3

PIT

Changes to the personal income tax system: all sources of income
are subject to a unified progressive taxation scheme with 9
brackets; the 45 % top rate is applicable above € 100 000. Tax
exemptions and autonomous taxation provisions are eliminated.

2010

0.5

PIT

Special levy at progressive rates (between 20 and 90 %) on
bonuses to business executives in the financial sector.

2010

PIT

Planned enforcement of presumptive taxation of professionals.

2011

0.2

CIT

Extra contribution charged on large profitable corporations
(based on 2008 profits).

2009 - 2013

0.4 (2010)
0.3 (2011)

CIT

Gradual reduction of rate from 25 % by one percentage point
each year between 2010 and 2014.

2010-2014

Other

Reduction from 2.0 % to 0.5 % of local authorities duty imposed
on short stay accommodation (in hotels, motels, bungalows,
rooms-to-let facilities, camping) and on gross revenue of
restaurants, clubs, bars, etc

2009

Other

Car registration tax reduction of 50 % for the period April-
August 2009.

2009

(') For Greece the table includes the measures taken in April 2010
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Box (continued)

Other Increase in the road tax on motor vehicles (up to €300), 2009
calculated on the basis of the engine capacity and the
environmental impact. An additional road tax (ranging from
€150 to € 650) is collected on high capacity private vehicles and
motorcycles.

Other Increase in duties on mobile telephones and excises on petrol. 2009 0.13 (2009)
0.2

(2010)

Other | Special levy on high value real estate. 2009 - 2010 0.1

Other Increase in fuel taxes. 2010 0.6

Other Introduction of excise taxes on electricity. 2010 0.1

Other Increase in excise duties on cigarettes and alcohol. 2010 0.6

Other Reintroduction of a progressive tax on large property to replace 2010 0.2
the previous flat tax of 1 %. The 1 % top rate applicable above
€800000 is increased to 2% for property values above
€ 5 million for a period of three years. Church property not used
for religious, educational or r charitable purposes is included in
the base.

Other Increase in the progressivity of taxation on inheritance, gifts and 2010
parental provisions. The new system has four brackets, with a
10 % top rate applicable above € 600 000.

Other Introduction of a special levy on luxury goods. 2010 0.03

Other | Planned broadening of the base for the real estate tax by 2011 0.2
increasing the legal value of property.

Other Planned increase in taxation of wages in kind, including car lease 2011 0.1
payments.

Other Planned introduction of a "green tax" on CO2 emissions. 2011 0.1

Other Planned taxation on unauthorized establishments. 2011 0.4

Other | Planned introduction of special levies on illegal buildings in order 2011 0.2
to regularise land use violations.

Other Planned introduction of excise duties on non-alcoholic 2012 0.1
beverages.

Other Planned measures to reduce tax evasion and tax avoidance. 2010 1
Hungary
VAT As of 1]July 2009, the standard VAT rate was increased from 2009 1.6
20% to 25%. In addition a reduced 18 % VAT rate was
introduced for dairy and bakery products. The reduced VAT rate

of 18 % is applicable for public accommodation services (as of
9 July 2009) and for district heating (as of 1 August 2009).As of
15 January 2010, the reduced VAT rate of 5 % is applicable for
district heating. However, the negative annual budgetary impact
of this measure per se is supposed to be less than 0.1 % of the
GDP of Hungary.

(Continued on the next page)
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Box (continued)
SSC As from 1 July 2009, the employers' SSC was decreased by 5 2009 -03
percentage points (applied up to the double of the minimal

wage).
SSC As of 1 January 2010, 5 % points decrease of the employers' SSC 2010 -1.1
will be a general reduction.
SSC Changes in health contribution system 2010 0.3

PIT Most of tax-free benefits become taxable 2010 0.4
PIT As of 1 January 2009, the personal income tax bracket has 2009 -0.2
increased retroactively to HUF 1.9 million.

PIT From 2010 on, gross income plus employer’s contributions 2010 -1
(27 %) qualify as the base of the personal income tax. The tax
bracket increased to HUF 5 million, the tax rates modified from
the earlier 18 % and 36 % to 17 % and 32 %, respectively. The
employment tax credit is calculated as 17 % of wage income
earned, with a monthly maximum of HUF 15 100. This tax credit
is applicable to workers whose annual income does not exceed
HUF 3 188 000. Parallel to that, the special tax of private persons
(4 %) was deleted.

CIT /PIT | The 4 % solidarity tax for corporations and private persons with 2010 -0.8
high income was abolished.

CIT Broadening the CIT base 2010 0.3
CIT Increase of the CIT rate (from 16 % to 19 %) 2010 0.4

Other | As of 1 July 2009, excise duties on all excisable products were 2009 0.1
increased. The rate of increase was 5.3 % for petrol, 6.5 % for
diesel, between 6-7 % for alcoholic beverages and an average 5 %
for tobacco products.

Other | As of 1 January 2010 an additional increase in excise duties took 2010 0.3
place: by 10% for petrol, by 7.6% for diesel, by 10% for alcoholic
beverages and an average 9 % for tobacco products. The rate of
energy tax was also generally increased by 17 %

Ireland
VAT Reduction of the standard VAT rate from 21.5 % to 21 %. This 2010
brings back the VAT rate to the value it had before December
2008 when the standard rate was increased from 21 % to 21.5 %.
PIT Widening of the standard tax band by € 1 000 for a single person, 2009
and by € 2 000 for a married couple with 2 incomes.

PIT Introduction of income levy of 1% on gross income up to 2009
€100 100 per annum and a rate of 2 % for income above this
amount. On income in excess of €250120 a further 1% is
payable. Social welfare payments are excluded from this levy.
From 1st May 2009 the income levy rates are doubled to 2 %, 4 %
and 6 %. The exemption threshold is € 15028. The 4 % rate
applies to income in excess of €75036 and the 6 % rate to

income in excess of € 174 980.
(Continued on the next page)
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Box (continued)
PIT Introduction of a pension levy on public sector wages. New 2009
arrangement: first € 15000 of earnings exempt, 5% on next
€5000 of earnings, 10 % on earnings between € 20000 and
€60 000 and 10.5 % on earnings above € 60 000.
PIT Increase in the employee SSC ceiling from € 50 700 to € 52 000.
From 1st May 2009 increase in the employee SSC ceiling from
€52 000 to €75 036.
CIT Payment dates for corporation and capital gains tax are to be
brought forward in 2009.
CIT Increase in the capital gains tax from 20 % to 22 %. From 8 April
2009 increase to 25 %.
Other Introduction of a Carbon Tax which is levied at a rate of 15 Euro | 2009 - 2010
per tonne on fossils fuels. It came into effect for petrol and auto-
diesel on 9 December 2009. On 1 May 2010 taxation will also
include Kerosene, Marked Gas Oil, Liquid Petroleum Gas, Fuel
Oil and Natural Gas.
Other From 8 April 2009 increase in capital acquisitions tax rate from
22 % to 25 %.
Other From 8 April 2009 increase in Deposit Interest Retention Tax
(DIRT) from 23 % to 25 %.
Other Increase in the R & D tax credit from 20 % to 25 % of incremental
expenditure.
Other Reduction of the stamp duty top rate from 9 % to 6 %.
Italy
VAT / | Extension until 2012 of the measures supporting housing | 2008 - 2012 | -0.02 (2012)
PIT renovation, i.e. the 36 % PIT tax credit on renovation expenses, (but 10% -0.04 (2013)
and the reduction to 10 % of the applicable VAT rate. Reform of | VAT rate -0.04 (2014)
tax incentives for energy-saving restructuring of buildings. does not
Limitation of the possibilities to offset VAT credits with VAT expire)
debts within, however, higher ceilings.
VAT VAT payments are no longer due upon issuing of invoice but on 2009 -0.01 (2009)
receipt of payment by customer -0.00
(2010-)
PIT 10 % special tax rate on overtime/flexitime pay or productivity- | July 2008 - | -0.04 (2008)
based pay increase December -0.03 (2009)
2008
PIT Extension of the 10 % special tax rate only on productivity-based | 2009 - 2010 -0.03
pay increases. (2009);
-0.06 (2010)
-0.02 (2011)
PIT Tax amnesty on undeclared assets held abroad ("Tax shield") Aug. 2009 - 0.20-0.26
April 2010
CIT 50 % tax credit for investments in machinery and equipment for | July 2009 - -0.13 (2009)
entities generating business income ("Tremonti-ter’) June 2010 -0.14 (2010)
CIT Optional group taxation regime for Industrial Districts 2009 -0.00
(Continued on the next page)
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Main Results

Box (continued)
CIT/PIT | 10 % of IRAP paid by employers made deductible from CIT or 2009 -0.04
PIT.
CIT/PIT | CIT and PIT deduction of investments costs, sustained in 2010 by April - -0.00
companies in the textile and fashion industry sector, in research | December
and development aimed at creating samples. 2010
CIT Reductions in advance tax payments by incorporated companies. 2009
CIT Introduction of a 5.5 point surcharge on the CIT, applicable to 2009 0.11 (2009)
companies operating in research and exploitation of 0.05
hydrocarbons, oil refining, production and sale of petrol, gas and (2010,2011)
similar products, and to production and sale of electricity (so-
called 'Robin tax').
CIT Increase of 'Robin Tax' surcharge to 6.5 percent 2009 0.00
CIT Substitute taxation (on an optional basis) at a reduced rate on 2009 -0.04
asset revaluations, bringing tax accounting better in line with
company accounting.
Other | Stronger measures to fight tax evasion. 2009
Other | Cut on excise duties on gas for large industrial users and cuts of 2009 -0.00
taxes and social contributions for road haulage operators.
Other Capping of the interest rate for variable-rate mortgages (the 2009
Government will reimburse the difference to the banks through
tax credits).
Other | Tax incentives for purchases of household appliances and | February - -0.01
furniture. December
2009
Other Extension of tax incentives for replacement of cars and | 2008 - 2009 | -0.02 (cash)
motorbikes.
Other | Substantial cut of taxes on housing, freeing the first property 2008 -0.17
owned from the municipal property tax (ICI).
All Suspension of tax payments from the areas struck by the 2009 2009 -0.03
earthquake
Latvia
VAT Increase in the standard VAT rate from 18 % to 21 %. 2009 1.4
VAT Increase in the reduced VAT rate from 5% to 10 %. Various 2009 0.7
types of goods have been made ineligible for the reduced rate.
PIT Reduction of the PIT rate from 25 % to 23 % and increase of the January -0.8
basic tax allowance, the allowance for dependent persons and the 2009-
disability allowances.
PIT Reduction in the basic tax allowance July 2009- 0.3
PIT Increase in the PIT rate from 23 % to 26 %. The tax rate on 2010 0.8
individuals' business income increased from 15 % to 26 %.
PIT/SSC | The benefit gained from the private use of a company car is 2010 0.3
included into the PIT and SSC tax base.
PIT Introduction of a 15% tax to capital gains and a 10 % tax to 2010 0.2
dividends and income from interests
(Continued on the next page)
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Main Results

Box (continued)

PIT/SSC | Abolishing of exemption from PIT and SSC of one employee's 2010 0.2
bonus up to LVL 180

PIT Introduction of taxation of gifts exceeding LVL 1 000 per year, if 2010 0.03
received from persons not related to the recipient by marriage of
from persons other than relatives up to the third degree.

PIT Changes to the existing tax incentives for savings (with private 2010 0.02
pension funds, insurance companies and investment funds).

Other | Increase in excise duty on cigarettes, fuel, smoking tobacco, 2009 0.9
coffee, alcohol and non-alcoholic beverages.

Other | Introduction of minimum excise duty on cigarettes — LVL 48 per 2010 0.05
1 000 cigarettes

Other | Introduction of excise duty on natural gas utilized for heating 2010 0.04
and fuelling
Other | Increase in the annual vehicle duty rate 2010 0.2

Other | Introduction of progressive taxation of residential property - tax 2010 0.07
rate from 0.1 % to 0.3 % of the cadastral value.
Other | Increase of the tax rate applied to the land and buildings serving 2010 0.1

business purposes from 1.0 % to 1.5 %.

Other | Introduction of taxation of engineering structures at the rate of 2010 0.06
1.5 % and taxation of uncultivated agricultural land at the rate of
3.0 %.

Lithuania
VAT Increase in the standard VAT rate by one point to 19 %. 2009 0.4
VAT New increase in VAT standard rate, to 21 %, from 1 September. 2009 0.2

VAT The 9 % VAT rate applying to construction services and the 5 % 2009 0.3
super-reduced rate are abolished, although short transitional
regimes apply to some of these.

VAT Application of reduced rates on residential heating, books and 2010 -0.2
medicines extended (for heating, only up to 31 August).

SSC Significant adjustments are made to the social security system, 2009
mainly with the aim of better integrating in the system various
categories of self-employed persons.

PIT Cut of the PIT rate to a flat 15 % and introduction of separate 2009 -0.4

compulsory health insurance contribution of 6 % (instead of
allocating 30 % share of PIT to compulsory health insurance

fund), bringing the combined rate on employment income to
21 %.

PIT The application procedure of the tax-exempt minimum is 2009 0.2
increased for low-income persons. The basic personal allowance

applies only to employment income and is determined on a
sliding scale, declining as income increases. The additional tax-
exempt amount is also increased.

(Continued on the next page)
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Box (continued)
CIT The CIT rate was increased from 15 % to 20 % in 2009, then was | 2009, 2010 -0.2
cut back again to 15%. Special small companies rate cut from
13 % to 5 %.
CIT More favourable treatment for agricultural income replaced with 2010 0.1
special 10 % reduced rate for agricultural income (below certain
limits), for 2010 only. Rate will go up to the general 15 % in 2011.
Other Introduction of significant investment incentives for the period | 2009 - 2013 -1.1
up to 2013.
Other | Increase in excise duties on fuel, alcohol and cigarettes. Decrease | 2009 - 2011 0.7
in excise duties on diesel from 1 August 2009 until 2011
Luxembourg
PIT Policy of converting tax relief into tax credits: replacement of the 2009
general tax allowance and the tax allowance for the retired of
€600 by a tax credit of €300; replacement of the deduction of
€1 920 applied to unmarried taxpayers with dependent children
by a tax credit of € 750.
PIT Linear indexation by 9 % of the PIT brackets without modifying 2009
the underlying tax rates.
CIT Reduction of the CIT rate from 22 % to 21 %. 2009
CIT Introduction of a self-assessment system for corporate taxation 2010
Other | Abolition of capital duty. 2009
Other Housing: increase in the deduction ceiling for the one-off 2009
premium paid as part of a temporary life insurance policy;
increase of the deductibility ceiling for interest paid on a housing
credit; decrease of the ‘social’ credit rate; extension of the
preferential tax treatment for the construction or renovation of
owner-occupied dwellings (reduced VAT rate of 3 %).
Other | Extension of the 80 % tax exemption for income and gains from 2008
intellectual property rights to internet domain names.
Other | Qualifying intellectual property is exempted from net wealth tax. 2009
Malta
VAT Extension of VAT exemptions to cultural services and to 2009
registration tax on trucks.
PIT Increase in the PIT thresholds. 2009 -0.2
Other Travellers' departure tax is abolished. 2009
Netherlands
VAT Companies may pay VAT quarterly instead of monthly. 2009 0
VAT Introduction of a reduced VAT rate of 6% targeted at 2010 -0.01
refurbishing homes older than two years, (house)painting and
stuccowork and the acquisition of modern educational media.
PIT Increase in the tax relief for working parents. 2009 - 0.08
PIT Introduction of a bonus of up to €3 000 for employees working 2009 - 0.05
after reaching the age of 62. Increase in the ceiling for the
deduction of annuity premiums related to private pensions.
(Continued on the next page)
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Main Results

Box (continued)

PIT An exemption of 1.4 % of the wage bill for tax purposes replaces 2010 0
29 categories of tax-free allowances and benefits-in-kind

PIT Several measures stimulating and/or simplifying the position of 2010 0
the director-shareholder/owner (dga).

PIT Introduction of a number of administrative simplifications in the 2010 0
tax systems

CIT Easing of depreciation rules for investments and easing of | 2009, 2010 - 0.04
requirements on loss compensation for 2009 and 2010.

CIT Tax cuts for SMEs, including a profit exemption granted to a 2009 0

larger share of their profits (10.5 %). Increase in the relief for new
enterprises (startersaftrek).

CIT The profit exemption for SMEs is raised from 10.5 % to 