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Abstract

The global financial crisis which began in 2007-80Bad a negative
effect on the economy of the European Union, maimlselected countries of
the euro area: Greece, Ireland, Portugal and Spaimese peripheral euro zone
countries come out of recession and the finangiallargely due to the great
financial support of the international institutiandundreds of billions of euro
were spent to save these economies. At the samehtwever, these countries
were characterized by the lowest level of fiscdlcgo- measured by share of
taxes in GDP - among the countries of the euro area

In this paper | will try to answer the following egtions:

1. What were the causes of the downturn in those iesirind what restructuring
actions were taken;

2. What changes were introduced in the tax systemruhdepolicy to repair
public finances;

3.How have these changes affected the level andtthetige of budget
revenues from taxes, and to what extent has tlsés affected the change
in the tax burden on consumption, labour, and epit

Keywords taxes, financial crisis, Greece, Portugal, Spdmeland

Y Ph.D., Full Professor at the University of kddraculty of Economics and Sociology,
Department of Macroeconomics



6 Anna Krajewska

1. Introduction

The global financial crisis which began in 2007-200 the USA had
a negative effect on the economy of the Europeaioriijmainly in the Euro
area. The falling budget revenues during the rémessere coupled with an
increase in public expenditure resulting from thwlementation of anti-crisis
programs, which led to an increase in the budgitidand public debt. Anti-
crisis packages have been used to the greatest @xigountries such as United
Kingdom, Germany, France, Austria, Denmark, Swedsigium, and also in
Spain, while the countries that have proven toheewteakest links in the Euro
area, i.e., Greece, Ireland, and Portugal, almidshat use them at all (Owsiak
2011, pp. 71-75, Mering 2011, pp.209-215). Thesmiperal euro zone countries
are coming out of recession and financial crigigdly due to the great financial
support of the so-called “Troika” (European Comnass European Central
Bank and International Monetary Fund).Hundredsilibhs of Euro have been
spent to save these economies. At the same timesveo, these countries are
characterized by the lowest level of fiscal poliapeasured by share of taxes in
GDP - among the countries of the Euro area. In 208¢ revenue (including
SSC) ranged from 31.6% of GDP (Ireland) to 37.1%a(®), with the EU-17
average of 40.1% (Taxation trends... 2013, p. 172).

This paper will answer the following questions:

1. What were the causes of the downturn in those Ipergd countries, and
what restructuring actions were taken;

2. What changes were introduced in the tax systemruth@epolicy to repair
public finance;

3. How have these changes affected the structure dfdiurevenues from
taxes, and to what extent has the crisis affettedhange in the relationship
of the tax burden on consumption, labour, and ahpit

2. Thecrigisof publicfinance

The data in Table 1 indicates that, while in 20092 the budget deficit
and public debt grew throughout the Euro area (E))the public finance crisis
became most apparent in the four countries disduseesin. A change in this
trend has been observed since 2011. It is disfimatbker in the countries under
study (in comparison to the Euro area).
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2.1. Greece

The immediate cause of the Greek crisis was thernmtion that the
Greek government passed false statistical datatoskat. It turned out that over
a number of years Greece distorted its statisticgder to undervalue the actual
debt. It should be recognized that for many yeaidip spending (government
expenditure) was high, mainly due to three items:

1. Large military expenditures - Greece ranks secaffigr(the U.S.) in terms
of defence spending per capita among the 27 merob&aTO.!

2.The high share of budgetary expenditure on salasiepublic sector
employees. For example, the average expenditur¢hierpurpose in the
Euro area is about 10% of GDP, while in Greeceetkgenditure for this
purpose ranged from 11% (2007) to 13.5% (2609).

3. High budgetary expenditure on servicing public debiBreece - about 5-6%,
and esven 7% of GDP in 2011, compared to the Ewa average of 3% of
GDP:

Table 1. Public expenditure, revenue, deficit, and public debt (as% of GDP)

Difference:
2007 2008 2009 2010 2011 2012 2012
compared
to 2007
Total general expenditure
Greece 43.3 50.6 54.0 51.4 52.0 53.6 +10.3
Ireland 36.8 42.8 48.1 65.5 47.1 42.6 +5.8
Portugal 45.8 44.8 49.8 51.5 48.3 47 4 +1.6
Spain 39.2 41.4 46.2 46.3 45.7 47.8 +8.6
Euro area 45.6 47.1 51.2 51.d 49.5 49.9 +4.3
Total general revenue
Greece 40.2 40.7 38.4 40.4 42 .4 44.6 +4.4
Ireland 36.7 35.5 34.5 34.9 34.0 34.5 -2.2
Portugal 44.1 39.6 39.6 41.6 45.0 409 -3.2
Spain 36.9 35.1 36.7 36.2 36.2 37.1 +0.2
Euro area 45.0 44.9 44.9 44.8 45.3 46.8 +1.3

! http://en.wikipedia.org/wiki/Greek_government-detrisis

2 Government Finance Statistics. Summary TablespsEtr European Commission, http:/
epp.eurostat.ac.europa.eu, 2013.

3 Ibidem.
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Deficit
Greece -3.1 -9.8 -15.7 -10.7 -9.5 -9.0 -5.9
Ireland 0.3 -7.4 -13.7 -30.6 -13.1 -8.2 -9.5
Portugal -2.7 -3.6 -10.2 -9.8 -4.3 -6.4 9,1
Spain 2.2 -4.5 -11.1 -9.6 -9.6 -10.8 -13.0
Euro area -0.6 -2.1 -6.4 -6.2 -4.2 -3.7 -3.1
Public debt
Greece 94.5 112.9 129.7 148.3 1703 1569 +62.4
Ireland 254 44.2 64.4 91.2 104.1 117.4 +92.Q
Portugal 63.6 71.7 83.7 94.0 108.2 1241 +60.5
Spain 36.2 40.2 54.0 61.7 70.5 86.0 +49.8
Euro area 53.0 70.2 80.0 85.4 87.3 90.6 +37.6

Source: epp.eurostat.ec.europe.eu (accessed: AR1a@3.

High spending on public administration is not a nplaenomenon in
Greece. It dates back to the government of AndRegsandreou, who while
taking over power in 1974 handed out state jobgreviously persecuted
members of the socialist party PASOK. This practi@es continued by later
prime ministers. As a result Greece, with its papah of 11 million, employs
650,000 state officials. In the opinion of the Fpgan Union and the IMF this is
about 150,000 too many. Moreover, the wages otiaff grew rapidly. The
average salary in the public sector, which not lbefpre the crisis had been
€1,900, reached twice higher than the nationaleayeerin addition, every public
employee was entitled to 14 payments per year dtiditional two were for
Christmas and Summer Holidays), a monthly allowafareeach child, and
allowances for work in harmful conditions (Kot 2Q18 is not surprising that
successive governments went further into debt. ddeption of the euro by
Greece in 2001 allowed the use of low-interest$danfinance increased public
spending. This system collapsed after the discbosdirinformation about the
flawed statistical data. In November 2009, theHitating agency downgraded
Greece’s credit rating from A to A—, and this walidwed by other agencies.
Greek securities were downgraded to junk bond statnd the prices of Greek
bonds tumbled with the risk of insolvency of thaietry. The situation was so
dire that there was talk of excluding Greece frdra euro zone (the so-call
‘Grexit’). Luckily for Greece, the “Troika” decidedo provide financial
assistance in the amount of €240 billion in exclesfiog Greece taking measures
to improve public finances. These measures includesksure to lower public
expenditures (decrease employment in public setiteeze and/or reduce the
salaries of civil servants, extend the retiremegé and freeze pensions);
privatization of some public entities, includingetipostal service, in order to
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obtain funds to repay the debt; and implementatiba more flexible labour
market by,inter alia, extending the work time to increase productivitgrmitting
work on Sundays, and the deregulation of 14 priofiess measures aimed at
eliminating corruption; and improvement in tax eglion and the tax system.

2.2. Ireland

Ireland joined the Community in 1973. Only a smalprovement in its
economic situation, however, could be observedutimiothe mid-1980s. It is
generally agreed that in principle the real acegien started after 1993 (OECD
1999, p. 26). The years 1996-2000 were particurtcessful, when the average
annual growth rate of the GDP was 10%, and the pluyment rate fell to 4.1% in
2000 (compared to an average unemployment rate5#4dlin the period 1991-1995).

The high and long-term growth Ireland was owingitmajewska, Krajewski
2005, pp.128-129):

* The large inflow of foreign direct investment, mgifrom the U.S.;

« Skilful use of EU structural funds;

» Greater opening of the Irish economy and greater @dgeper integration
with the EU;

» A substantial increase in R & D expenditures;

« An increase in expenditures on technical infrastmeg

A better educated society.

The Irish economy was developing rapidly mainlyntke to the large
inflow of foreign investment. Because Ireland wasrgly linked with American
capital, Ireland was the first EU country affectgdthe financial crisis, which
began in the U.S. Ireland was the first state & Buro area to enter into
recession, as declared by the Central StatistifisedfAnother weakness of the
Irish economy was its strong dependence on thetrmti®n sector, which
during the investment boom provided an increage®, employment, and tax
revenues. However, the construction sector was kheayily dependent on the
banking sector. When the regulation of the bankésgtor proved to be
insufficiently strong, the economy began to pluirge crisis. In 2008 GDP fell
by 3% and in 2009 by 7%. Attempts by the governniemescue the economy,
especially the banking system, led to a rapid esedn budget deficit: from 7%
in 2008 to 14.0% in 2009, and to 31.2% in 2010 {&&ale 1). As a result, on 21
November 2010 the government decided that Irelautdonot cope without the

4 Central Statistics Office, Ireland. Key short-teemonomic indicators (http://www.cos.ie/
indicators/default.aspx?id=1NQQ17A).
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support of the European Financial Stability FagiliOn 28 November, the
European Union, the IMF and the Irish state agteed€85 billion rescue deal.

2.3. Portugal

Portugal was admitted to the EEC in 1986, and s has been in the
Euro area. Through effective use of the opportesitwhich opened up after its
entry into the Community, Portugal became one efféistest growing countries
in Europe (Luczak 2002). Services, especially ®uri trade, transport,
telecommunications, and financial services prevail the economy. The
construction market was also quickly developing.

The Portuguese financial crisis began as a pathefglobal financial
crisis and continues as part of the European simemrebt crisis, which has
affected primarily the southern European stateslatahd®

After the financial crisis of 2007-2008, it was kv already in 2008-
2009 that two Portuguese banks (Banco Portuguéblatgcios (BPN) and
Banco Privado Portugués (BPP) had been accumultasgs for years due to
bad investments, embezzlement, and accounting.frélnd case of BPN was
particularly serious because of its size, markatestand the political implications —
Portugal’s then-current President Cavaco Silva some of his political allies
maintained personal and business relationshipstiwttbank and its CEO, who
was eventually charged and arrested for fraud #met @rimes. On the grounds
of avoiding a potentially serious financial crigis the Portuguese economy, the
government decided to give bail out the banks,teaéin at a future loss to taxpayers.

The crisis of the public sector — a budget deti€iaround 10% of GDP in
2009-2010, and public debt in 2012 amounting to?424 GDP - was a disaster
to which the Portuguese Government had been catitrdp for many years.
Here’'s how its administration was assessed: “In52@Be number of public
employees per thousand inhabitants in the Porteg@dministration (70.8) was
above the European Union average (62.4 per thousaabitants), but in 2011,
the number of Portuguese public employees hadeasted to increase while the
EU average had decreased. Already internationatipwk for decades as
excruciatingly slow and inefficient by European tmiand USA standards,
Portugal’s justice system was by 2011 the secoowest in Western Europe

5 Government Statement on the announcement of jBldtIMF Program for Ireland
(http://lwww.guardian.co.uk/business/ireland).

62010-2013 Portuguese financial crisis (http://ékipedia.org/wiki/).
" http://www.jn.pt/Paginalnicial/Seguranca/Interampx?content_id=2623133
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after Italy’s, even though it has one of the higinates of judges and prosecutors,
over 30 per 100,000 people, a feature that plaguedentire Portuguese public
service, reputed for its overcapacity, uselessnddancies and a general lack of
productivity as a whole®”

The worsening situation in international financialarkets exerted
pressure on Prime Minister José Sécrates to malieatechanges in economic
policy, like other European governments had dorferbe Thus, in September
2010, the Portuguese Government, following otheo#ne partners, announced
a fresh austerity package through a series ofiteestand salary cuts for public
servants.On 23 March 2011, José Sdcrates resigned follopasgage of a no-
confidence vote, sponsored by all five oppositiartips in parliament, over the
government’s spending cuts and tax incre&Ses.

On 16 May 2011, the Eurozone leaders approved abli@ bailout
package for Portugal, with became the third Eurezcountry, after Ireland and
Greece, to receive emergency funds. In order temraptish the European
Union/ IMF-led rescue plan for Portugal’'s sovereagbt crisis, in July and
August 2011 the new government, led by Pedro PaSsetho, announced it
was going to cut back on state spending and inereasterity measures,
including public servant wage cuts and additionalihcreases. The Portuguese
government also agreed to eliminate its golden estiar Portugal Telecom,
which gave it veto power over vital decisions (Kavesin 2011). By 2012, all
public servants had already seen an average wagé 2006 relative to their 2010
baseline, with cuts reaching 25% for those eamioge than €1,500 per morith.

Prime Minister Coelho announced in February 201t tthe worst is
already behind us and Portugal is entering the agdegrowth phase.’ He also
declared that an austerity program, implementedxchange for multi-billion
euros in assistance, would be terminated in Maghdiuld be noted, however,
that the social costs of the crisis are enormousreMhan 100,000 Portuguese
left Portugal in 2013 in search of work, includiigd,600 persons aged 25-34
years. In the history of this ten-million-inhabitauntry, such a record number
had not been seen befdfe.

8 Insight: Rushed Portugal justice reform risks memer than trial (http://wwwi/reuters.com
/artice/2012/09/19/us-portugal-judiciary-reform-iilBR88109v20120919).

92010-2013 Portuguese financial crisis..., op. cit.

19 portuguese parliament votes against austerity (bigm://www.france24.com?en/20110323)
1 Institute of Management Technology Nagpur: “Euisist (http://okonomes.webly.com).

12 \www.forbes.pl/portugalia
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2.4. Spain

Spain was admitted to the EEC in 1996, and in }6B8ed to the Euro
area. lts efficient utilization of EU funds and ga&cess to cheap loans after
joining the Euro area resulted in an investmentnihodhe Spanish economy
was developing very well and was described as thege’s “golden child”,

a model for other countries to follow.

It is a common opinion that the Spanish crisis wa®nsequence of the
collapse of the construction sector, which at gakpin 2006 provided 20% of
GDP. This meant a simultaneous serious increasaemployment and a rapid
decrease in budget revenues from taxes. At the damme spending on
unemployment benefits grew by almost 50% - from Bilkon to €30 billion.
The great unfinished investment projects becamgnibal of the crisis. They
were started during the boom but have not been leteth owing to lack of
remaining funds, e.g., the so-called “ghost aifpiarCastellon.

The collapse of the construction market, which Wwased on long-term
loans, struck the banking sector. The Governmedtrizachoice but to bail out
the banking sector, which also burdened publicrfies. In this situation, Prime
Minister José Luis Zapatero, following the exampfehe anti-crisis packages
introduced in the United States, took measuresdaehestimulating consumption
and investment demand. This was reflected, amohgr®t in lowering the
income tax rate for individuals and legal entitiaad tightening of the labour
market. This might have stimulated the demand,ibatso meant that from
2009 to the present the budget deficit (10-11% &fP§in Spain has been
a larger problem than the public debt, which fa Whole period under study
has been at a level lower than the average foEthe area 17 (in 2012, the
public debt in Spain was 86% of GDP, while the agerfor the Euro area stood
at 90.6% of GDP). The failure to supervise the tingnof loans was another
mistake which was made during the initial periodtiué crisis. It is true that
banks have taken over a lot of property from insotvborrowers, but there is
still no demand for this real estate.

Another very serious problem is the employmentisiis Spain. “After
having completed substantial improvements oversdgwond half of the 1990s
and during the 2000s, which put a few regions enhitink of full employment,
Spain suffered a severe setback in October 2008nwtlsaw its unemployment
rate surging to 1996 levels. During the period ®eto2007 — October 2008
Spain had its unemployment rate climb 36%, exceejnfar the unemployment
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surge of past economic crises like 1993In particular, during this particular
month of October 2008, Spain suffered its worstnysleyment increase ever
recorded, and the country suffered Europe’s biggesimployment crisis during
the 2008 crisis? A particularly disturbing feature of unemploymémtSpain is
the very high youth unemployment rate of over 5@aradoxically, “Spain’s
current generation is considered the most educhtgdhe country has ever had,
yet it faces the greatest rate of unemploymenturofe. Roughly 68% of young
people are willing to leave the country to seaahaf job, and those with college
degrees are willing to settle for working at sdezhhini-jobs for a pay check>

Spain is the fifth largest economy in the Européhmon, and for this
reason its problems raise special concerns. Henc@, June 2012 the Eurogroup
held an emergency meeting to discuss how to imagital into Spanish Banks
(Stubbington 2012). The IMF and Eurogroup also amgsed intentions to
provide up to €100 billion to the Fund for OrdeBwank Restructuring to the
Spanish government.

3. Main recent tax reforms - implemented, on-going, or announced

3.1. Greece

Greece was admitted to the EEC in 1981. The prawfesdaptation of the
Greek tax system to the solutions adopted in thar@onity was, however, very
slow. VAT was introduced only in 1987, i.e., afséx years.

The initial standard rate of VAT was set at 16%d after a few years
rose to 18% and then to 19%. Thus, it was one efldtvest in the EU. Only
since 2010, as part of the rehabilitation progrhas the standard rate of VAT
increased to 23%, while the reduced rates were taingd: 6.5% (previously
4.5% and 5%) for newspapers, magazines, bookshaiad services, and 13%
(previously 9%) for food and agri-food productssgenger transport, social
housing, medical and dental services, medicinesedeatricity. Some services
such as legal, artistic, and security serviceschvhiad previously been exempt

13 Agencias (4 November 2008), ,La recesion econompicaoca en octubre la mayor subida
del parode la historia” (http://www.elpais.com/auto/internacional/recesion).

14 «Builder's nightmare” (http:/Aww.economist.com/mb /europedisplaystory.cfm?story_id=
12725415).

15 Spanish financial crisis http://enorg.wiki2008-14-
18 http://ww.diariodeavios.com/2012/06/comunicadmiigrupo-el-rescate-a-la- banca-espanola/
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from VAT, have been taxed since 2011. A 30% reduoatif VAT was, however,
maintained on the Greek Aegean islands (excepCfete). At the end of July
2013, VAT was reduced for restaurants and hotelsf23% to 13%. These
reductions were temporary and lasted until the ehd®013. According to
calculations by the Greek Ministry of Finance, teeluction of VAT was to
reduce customers’ bills by about 8.1% and lead tecavery in the tourism
industry. At the same time, however, it meant aucéidn in the state budget
revenues of about €100 millidh.Excise duty is levied on alcohol, tobacco,
cars, electricity, and luxury goods. Excise dutiefore the crisis ranged from
10% to 75%, and in some cases was as high as 28i0f%e 2009, the excise
duty on fuel has been raised every year, from 2@ @lcohol and tobacco, and
from 2011 also on luxury products. Indirect taxesvle about 40% of budget
revenues. The share of indirect taxes in tax rezgmeclined slightly (in 2009),
but increased in the following years due to incesds indirect tax rates.

To a relatively large degree, Greek budgetary reeemare fuelled by
social security contributions. Their share in theldet revenue differs only
slightly from the average for the Euro area. Coniibns are paid by employees
and employers, and their amount did not changengutie crisis. The rate for
white-collar employees is 16.5% and for blue-coNeorkers, 19.95%. The
employer pays a social contribution of 28.46%. Thatributions are paid up to
a defined maximum monthly wage. The monthly ceifimg2012 was €2,432.25
if the employment had started prior to 1 Januar@3]9nd €5,543.55 if
employment started thereafter. According to Law312012, from 1 January
2013 onwards, the monthly ceiling became €5,543d55both categories of
employees (Taxation trends...2013, p. 91).

Income taxes in Greece are very unstable. Chamgémitax system are
made each time a new government comes to powergeey new finance
minister usually means changes in taxes.

The taxation of income from employment has undeeganseries of
changes. The number of rates, and the bottom gnBIb tax brackets, and the
amount of tax-free income have been changed. Fample, in 2010, four rates
- from 15% to 40% - were applicable (top rate ab&v8,000). In 2011 there
were eight tax brackets with tax rates from 10%%66 (top rate applicable
above €100,000). In 2013 again three rates weredated — 22% to 42% (top
rate applicable above €42,000), for employment nmeaonsisting of salaries
and pensions. The basic tax-free threshold has teshrced to €5,000 (from
€12 000). For 2010-2013 the tax rate includes tbkdarity contribution
(ranging from 1% to 4%), with the top rate applieabn net annual income

7 hitp://www.coslychacwbiznesie.pl/biznes/zadluzgneeja-obniza-podatek
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exceeding €100,000) (Taxation trends... 2013, p. RBal estate rental income
from securities is subject to 10% tax up to €12,00t 33% on the amounts
above that. According to the latest amendmentstakidree bracket is replaced
with a system of tax deductions (Taxation trend013 p. 90).

An important element of the tax reform was theddtrction of taxation
of additional remuneration (bonuses) which banksrajing in Greece pay to
their CEOs, board members, and directors. Bonusexgess of the €60,000
ceiling per year are subject to a progressive t@xdtom 50% to 90%.

Greece has been cutting the statutory CIT rate fitsnhigh of 40% in
2000 to 20% in 2011-2012. From 2013, the corpdreteme tax rate is 26% for
income up to €50,000, and 33% for income in excdsthat amount. At the
same time, tax breaks for young entrepreneurs baea introduced. Persons
who have not exceeded 30 years of age at the tins¢ading a business are
exempt from tax during the first five years followjithe business start-up.

The phenomenon of tax evasion is in Greece veryespreead and has
a long history. Greeks like to refer to the timeaewtthe country was under the
rule of the Ottoman Empire, and the failure to p@¥es was considered an act
of courage and patriotism. But also since gainimtependence, avoiding taxes
has been the result of, on one hand, a complidatedystem, and on the other
hand inefficient tax administration, lack of anynp#ties for evasion of taxes,
widespread corruption and a developed grey econsugported by a large
share of small and medium-sized enterprises ande@nomic structure
conducive to tax fraud (agriculture, tourism, seeg)).

In order to combat these practices, Greece hasthgashanged its law.
Now anyone who owes more than €10 thousand toatheffice can go to jall
based on mere suspicion of tax evasion. And bectugs@rosecution has 18
months’ time to file charges, many people pay iveade to avoid prison.

3.2. Ireland

In the past few years, the share of tax in relatio@DP shows a declining
trend - from 32.1% in 2006 to 28.9% in 2011 (Texatirends... 2013, p. 172),
which puts Ireland in last place among the coustdéthe Euro zone in that
respect. The decline in tax revenues is due tdite dependence of the Irish
economy on the construction sector. When this sexiitapsed, this seriously
affected the condition of public finances. The stnee of budgetary income
taxes differs significantly from that in other EQuntries. In Ireland, the share
of the income tax from natural persons - 32.0% @12- is relatively large
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compared to the Euro area average of 22.3%, whdletate budget is to a much
smaller extent supplied with social security cdmitions - only 17.2% of
budget revenues, compared to 36.5% for the whole &uea.

There are two income tax rates in Ireland, and #reyhigh. From 2007
they were 20% and 41% (previously, since 2005 these 20% and 42%, and
in 1997 they were even higher: 27% and 48%). Ctlgrethe top income tax
rate in comparison to other countries of the EUsLZlightly lower (44.5% for
the Euro area, but the lower rate is still high).

The income tax computed in this way is adjustecaligx-free amount
(e.g., for a single person the exemption is €1,6850@) by an extensive system of
deductions with respect to mortgage payments, dses of renting an apartment,
age, education costs or having disabled childrergfion trends...2013, p. 98).

The basic corporation income tax rate is 12.5%. ifbeease to 25.0% of
the corporate income tax rate applies to incomeetbfrom financial transactions,
such as gains from investments. Newly establisloatpanies may be exempted
from income tax for a period of three years, preddheir tax liability will not
exceed the amount of €40,000 per year. The exengto not apply to service
companies and those dealing with the exploitatiome materials?

The standard 21% VAT rate of 2001 was temporantyreased to 21.5%
in 2009. Over the two following years the previ@l$so rate re-applied, but from
2012 the standard rate was raised to 23%. In $eafacertain goods (certain types
of food) and services (e.qg., renovation servicesflaced rate of 13.5% applies.

Excise duties are applied to alcohol, tobacco,duahd oils. In 2013, the
excise duty increased on alcohol and tobacco (€@ pint of beer or cider,
€1 per 75cl bottle of wine, €0.10 per pack of cates (20 pieces), €0.50 per
259 pack of tobacco).

From July 2013 a new Local Property Tax (LPT) wasoduced to replace
existing charges on dwellings. The rate is 0.18%hervalue of residential property
up to €1 million. For property valued at more t€dnmillion, the rate is 0.18% for
the first €1 million and 0.25% on the excess. Thare no income-based
allowances, but it is possible for certain groupghwow incomes to defer
payment. Deferred LPT is subject to an annual ésterate of 4%. New property
bought before 1 January 2011 and second hand pyopeught in 2013 is
exempt until the end of 2016 (Taxation trends...2@l39).

Summing up the changes in the tax system institdteithg the crisis, one
should stress their moderate nature. The key revesiging measures included
the extended social insurance tax base, a new myofax, increased excise

18 http://dublin.trade.gov.pl/pl/przewodnikdublinfate/detail, 344,System_podatkowy.html
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duties on alcohol and cigarettes, and increased fat vehicle registration tax
and motor tax on all vehicles. The use of the tgstesn to stimulate the
development of small and medium-sized enterprisegloyment, R & D, and
investment should be viewed positively.

3.3. Portugal

Portugal entered the EEC in 1986, with a tax systenich clearly
differed from that applied in the Community. Cedllacome taxes were very
complicated (Komar 1989, pp. 47-48). Soon, howekefigrm measures were
undertaken. Already in 1986, VAT was introduced] twee years later a thorough
reform of income taxes was carried out, and PITG@dwere introduced.

The personal income tax is levied on the aggregbssg of six income
categories. There is no personal allowance, buingles personal tax credit
which is linked to the minimum wage and the fansifuation of the taxpayer.
In recent years, the number of tax brackets [tlolelsh and tax rates underwent
frequent changes. Until 2005, the top personarase was 40%, and was later
increased to 45.9% in 2010, 50% in 2011, and 5320&8. Within this top rate
is a new surcharge of 3.5% levied in 2011 on aliregated categories of
income. In 2012 and 2013 a 2.5% surcharge is appliethe highest income
bracket (Taxation trends...2013, p. 35). The highest applies to income
above €80,000. “Unjustified” increases in persomma@ome of more than
€100,000 are taxed at a special rate of 60% (Kdréa$, p. 130).

Until the end of December 2011, two corporate ine¢ax rates — a standard
and a reduced one - were applicable in Portugadaldla profits up to €12,500
were subject to a reduced rate of 12.5%. A 25% wats applied to taxable
profits exceeding €12,500. As of 1 January 2012 rélduced CIT rate of 12.5%
was abolished. A state surtax of 3% is levied apa@te income between €1.5
and €10 million, and a 5% rate is levied on taxabtefit surpassing €10
million, with effect from 1 January 2012 (Komar 29§.131).

For many years the standard 17% VAT rate was velgtiow. In 2005, it
was raised to 21%, and since 2011 is 23%. At tmeestame, in 2011 the
reduced rates of 5% and 12% were raised to 6% a%d The reduced 6% rate
applies to food, public transport, medical produesd hotel services. The
intermediate 13% rate applies to processed fooduats (canned meat, fish,
fruit, and vegetables), vegetable and animal fats, wine, ornamental plants,
tickets to circus, theatre, and film performances &ullfighting. Insurance,
financial, education, and health care are exempi f’VAT. VAT rates in
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Madeira and the Azores are slightly different frtma continental rates, and are
as follows: Madeira - 22%, 12%, 5%, and the Azere8%, 9% and 4%,

Currently, two property taxes are in force in Pgaiu With effect from
1 January 2012, the minimum and maximum rateseofdhl estate tax on urban
property were increased by 0.1 percentage poiote.&0.5%). There is no net
wealth tax. The gift and inheritance tax was albelisin 2004.

In May 2011, the provisions of a Memorandum of Ustéading on
Specific Economic Policy were agreed between thetB€ ECB, the IMF, and
Portugal signed on. It obligated Portugal to inseshudget revenues. For this
purpose, from 1 January 2012 Portugal introducedxaise duty on electricity
consumption by consumers, producers, traders dfidreducers. Furthermore,
the maximum rates of excise duties on petrol, aktoheating diesel and
tobacco were increased. The real estate tax omymtmperty was increased by
0.1 percentage points. As already indicated ab@®d, rates were raised (both
standard and reduced), as well as the CIT ratess(fall businesses). A bank
levy was introduced for the period 2011-2014, 86% of the total liabilities of
the bank. The budget is expected to receive €5@tomin this period from
these kinds of taxes.

In order to increase the tax revenue, the goverhmag also taken the
following actions?!

1. The number of tax inspections was increased, thgogea which is to check
the cash registers, obligatory since 2012, in emimentities offering goods
and services (for this purpose the number of iiolktinspectors was increased
from 1,700 to 3,000);

2. A tax amnesty was introduced. On a temporary basigies which were
behind in their tax payments owed to the state 86€ were exempted
from the obligation to pay interest and administetosts of debt service,
provided they settled with the state by 20 Decer@bégB. It is estimated that
in this way the revenue of the state budget caudcbase by €500-600 million;

3. Portuguese debt collectors continue the previoastymenced process of
seizing cars for overdue obligations to the stdtkese cars are then
auctioned off on the internet to the public at scdunted rate. It is estimated
that in 2012 the budget in this way gained arous@émillion. In the first
half of 2013, 21,000 cars were seized (most froencbnstruction industry
and from developers, and from the textile and f@atmsectors).

19 http://lizbona.biz/system_podatkowy w_portugalinh
20 ywww.forbes.pl/portugalia
2 |bidem.



Fiscal Policy In The EU Countries... 19

As a result of these measures, budgetary revemoes thxes in 2013
were higher by 13% than in 2012, CIT revenues msed by 35.5%, PIT
revenues by 18.8%, and VAT revenues by 3.5% (wwid®e.pl/portugalia).

3.4. Spain

Spain is a country where the share of budget reagritom taxes in
relation to GDP declined very quickly in recent geeafrom 37.1% in 2007 to
31.4% in 2011. This places Spain second afterdceiamong the countries with
the lowest level of fiscalization. At the same tjn@erapid increase in public
spending due to rising unemployment and implemientatf anti-crisis programs
caused the budget deficit, since 2009, to ris®h1P6 of GDP.

In the initial period of the crisis Spain focused launching instruments
to stimulate overall demand. This also concernedrire taxes from individuals
and legal entities. In 2006, the top rate of peasamcome tax was 45%.The
following year it was reduced to 43%. Four rategliagd: 24%, 28%, 37%, and
43%. These rates remained until 2010. Only aftesgure from the international
institutions did the government introduce, in Jap011, two additional rates
for the wealthiest taxpayers - 44% for income 0€&20,000 and 45% for
income above €175,000. Furthermore, in January 2012 government
introduced a temporary supplementary progressivg (eovering the years
2012 and 2013) applied to each tax band of thergegevernment tax base,
which implies the existence of seven brackets &24,730%, 40%, 47%, 49%,
51%, 52%). The top PIT rate refers to income ab&860,000. Since 2011
regional governments are liable to set up their ®Wh schedule for taxing the
general income tax base (Taxation trends...20136p.14

It is worth noting that in 2007 the Act on the Reetion of Tax Fraud
came into force, with an emphasis on increasing ttasparency of
transactions, tightening controls, and tougheniggties for violations.

Like the PIT, the CIT rate has also been reduaed007, the corporate
income tax rate was 32.5%, and since 2008 hasrbdened to 30%. SMES enjoy
a reduced rate of 25% for the tax base of up t0.€80. A lower CIT rate is levied
on cooperatives (20%) and projects meant to inmestvironmental protection.

In order not to decrease consumption, VAT was aded until 2010.
The standard 16% rate and the reduced 7% and 4% neplaced by 18% and
the reduced 8% and 4%. These rates applied fop¢hed 2010-2012. From
2013, the new rates apply: the standard 21% ancetheced 10% and 4%. The
10% rate includes passenger transport, restauramicss, cultivation of
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agricultural land, cleaning streets, parks, wateratment, and veterinary
services. The rate of 4% is applied to bread, flonitk, cheese, eggs, fruits,
vegetables, books, journals, magazines, schoollisgppnedicines, cars, and
equipment for people with disabilitiés.

Each professional category has minimum and maxisagial contribution
bases. Since 2013, the maximum monthly base i283%4the minimum varies
depending on the type of work (ranging from €75310051.50 per month).
The total rate for the general regime is 6.35% a@feced earnings for the
employees, and 29.9% for employers, e.g. for d tmatribution of 36.25%.
Self-employed persons contribute between 26.5%288% of their earnings
(Taxation trends...2013, p.147).

4. The impact of the crisis and the austerity measures on the level and
structure of taxes. Compar ative analysis

4.1 Thelevd of tax revenue

The data in Table 2 shows that the austerity measamd slight recovery
recorded in 2010 in the Euro area have stabilis»@nues from taxes. In the
countries surveyed however, this process has bagedv Tax increases were
faster in Greece - they started in 2010 and in 2@bdl the share of taxes in
relation to GDP was close to the situation beftwe drisis. Much of the credit
was given to international organizations which réturn for their assistance,
very strongly encouraged Greece to make changtwitax system. Although
in 2010 Spain experienced a slight increase irskiaee of tax revenues to GDP,
but in the next year the share decreased. As #,resR011 the share of taxes in
GDP was 5.7 percentage points lower than in 20DTreland, a slight increase
in tax revenue was not recorded until 2010, butsthere of taxes in GDP was
still 2.7 percentage points lower than before thsis Portugal is the only
country among the four under study where fluctuegtion total taxes as
a percentage of GDP were minor.

Zhttp://madrid.trade.gov.pl/pl/przewodnik/articletaig622, System_podatkowy _w_Hiszpanii.html
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Table2. Total taxes (induding SSC) as % of GDP

: Ranking 2011
2007 | 2008 | 2009 | 2010 | 2011 g(l)fg;r ;glcf
2007 | 2011

Greece 325 321 30.5 31.1 32.4 0.1 1% 15
Ireland 31.6| 298 28.3 28.3 28. 2.7 16 17
Portugal 328 328 310 31.5 33.2 +0.4 14 16
Spain 37.1| 330| 307 32.1] 31.4 5.7 17 1B
Euroarea | ;) | 396 39.1 39.0 39.5 0.6 X X
weighted

Source: Taxation trends..., op. cit., p. 172.

It is worth mentioning that despite the significaxternal aid for saving
public finances, the countries under study havddast level of fiscalization of
economy measured by share of taxes in GDP. In g#@7ranked 12-16 among
EU-17. The last was Estonia, a new member of Etga.dn 2011 Ireland was
last. The positions of Portugal and Greece alserideated.

4.2 Taxation of consumption, labour, and capital

The response of tax policy pursued in the analysaghtries to the
current crisis will be analysed in two ways:

1. Distribution of the total tax burden by economiadtion, i.e., the share of
taxes on consumption, labour, and capital in refato GDP and total tax
revenues;

2. Analysis of trends in the implicit tax rate (ITRh @onsumption, labour,
and capital. The ITR is an indicator which expresbe relation of the tax
burden levied on different activities to total raue on this activity. The
ITR takes into account the legislation and the Itegutax burden, which
may affect the behaviour of various entities aradrtiecisions.

The data in Table 3 shows that in the Euro areatd@s, on average
more than 50% of budget revenue comes from thédasten on labour, and in
addition this share has been growing in recentsyedrom 50.3% in 2007 to
53.0% in 2011. The tax on labour, apart from incdiase on the employed
involves social security contributions paid by eoyelrs and employees and
other tax burdens on labour.
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Table3. Sructureof taxesby economic function (as% of total taxation)

2007 2008 2009 2010 2011 2%;“3)62”0‘:1612
Taxes on consumption
Greece 36.5 36.0 35.5 38.9 38.5 +2.0
Ireland 35.8 36.9 36.2 36.6 34.8 -1.0
Portugal 38.9 37.5 35.3 37.3 38.7 -0.2
Spain 25.0 24.9 23.7 27.4 26.9 +1.9
Euro ared 26.9 26.6 26.9 27.6 27.4 +0.5
Taxes on labour
Greece 39.0 39.4 39.7 39.3 36.5 -2.5
Ireland 34.2 38.0 415 41.2 41.9 +7.7
Portugal 38.0 38.5 42.5 41.6 41.7 +3.7
Spain 45.7 51.5 55.5 54.0 54.9 +9.1
Euro arel 50.3 52.0 53.8 53.4 53.0 +2.7
Taxes on capital
Greece 245 24.6 24.9 21.8 25.0 +0.5
Ireland 30.0 25.1 22.4 22.3 23.3 -6.7
Portugal 23.4 24.0 22.2 21.0 215 -1.9
Spain 30.5 25.3 23.8 21.1 21.0 -9.5
Euro ared 23.6 22.7 20.4 20.2 20.5 -3.1
Taxes on corporate income

Greece 7.5 7.8 8.1 7.7 6.5 +1.0
Ireland 11.3 9.8 8.6 9.0 8.3 -3.0
Portugal 10.9 111 9.2 8.5 7.7 -3.2
Spain 12.8 8.8 7.6 5.8 5.9 -6.9
Euro ared 8.5 7.5 55 5.9 6.3 -2.2

"Weighted average
?In percentage points

Source: Author’'s own calculation basedTaxation trends., op. cit.

Taxation of labour grew in these three countrigzai, Portugal, and
Ireland. In Spain taxes increased from 45.7% dltatx revenue to 54.7%, an
increase of 9.1 percentage points. This can beagqa by a major increase in
the top income tax rates from 43% to 53%. A larggease in the tax burden on
labour was also seen in Ireland: from 34.2% to %l .8r 7.7 percentage points,
although here it was the effect of the extensiotheftax base and reduction of
some tax allowances and deductions. Viewed agdhist background the
increase in the tax burden on labour in Portuga reéatively small - from 38%
to 41.7%, i.e., 3.7 percentage points. Among thentrees studied, only in
Greece did the taxes on labour decrease: from 8986.6% of total tax revenue,
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even though the PIT rate increased in Greece. &s#fime time, however, public
sector wages were severely reduced as well as tagrgdvantages. In addition,
the sector of small businesses and self-employedels developed in Greece
and their income may be treated by statistics pgatdaxation. In Greece, the
self-employed represent 31.9% of all employed,ugetise EU average of 15%.

Another measure of the tax burden on labour igrtipdicit tax rate (ITR)
on labour, measured as the share of taxes leviethmur (income tax and
social security contributions) in the total grossge fund in the economy.

Table4. Implicit tax ratein %

Difference
2007 2008 2009 2010 2011 2007 t0 20112
ITR — consumption
Greece 16.5 15.4 14.6 16.4 16.3 -0.2
Ireland 25.2 23.3 22.3 22.3 221 -3.1
Portugal 19.1 18.2 16.7 17.6 18.0 -1.1
Spain 15.7 13.9 12.5 14.7 14.0 -1.7
Euro ared 19.8 19.3 18.8 19.3 19.4 -0.4
ITR — labour
Greece 33.3 32.9 30.0 315 30.9 24
Ireland 25.7 24.7 254 26.2 28.0 +2.3
Portugal 23.7 23.6 23.9 24.0 255 +1.8
Spain 33.7 324 31.4 32.7 33.2 -0.5
Euro are& 37.8 37.9 37.3 37.4 37.7 -0.1
ITR — capital
Greece 18.4 18.8 18.3 16.5
Ireland 194 17.2 15.6 14.0
Portugal 33.3 37.2 31.6 28.4
Spain 41.6 31.0 26.3 . . .
Euro are& 30.8 294 28.5 27.2 28.9 -1.9
ITR — corporate income

Greece 18.5 17.0 18.3 17.8
Ireland 8.8 8.5 7.6 7.8
Portugal 27.4 36.1 .
Spain 55.4 31.7 21.8 . . .
Euro arei 29.6 28.0 19.0 18.8 20.3 -9.3

Weighted average
2In percentage points

Source: Author’'s own calculation basedTaxation trends., op. cit.

2 Greek Myths and Reality (http://www.brookings.eéséarch/papers/2013/08/06-greece-
recovery-dervis).
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The average level of the ITR on labour in the EUfT@ble 4) did not
change during the period under study - it rangetivéen 37.3 and 37.9%.
Among these four countries there are, howevereufft trends. An increase in
this ratio can be observed in Portugal (by 1.8 grtiage points) and Ireland (by
2.3 percentage points). It must be kept in mindyeéneer, that in both countries
the level of the ITR on labour is relatively low lreland, this is due to the low
social security contributions, and in Portugal tlu¢he low initial rates of PIT.
The Greek ITR on labour fell from 33.3% in 20073@&9% in 2011. Given the
low direct taxes, the influence of social contribns on the overall
development of the indicator is significant, andtipalarly relevant for the rise
experienced in 2010. In Spain, in turn, the fluthres are bidirectional. First,
until 2009, ITR on labour was falling (from 33.7% 81.4%), but in 2011
reached a level close to the initial one (33.2%).

In the Euro area, the share of consumption taxésidiget revenue in the
period under study was quite stable (26.9% in 200¥27.4% in 2011). A similar
share of consumption taxes remained in Spain, @dfhat was growing at
a slightly faster rate (from 25% to 26.4%). In tither three countries, the share
of consumption taxes in the total budget revenue laser (35.5-39%).

The fiscal effects of these actions were not evidEime data from Table 4
for the years 2007-2011 shows that although theswuoption tax rates
increased, this was not reflected in the levehgilicit tax rates on consumption
(which measures the relationship between the amofuatl consumption and
the total domestic households’ consumption exparelit

The lowest ITR on consumption was in Greece andnSphis was due
to a relatively broad application of the reducedTViates as compared to the
standard rate.

While investigating the tax burden on capital, Eveopean Commission
takes into account income from various sources ehamorporate income tax —
CIT, income from economic activity such as a sinatiness and self-employment,
taxes on wealth, capital, and savings held by ltmide and enterprises, and taxes
on capital transactions.

Taxes on capital are very sensitive to economicdsg Mzdzierz 2011,
pp. 63-64, Krajewski 2006, pp.71-72).This is denti@isd by the declining
share of these taxes in relation to total tax raean the EU-17, from 23.6% in
2007 to 20.5% in 2011. This resulted from the deseean the level of economic
activity. The revenue from corporate tax fell rizfaly faster than all tax
revenue from capital. One should note that thedsgdeclines in the share of
these taxes in total tax revenue took place inrBpad Ireland.
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The ITR on capital also shows the downward trerfus Ts due to the
decrease in tax rates generally introduced, edpedéta small and medium-
sized enterprises, in order to revive economicvegoand increase employment.
Tax breaks for start-ups also began to be genaraéyl.

5. Conclusions

1. The Euro area countries which were first affectgdthe financial crisis
still suffer from a large deficit and public debhis is so even though these
countries received massive external aid and cometenestructuring
measures, often very difficult for the public andhieh required great
sacrifices (drastic reduction in public spendingeking wages in the
public sector and pensions). Unemployment is Bigh in these countries,
especially among young people.

2.1n 2007, the share of budget revenue from taxeslation to GDP in the
countries under study was the lowest among the Eldelintries. Despite
the restructuring actions taken in 2011, these trmsnhave not improved
their position; it has even deteriorated. This nse#mt the burden of
restructuring activities was borne by means ofregtleassistance.

3. Statistical data shows that in the case of Irel&uattugal, and Spain, the
tax burden is being shifted from capital and cor®ion onto labour,
which is contrary to the long-term trends and aamhit the growth of
employment. In Greece, on the other hand, it isother way around. The
tax burden on labour is decreasing while the taxidiu on consumption is
increasing, coupled with a relatively stable tarxdem on capital.
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Streszczenie

POLITYKA FISKALNA W KRAJACH EU NAJBARDZIEJ DOKNIETYCH
KRZYSEM - GRECJA, IRLANDIA, PORTUGALIA, HISZPANIA

Swiatowy kryzys finansowy, ktory rozpgcsie w latach 2007-2008 w USA
wplyrgt negatywnie na gospodarkUnii Europejskiej, a gtéwnie na euro area, czyli
w Gregciji, Irlandii, Hiszpanii i Portugalii. Te pefgryjne kraje strefy euro wychaegz reces;ji
i kryzysu finansowego w giim stopniu dzki wielkiemu wsparciu finansowemu
instytucji medzynarodowych. Na uratowanie tych gospodarek pemzamo setki
miliardéw euro. Réwnoc#rie jednak kraje te charakteryzowaty siajnzszym stopniem
fiskalizacji mierzonym udzialem podatkéw w GDRod krajow nalégcych do strefy euro.
W referacie podjta zostata proba odpowiedzi na ngatjgce pytania:

1) Jakie byly przyczyny zatamania koniunktury whtieajach oraz jakie podjo
dziatania restrukturyzacyjne;

2) Jakie zmiany w systemie podatkowym wprowadzoremach polityki naprawy
finansOw publicznych;

3) Jak wprowadzone zmiany wphynna struktug dochodéw bugkttowych z podatkdw
oraz w jakim stopniu kryzys wplgnna zmiar relacji obcyzerr podatkowych
konsumpciji, pracy i kapitatu.

Stowa kluczowepodatki, kryzys finansowy, Grecja, Portugaliaskania, Irlandia



