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Outline

1) Overall results of the report

2) Insights on housing taxation 

3) Insights on tax governance
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Overall results from Tax Reform 
Report
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Context
European Semester (the new cycle of integrated economic 

coordination) pays attention to growth friendliness of tax 
systems/policy and sizeable consolidation need in some 
countries. (AGS, 2011)

Euro Plus Pact (March 2011) calls for labour tax 
reforms, pragmatic tax coordination and structured 
discussion on tax issues. 

TRR contributes to this discussion and serves as 
analytical input to the 2012 European Semester (AGS, 
2012, and annex 'Growth-friendly tax policies in Member 
States and better tax coordination in the EU')
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Tax policy challenges in EU Member States

Focus on the macro-economic dimension through:
– Sustainability of public finance/consolidation needs
– Growth-friendly tax structures, i.e. potential for a tax 

shift from labour to consumption/housing taxation

…and on a set of horizontal issues, related to the  
specific design of individual types of tax: 

– Reducing tax expenditures in direct taxation
– Debt bias in corporate and housing taxation
– Increasing VAT efficiency (policy and collection gap)
– Environmentally-friendly taxation

…and on improving tax governance



• The final report was published on 10 October:

• It strongly benefited from discussions with MS at the 
EPC.

• A step towards clarifying the analytical underpinning 
of policy recommendations in the area of tax policy. 

• Further dialogue with MSs appears mutually 
beneficial to dig deeper on country dimension and to 
go beyond the indicator-based identification of 
challenges.

Reform report



Reform report: Tax policy challenges in euro-area MSs

Reduced 
VAT on 
energy

Company 
car 

taxation

Excise duty 
rates on 

fossil fuels
BE X X X X X X X X
DE X X X
EE X
IE X X
EL (X) X X X X X X X X
ES X X X X X
FR X X X X X X
IT X X X X X X X
CY X X
LU X X X X X
MT X X X
NL (X) X X
AT (X) X X X
PT (X) X X X X X X X
SI (X) X X
SK (X) X X X X
FI X X X

Tax 
governance 
challenges

More environmentally friendly 
taxation: ReviewContribution 

of tax 
increases to 

consolidation

Country
Need and 
room for 
tax shift

Cutting tax 
expenditure 

in direct 
taxation

Debt bias in 
corporate 
taxation

Debt bias in 
housing 
taxation

Increasing 
VAT 

efficiency
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Need and scope for tax-based fiscal 
consolidation 

MS
Consolidation/
sustainability 

challenge

'Tax space' 
available

No ‘tax- 
fatigue’

Scope for 
higher ‘non- 

distortionary’ 
taxes

Tax 
contribution 

to 
consolidation

BE X X

DE (X) X X

EE X X

IE X X X X

EL (X) X X X (X)

ES X X X X X

FR X X

IT X X

…

Source: Commission services.



Overall
Specific 
groups

Low 
consumption/ 
indirect taxes

Low recurrent 
taxes on 
housing 

…
MT
NL (X) X (X)
AT X X X (X)
PT X
SI (X) X (X)
SK X X
FI X (X) X X X

High tax burden on 
labour Potential to shift Need and 

room for tax 
shift
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Note: Specific vulnerable groups refer to low-skilled workers and second earners.
Source: Commission services.

Growth-enhancing tax structures: 
Need and scope for tax shifting



10

Housing taxation
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• Property taxes, in particular recurrent taxes on 
housing, have been found to be among the taxes 
least distortive and therefore least detrimental to 
growth. 

• Greater reliance on this tax base would be more 
growth friendly for the economy (if revenue-neutral). 

• MS in which revenues are low and that do not levy a 
tax on imputed rents have scope to increase.

Housing taxation (1)
Potential role in a shift away from labour taxation
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Recurrent taxes on immovable property

Source: OECD.

(in % of GDP, 2009)
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• Transaction taxes discourage property transfers, 
impact resource allocation negatively, and reduce 
labour mobility.

• Could possibly deter speculation, thus reduce the 
risk of housing bubbles. However, the empirical 
relationship is ambiguous. 

A shift towards recurrent taxes on real estate would 
reduce distortions and improve economic 
efficiency.

Housing taxation (2) 
From transaction to recurrent taxes
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• Tax deductibility of mortgage interest rates favour 
debt, increase house prices and debt leverage - potential 
contribution to house bubbles.

• The aim of the tax system is to achieve neutrality vis-à- 
vis the taxation of other assets or other forms of habiting. 

• Ideally, the net rental income should be taxed. The 
imputed rental income (or recurrent real estate tax) 
should reflect the market value of the house to justify 
interest rate deductibility.

• Alternative option: remove interest deductibility and levy 
a (lower) recurrent real estate tax.

Housing taxation (3) 
Debt bias in personal income taxation
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Improving tax governance
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Tax governance (1)

Crisis heightened the need to improve tax governance:
– reduce the size of the shadow economy
– fight tax evasion and improve tax compliance

Three different indicators to tentatively define the challenge:
(1) The size of the shadow economy (Schneider (2010), EMCO)

and

(2) Administrative burden of the tax system for a mid- 
sized company (total hours to comply), 'Paying taxes indicator' (PWC et al. 
(2010))

or
(3) Administrative cost per net revenue collections 

(costs per 100 units of revenue) (OECD (2011))
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Tax governance (2) – cost of tax collection 
Administrative costs per net revenue collection 

(costs per 100 units of revenue, 2007 to 2009)

Note: No data available for Greece. Data for Slovakia are limited to year 2007. Source: OECD.
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Tax governance (3)
E.g. the following measures could be taken:

• Third-party information on taxpayers' wage and interest income 
etc. crucially reduces possibility of under-declaring income. The 
tax authorities resources may then be directed towards other 
segments.

• Audit resources should target the biggest revenue risks (e.g. 
self-employed, large companies, shadow economy) by segmentation of 
taxpayers and use of "flag systems" based on analysis of audit 
data.

• Legal sanctions against purchasers of undeclared work and 
electronic payment systems for purchases over a certain 
amount

• Paying taxes could be facilitated by appropriate IT systems 
making it easy to declare taxes, but also by a simple tax 
system.
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THANK YOU! 

The report can be downloaded here: 
http://ec.europa.eu/economy_finance/publications/european_economy/ 

2011/pdf/ee-2011-5_en.pdf

http://ec.europa.eu/economy_finance/publications/european_economy/�2011/pdf/ee-2011-5_en.pdf
http://ec.europa.eu/economy_finance/publications/european_economy/�2011/pdf/ee-2011-5_en.pdf
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