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II.1. The contribution of taxes to fiscal 
consolidation in the euro area 

The consequences of the financial and economic 
crisis are deeply reflected in Member States’ 
government revenues. Having implemented a 
wide range of stimulus measures over the period 
2008-10, Member States have clearly shifted 
focus towards much-needed consolidation of 
public finances. While experience from successful 
consolidations suggests that fiscal adjustment 
should primarily come from the expenditure side 
of the budget, (7) some Member States could 
consider raising tax revenues – alongside 
expenditure control – to consolidate public 
finances. This is particularly relevant for countries 
that show unsustainable budgetary situations but, 
at the same time, have room for potential tax 
revenue rises. Research shows that revenue-based 
consolidation is more likely to be successful when 
the initial tax-to-GDP ratio is low. The focus in 
this section is on possible permanent increases in 
tax revenues to safeguard fiscal sustainability, 
rather than on addressing short-term consolidation 
needs through temporary tax hikes. 

When economically justified, the need to increase 
tax revenues might be addressed first by 
improving tax compliance and administration 
rather than by discretionary tax hikes. Where tax 
compliance is already high and/or revenue-raising 
needs cannot be met by enhancing tax compliance 
alone, raising the efficiency of taxation through 
base-broadening measures such as reviewing tax 
breaks and reduced VAT rates should be 
considered. As a last option, lifting tax rates or 
introducing new taxes might be unavoidable in 
some cases. This should, however, be done with a 
view to minimising possible detrimental effects 
on growth. 

Against this background, this section subjects 
euro-area Member States to horizontal 
quantitative screening — against common criteria 
and indicators — to identify scope for tax policy 
measures in the area of fiscal consolidation. The 
methodology used here is presented in more detail 
in the European Commission’s latest report on tax 
reforms in EU Member States. (8) 

                                                        
(7) See European Commission (2010), ‘Public finances in EMU 

— 2010’, European Economy No 4/2010. One major risk 
inherent in tax-side consolidation is that it can create 
disincentives to engage in serious expenditure-based 
consolidation focusing on inefficiency in public spending. 

(8) European Commission (2011), ‘Tax reforms in EU Member 
States 2011 — Tax policy challenges for economic growth 
and fiscal sustainability’, European Economy No 5/2011  

Main screening principles 

The aim of the indicator-based analysis presented 
in this section is to identify general options for 
increasing tax revenues, rather than 
recommending tax increases in any definitive 
way. Against this background and acknowledging 
that country-specific factors and the overall policy 
setting are key elements in gauging the 
appropriateness of any tax reform measures, 
raising tax-to-GDP ratios may be recommendable 
if specific criteria related to consolidation needs 
and the availability of tax space are met. (9) These 
criteria are discussed in more detail in the 
following paragraphs. 

A sizeable consolidation need 

The first necessary condition is a need for sizeable 
fiscal consolidation, which suggests that, apart 
from reining in expenditure, increasing 
government revenues might be required. This 
potential scope for revenue-raising measures is 
gauged on the basis of the S2 indicator, which is 
part of the family of sustainability gap indicators. 
The sustainability assessment is based on the 
solvency condition for general government 
through its inter-temporal budget constraint. The 
latter is satisfied if the projected outflows of the 
government are covered by the discounted value 
of all future revenue. This is equivalent to saying 
that the government must run sufficiently large 
primary surpluses going forward to cover the cost 
of servicing its debt. It is a long-term concept and 
differs from liquidity, which is concerned with the 
immediate (short-run) ability of a country to issue 
debt to finance its expenditure. 

The S2 indicator shows the permanent adjustment 
to current policies for the structural primary 
balance to fulfil the infinite horizon inter-temporal 
budget constraint, including paying for any 
additional expenditure arising from an ageing 
population. The indicator has two components: 
the ‘initial budgetary position’ component (the 
structural adjustment needed to stabilise debt) and 
the required additional adjustment due to long-
term changes in government expenditure (mostly 
related to ageing). (10) 

                                                                                  
(http://ec.europa.eu/economy_finance/publications/european_
economy/2011/ee5_en.htm). 

(9) See European Commission (2011), op. cit., Box 5.2, for a 
schematic overview of the screening approach. 

(10) The required adjustment given by the initial budgetary 
position is the gap (in % of GDP) between the initial 
structural primary balance and the debt-stabilising primary 
balance (primary balance required to ensure the long-term 
sustainability of public finances under no policy change  

http://ec.europa.eu/economy_finance/publications/european_economy/2011/ee5_en.htm
http://ec.europa.eu/economy_finance/publications/european_economy/2011/ee5_en.htm
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As such, a high sustainability gap arising 
primarily from an initial budgetary position that is 
insufficient to stabilise debt could be addressed by 
either tax increases or spending cuts. However, 
when combined with a high value of the age-
related component of S2, it points to an additional 
need to substantially reduce public expenditure 
over the medium to longer term which may limit 
the political feasibility and pace of expenditure 
cuts in the short term. Therefore, while the focus 
of the present analysis remains on consolidation 
measures needed in the short to medium term, 
considering both components of S2 is useful in 
order to identify potential needs for raising taxes 
to supplement expenditure control. 
 

Table II.1.1: Tax-to-GDP ratio versus fiscal 
sustainability indicators (1) 

Initial 
Budgetary 
position

Ageing 
component

BE 43.7 5.8 0.7 5.0 0.2 4.7
DE 39.0 4.1 0.6 3.4 1.2 0.7
EE 32.4 1.0 1.5 -0.5 0.0 1.4
IE 28.8 15.5 7.1 8.4 -5.6 2.8
EL 32.5 5.7 3.0 2.7 1.8 -0.1
ES 31.9 8.5 3.2 5.4 -2.7 2.7
FR 43.6 4.4 2.3 2.1 -2.1 0.0
IT 42.3 1.4 -0.1 1.5 1.8 2.3
CY 34.9 8.9 2.9 6.0 -3.5 0.9
LU 38.4 13.3 -0.2 13.5 1.0 2.6
MT 33.5 7.3 1.2 6.1 0.1 -1.5
NL 38.4 7.6 2.4 5.1 -1.3 2.1
AT 42.1 5.6 1.6 3.9 -0.4 1.4
PT 33.0 5.8 2.7 3.0 -2.6 -1.0
SI 38.4 12.5 1.9 10.6 -1.1 -0.4
SK 28.7 6.1 4.3 1.8 -3.4 -2.4
FI 43.3 3.6 -0.8 4.4 1.2 6.1
EA-17 39.5 5.1 1.7 3.4 -0.3 1.4

Tax-to-GDP 
ratio in 

(2011,%)

Country

S2 sustainability gap
indicator (2011, % of GDP)

Primary balance indicators 
(% of GDP)

of which: Average 
primary 
balance 

(2000-07)

Primary 
balance (in 
structural 

terms - 2011)

Total

 
(1) The primary balance is taken from the Commission’s 2011 
autumn forecast. The average primary balance for the years 
2000–07 serves as a pre-crisis benchmark. 
Source: Commission services. 

 

The potential need for using taxes to help 
consolidation is assessed on the basis of the two 
components of S2 for 2011, with a particular 
emphasis on the first. It must be noted that the S2 
calculations are based on the Commission's spring 
2011 forecast. They thus provide a snapshot of the 
situation in 2011, assuming unchanged policies 
thereafter. In the case of countries receiving 
financial assistance this means that adjustment 
measures for 2011 are reflected in the calculations 
(but not those for 2012 and beyond) (11) 

                                                                                  
assumptions, i.e. without ageing-related fiscal adjustment). 
See European Commission (2011), Box 5.1 for a more 
detailed presentation of S2. 

(11) The projections are thus conditional on full implementation 
of adjustment measures for 2011. Programme measures for 
2012 and onwards are not taken on board. The pension 
reform in Greece, that was already legislated in spring 2011,  

Regarding the initial budgetary position 
component, a value of over 2.5 pp of GDP is 
considered as significant given the EU and euro-
area averages of 2.2 and 1.7 pp of GDP (see 
Table II.1.1). Regarding the ageing component, a 
value of over 3.5 pp is considered as significant, 
as the EU and euro-area averages stand at 3.2 and 
3.4 pp respectively. Together this leads to a high 
value of at least 6 for the composite sustainability 
gap indicator S2. 

The (structural) primary deficit in 2011 (based on 
the Commission’s autumn 2011 forecast) will be 
used to corroborate the screening results.  

Availability of ‘tax space’ 

The second necessary condition is the availability 
of some ‘tax space’, as approximated by a 
relatively low tax-to-GDP ratio. While using the 
euro area as a natural benchmark, it has to be 
borne in mind that some countries, especially 
those with less advanced economies and less 
developed welfare systems, may require lower tax 
ratios. (12) 

Moreover, given that the impact of a possible tax 
increase on the economy is greatly influenced by 
past developments in the tax-to-GDP ratio and the 
current composition of the tax mix, the ‘tax space’ 
criterion needs to be qualified by controlling for 
the following criteria. 

• Revenue-raising measures have not yet been 
utilised extensively in the recent past, i.e. the 
tax-to-GDP ratio has not risen significantly 
over the past few years due to new 
discretionary measures. 

• The analysis of the tax structure shows that 
there is scope for increasing tax categories 
least detrimental to growth (mainly 
consumption and property taxes). (13) 

                                                                                  
is reflected in the long-term projections, while the Spanish 
pension reform is not. 

(12) A fully informed analysis would clearly need to control for 
the ratio of primary expenditure to GDP, with a particular 
focus on public investment in growth-enhancing areas. 
However, this is beyond the scope of this focus section. 

(13) A high ratio of efficient taxes (i.e. of taxes least detrimental 
to growth) relative to other countries does not by itself imply 
that the ratio could not be increased even further. However, 
in cases where the ratio is low, policy measures to increase 
efficient taxes are likely to entail relatively limited distortions 
and implementation risk, such as leakage effects of VAT 
hikes to neighbouring countries. In that sense the criterion (in 
combination with the availability of overall tax space) is 
sufficient but not strictly necessary. 
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• In addition, low tax-to-GDP ratios 
accompanied by high tax rates are indicative 
of inefficiently narrow tax bases, poor tax 
collection and/or large tax avoidance. In such 
cases, tax revenues could thus be increased 
without resorting to rate hikes, thereby 
minimising distortive effects on economic 
activity. 

Application of screening criteria 

Fiscal sustainability and consolidation needs 

Table II.1.1 and Graph II.1.1 summarise the 
estimates of the S2 indicator and its components, 
based on the Commission services’ spring 2011 
forecast. (14) 

In the graph, the contribution of the initial 
budgetary position to the sustainability gap (in % 
of GDP) is measured on the horizontal axis, while 
the contribution of the projected increase in age-
related expenditure is measured on the vertical 
axis. The value of the S2 indicator can be seen 
from the diagonal ‘iso-gap’ lines. 

Applying the conditions set out above yields three 
euro-area Member States where the sustainability 
gaps are of such an extent and nature that some 
scope for higher tax revenues is indicated with a 
view to addressing the severe consolidation needs: 

                                                        
(14) The output gap is assumed to close by 2015, after which the 

potential growth rates converge linearly to the Ageing 
Working Group baseline scenario by 2020. Beyond 2020, the 
AWG baseline scenario as agreed by the Commission and the 
AWG/EPC is applied. Neither the 2010 pension reform in 
Spain nor the pension reform under way in Italy is reflected 
in the data. 

these are Ireland and, to a lesser extent, Spain (15) 
and Cyprus. These countries are shown in the 
rectangle in the upper right-hand corner of 
Graph II.1.1. Portugal and Greece appear as close 
borderline cases, with initial budgetary positions 
clearly worse but ageing components slightly 
better than the respective thresholds set out above. 
The relatively benign value of 2.7 % of GDP for 
the ageing component of S2 in Greece mirrors the 
effects of the 2010 pension reform. Before the 
adoption of the pension reform the ageing-related 
gap was estimated to be 11.5 % of GDP. 

The Netherlands can also be found on the border 
of the rectangle. With an initial budgetary position 
just below the threshold, the country’s position is 
mainly characterised by high long-term 
projections for ageing-related costs. An exclusive 
focus on the size of the initial budgetary gap 
(regardless of the comparably benign ageing-
related sustainability gap) would place Slovakia 
as a further euro-area country with a significant 
fiscal sustainability gap that might call for policy 
action on the revenue side of the budget. (16) 

In all countries mentioned so far, the overall S2 
value is above, or in the case of Portugal and 
Greece, very close to 6. With overall S2 values 
above 12, the sustainability gaps in Luxembourg 
and Slovenia are of a comparable magnitude to 
that of Ireland. Despite its comparably low initial 

                                                        
(15) The projections underlying the ageing-related component of 

S2 for Spain do not yet include the effects of the 2010 
pension reform (see previous footnote). 

(16) In addition, recent recalculations of S2 based on the 2011 
autumn forecast and updated projections for age-related 
expenditure, to be published in the May 2012 Ageing Report, 
point to a more problematic long-term position for Slovakia. 

Graph II.1.1: Decomposition of the S2 indicator 
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budgetary component of S2, the overall sizeable 
sustainability gap would suggest Slovenia as a 
further country with a potential need for policy 
action on the revenue side of the budget, in 
addition to necessary structural reforms. (17) 

The composition of the gap in Luxembourg 
suggests that the focus of the policy response 
should be placed on structural reforms of social 
protection systems (such as phasing out early 
retirement schemes, and pension and health care 
reforms) rather than tax increases. 

Benchmarking individual countries’ structural 
primary balances (see Table II.1.1) against the 
euro-area average corroborates the findings of the 
screening exercise. For the three countries within 
the above-mentioned rectangle, the structural 
primary deficit shows above-average values, 
particularly for Ireland but also for Cyprus and 
Spain. As to the borderline cases in Graph II.1.1, 
the structural primary deficit is clearly above the 
euro-area average for Slovakia, Portugal and, to a 
lesser extent, Slovenia.(18)  

While the 2011 structural primary deficit for the 
Netherlands is somewhat higher than for Slovenia, 
the Commission's autumn 2011 forecast projects 
the structural primary balance to improve in 2012 
and to turn into a small surplus. The Netherlands 
is therefore not considered to be among the 
countries with significant fiscal sustainability 
challenges that might call for increasing tax 
revenues. 

Availability of tax space 

In terms of tax space, most of the new euro-area 
Member States display tax-to-GDP ratios clearly 
below the euro-area average. Only Slovenia 
displays a tax burden close to the euro-area 
average. Ireland (19), Greece, Spain and Portugal 
also display tax ratios well below the euro-area 
average. Some ‘gross’ potential for raising the 
tax-to-GDP ratio, relative to the euro-area 
average, thus seems to be available in all new 

                                                        
(17) Again, recalculations of S2 (see previous footnote) point to a 

more problematic initial budgetary position for Slovenia. 
(18) According to the Commission’s autumn 2011 forecast, the 

structural primary deficit in 2012 is projected to remain at a 
significant 3 % of GDP in Slovakia, and to increase to 1.7 % 
of GDP in Slovenia. 

(19) The Irish gap with respect to the euro-area average is 
markedly reduced if taxes are computed as a percentage of 
gross national product (GNP), instead of GDP. Nonetheless, 
the ratio remains significantly below the euro-area average. 
In any case GNP is not an ideal denominator for computing 
tax ratios, as it excludes important parts of the tax base (e.g. 
output generated by domestic non-national agents). 

Member States having adopted the common 
currency, with Slovenia being a borderline case, 
and four old Member States (Greece, Spain, 
Ireland, Portugal). 

As an additional factor for evaluating the potential 
for raising the tax-to-GDP ratio, tax hikes 
implemented in the recent past need to be taken 
into account. The assessment of the development 
of tax burdens over time should remain cautious, 
given the varying impact of the business cycle on 
tax revenues. Yet, the estimated tax revenue 
elasticity with respect to the output gap is very 
close to unity in almost all Member States. (20) 
Therefore, the ratio of tax revenues to output is in 
principle relatively stable over the cycle (bar the 
impact of tax windfalls and shortfalls generated 
by swings in asset prices). (21) Table II.1.2 
compares the tax-to-GDP ratio in 2011 to that in 
2008 (as a pre-crisis benchmark), to that in 2009 
(as a post-crisis benchmark) and to the ten-year 
average ratio over 2000-2009. It suggests that 
among the countries where tax space appears 
available, tax ratios have not risen significantly 
recently. While tax ratios have rebounded 
markedly from their 2009 lows in Greece, Spain, 
Portugal and, to some extent, Ireland, tax ratios in 
2011 were still below or very close to their pre-
crisis levels, and, except for Portugal, also below 
their average values over the past decade. 

The increase in the tax-to-GDP ratio over 2009-
2011 also appears fairly modest in the case of 
Greece, Spain and Ireland compared with the size 
of the total consolidation effort over that period, 
as measured by the change in the primary 
structural balance. Given that substantial policy 
measures such as broadening tax bases and hiking 
tax rates have been put in place in Greece, this tax 
space appears to point in particular to remaining 
severe deficiencies in tax collection and tax 
administration. 

                                                        
(20) The overall elasticity of revenues is estimated at 1.04 for the 

euro area, being an average of the above-unity elasticities for 
personal and corporate taxes, the unit elasticity for indirect 
taxes and the below-unity elasticity for social security 
contributions; see Girouard, N. and C. André (2005), 
‘Measuring cyclically adjusted budget balances for OECD 
countries’, OECD Economics Department Working Papers, 
No 434, OECD Publishing. For individual euro-area 
countries the estimates vary between 0.88 for Estonia and 
Slovakia and 1.17 for Italy. 

(21) The results presented in Table II.1.2 and discussed below are 
indeed qualitatively unchanged when the tax-to-GDP ratios 
are cyclically adjusted using the official revenue elasticities 
and output gaps used in the Commission’s fiscal surveillance 
framework. The absolute difference with the actual figures 
presented in the table is on average 0.1 pp and in any event 
no bigger than 0.4 pp. 
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In Portugal, the tax-to-GDP ratio has contributed 
more than half of the consolidation effort so far as 
measured by the change in the structural primary 
balance from 2009 to 2011. 

In Cyprus, where tax space is comparably limited, 
the 2011 tax-to-GDP ratio was only slightly above 
its 2009 low. However, it has increased markedly 
compared to the average over 2000-2009. In 
Slovakia, the country with the lowest tax burden 
in the euro area in 2011, the tax-to-GDP ratio has 
further decreased since 2009. In Slovenia, where 
tax space is very limited, a rising tax burden has 
contributed around one half to the consolidation 
effort over recent years. However, the increase 
over the 2000-2009 average is somewhat more 
limited, in particular when compared to Cyprus. 

A final factor to be taken into account to assess 
the potential for raising tax-to-GDP ratios is the 
structure of the current tax burden. Various 
studies have shown that the composition of the tax 
structure is relevant to growth and that taxes on 
property and consumption (including 
environmental taxes falling on consumption) are 
the least detrimental to growth. Direct taxes, 
namely personal income taxes and corporate 
income taxes, appear to be the most detrimental. 
For a discussion of this ‘tax and growth ranking’ 
see European Commission (2011). 

Where tax categories least detrimental to growth 
still suggest room for increases, raising the overall 
tax burden is likely to be associated with less 
economic distortions and meet less 
implementation risk. In cases where the tax 
burden is relatively low due to e.g. a low tax 
burden on labour, while more growth-friendly tax 
sources are already extensively used, increasing 
the share of labour taxation is not 
recommendable. (22) However, consumption taxes 
might still be raised further where country-
specific circumstances so allow, depending inter 
alia on current VAT rates relative to neighbouring 
countries (leakage effects), the VAT rate 
structure, the efficiency of current VAT 
collection, the share of consumption in GDP and 
tax elasticities. The horizontal screening based on 
macro-indicators of current tax structures can thus 
only deliver first indications of the relative 
feasibility of tapping available overall tax space. 

                                                        
(22) It might be argued that advising against increasing low labour 

tax ratios should logically also imply advising countries with 
high labour tax ratios to reduce them. However, the focus 
here is on addressing consolidation needs. Revenue-neutral 
tax shifts from labour to consumption have been addressed in 
section 5.2 of European Commission (2011). 

 

Table II.1.2: Developments in tax burdens and 
total consolidation efforts 

10y avg to 
2011 2008-11 2009-11 2008-11 2009-11

BE -0.8 -0.4 0.5 -1.5 0.3
DE -0.4 -0.1 -0.5 -0.8 -0.2
EE 1.1 0.7 -3.5 4.5 0.5
IE -1.1 -0.8 0.6 0.3 2.3
EL 0.1 0.3 2.1 6.6 12.0
ES -2.5 -1.1 1.2 0.0 4.0
FR 0.1 0.3 1.5 -1.0 1.7
IT 0.8 -0.4 -0.5 0.1 1.2
CY 2.8 -2.3 0.2 -6.0 0.2
LU 0.8 2.8 0.7 -1.1 -0.6
MT 1.2 -0.4 -0.8 2.3 0.4
NL 0.0 -0.8 0.1 -3.0 0.4
AT -0.8 -0.6 -0.6 -1.1 -0.4
PT 1.4 0.2 1.9 -1.1 3.2
SI 0.6 1.2 0.8 2.7 1.6
SK -2.6 -0.6 -0.2 -0.1 3.1
FI -0.9 0.3 0.4 -2.7 -0.5
EA-17 -0.3 -0.2 0.3 -0.6 1.4

Country

Change in tax-to-GDP ratio 
(in pp)

Change in structural primary 
balance 

(in pp of GDP)

 
Source: Commission services. 

 

The detailed analysis of tax structures across 
Member States in section 5.2 of European 
Commission (2011) identified the countries with 
relatively low shares of consumption and/or 
(other) indirect taxes. Of the countries discussed 
above in the context of S2, Spain in particular 
appears to have some room for (further) 
increasing the share of consumption and other 
indirect taxes in total tax revenues. The analysis 
of the implicit tax rates on consumption 
underlines the scope for raising consumption 
taxes in Spain, and points to Greece, Portugal and, 
to some extent, Slovakia and Cyprus as further 
countries that could increase consumption 
taxation relative to other euro-area countries. (23) 
All of these additional four countries appear to 
have some overall tax space relative to the euro 
area and have been identified as countries where 
higher tax revenues might be called for to meet 
consolidation needs. 

Based on OECD data on housing taxation for 
2009, there is particular scope for increasing 
taxation on immovable property in several 
countries. (24) Partly overlapping with the 
countries mentioned above as having below-
average shares of revenues from consumption 
and/or indirect taxation in general, Slovakia, 
Slovenia and Greece appear as countries with 
relatively low receipts from recurrent real estate 
taxation in a cross-country perspective. In these 
                                                        
(23) While the share of consumption taxes in total tax revenues is 

relatively high in these countries, the actual tax burden that 
falls on consumption is relatively low, reflecting low overall 
tax-to-GDP ratios. 

(24) For a more detailed discussion, see European Commission 
(2011), op. cit. 
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countries, the revenues from recurrent real estate 
taxes account for less than 0.6 % of GDP and 
there is no tax on imputed rents. According to 
updated OECD data for 2010, Portugal would also 
fall into the category of countries with relatively 
low revenues from recurrent property taxes. (25) In 
Ireland, the available tax space is not due to 
relative under-taxation of consumption or other 
indirect tax bases, including property. However, 
as mentioned above, a high share of relatively 
growth-friendly taxes does not preclude 
increasing such taxes further. 

Finally, among the countries discussed above, 
Portugal, Greece and Spain emerge as cases 
where rather low tax-to-GDP ratios go along with 
above-average tax rates on at least two of the 
three main tax bases (personal income, 
consumption (VAT), corporate income). (26) In 
these countries, cutting tax expenditure in direct 
taxation, increasing the efficiency of VAT 
collection and enhancing tax administration would 
thus be preferable to rises in tax rates for 
generating higher revenues at relatively low 
economic costs. (27)   

Summary of screening results 

The mechanical screening analysis presented in 
this section, albeit consistent across countries, is 
inevitably of an essentially macroeconomic 
nature. An in-depth assessment of the 
microeconomic effects of increasing specific 
types of tax, including the specific impact on 
particular groups of taxpayers, would have to be 
carried out before firm tax policy conclusions can 
be drawn. However, such detailed country-
specific scrutiny of the possible room for 
increasing specific categories of taxes lies clearly 
beyond the scope of this section. 

Bearing this caveat in mind and not taking into 
account policy measures implemented or planned 
in 2012 (and beyond), Spain, Ireland and Cyprus 
emerge as countries where the mechanical 
screening analysis suggests scope for potential tax 
increases to support consolidation efforts (Table 
II.1.3). A similar indication applies to the 
borderline cases in terms of the S2 indicator, 
                                                        
(25) OECD (2011), ‘Revenue statistics 1965-2010: 2011 edition’, 

OECD Publishing, Paris. Since the latest available data refer 
to 2010, they do not yet reflect reforms of real estate taxation 
implemented or adopted in 2011. 

(26) Based on statutory (top) tax rates in 2011 compared to the 
arithmetic euro-area average. 

(27) For an in-depth analysis of tax policy challenges related to 
tax expenditure, increasing VAT efficiency and tax 
administration in euro-area countries, see section. 5.3 of 
European Commission (2011), op. cit. 

Portugal and Greece. (28) A focus on the initial 
budgetary component of the sustainability gap 
would point to Slovakia as an additional country 
displaying both the need and scope for raising tax 
revenues. Slovenia could be considered as another 
borderline case. However, the tax space is 
relatively limited, also reflecting some increase in 
the tax-to-GDP ratio in past years. 
 

Table II.1.3: Overview: fiscal consolidation 
challenges (1) 

Country

 Potential need 
for higher tax 

revenues to help 
consolidation 
(based on S2)

'Tax space' 
available 

(compared to EA 
avg)

No significant 
increase in tax-to-

GDP ratio in 
recent years

Scope for 
(further) 

increasing least 
distortionary 

taxes

BE X X
DE (X) X X
EE X X
IE X X X
EL (X) X (X) (X)
ES X X X X
FR X (X)
IT (X) X
CY X X (X)
LU (X) (X) X
MT X X
NL (X) X (X)
AT X
PT (X) X (X) (X)
SI (X) (X) (X)
SK (X) X X X
FI X (X)  
(1) (X) depicts borderline cases, i.e. where the applied criteria 
are either not strictly met (for the S2 criterion), or the assumed 
values remain very close to the thresholds (as for tax space in 
DE, LU, NL, SI), or other indicators not presented in detail in 
this section suggest the need for some qualification. For a 
detailed analysis, see European Commission (2011). 
Source: Commission services. 

 

                                                        
(28) The borderline position for Greece is largely due to the fact 

that the positive effects of the 2010 pension reform are 
reflected in the long-term component of S2. 


