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Administrative and managerial issues of tax reforms
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Challenges and Prospects of Taxation in the Digital Economy:
Symposium “Theory and Practice of Tax Reforms”
as a Case of Focused Discussion in the Post-Soviet Space

I. A. Mayburov
Ural Federal University named after the first President of Russia B. N. Yeltsin,
Yekaterinburg, Russian Federation; @® 0000-0001-8791-665X

ABSTRACT

Economic debates in Europe and America for many decades by now have been deal-
ing with such problems as optimization of tax systems, eco-balance in taxes and ways
to maximize the efficiency of tax reforms. Post-Soviet economists of the 1990s did not
have an opportunity to participate in such discussions which would have proven
useful since there was an urgent need for adequate theoretical justification of the tax
reforms in CIS countries and other former Soviet republics. To fill this gap in research,
two economists Igor Mayburov from Russia and Yuriy Ivanov from Ukraine orga-
nized the first in the post-Soviet space symposium on taxation in 2009. Since then, the
symposium has been regularly held in different cities and attracted leading tax spe-
cialists from various countries. Each symposium focuses on a specific theme, selected
from the most relevant tax problems faced by post-Soviet countries. The theme of
the next symposium is announced 1.5 years in advance. Meanwhile, the participants
conduct their studies and prepare monographs. The 11" International Symposium
“Theory and Practice of Tax Reforms” was held on 30 June - 6 July 2019 in Tomsk and
was hosted by the Institute of Economics and Management of the National Research
Tomsk State University. The symposium was devoted to theoretical and practical as-
pects of the transformations in taxation and tax administration caused by the digital
economy. 95 specialists from 40 universities and 26 cities of six countries (Russia, Be-
larus, Germany, China, Slovenia and Ukraine) took part in the symposium. The sym-
posium was also supported by 35 universities. The symposium provided a platform
for discussion of the most relevant and up-to-date issues of tax reforms, enabling its
participants to devise new theoretical and methodological approaches to enhancing
tax policies and taxation systems, and, last but not least, to form new research col-
laborations. The symposium included a plenary session, five panels, a round table,
administrative practicum, and presentation of journals in the field of taxation. This
article aims to inform the reader about the specific characteristics of this symposium,
its results and potential role in the improvement of tax systems of different countries

KEYWORDS
taxes, taxation, tax administration, digital economy, digital technologies
JEL H22, H26
YAK 336.221 Opueunasvnas cmamos
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AHHOTAIIVA
SkxoHommcTel crpa EBpocorosa 11 CIITA Ha IpoTsDKeHMM MHOTTIX AECATIIIETU Pery-
JIIPHO OOCY>KIAIOT TaKye IIpo0sIeMbl KaK IIOCTPOeHVIe OITMMaIbHBIX HaJIOTOBBIX CH-
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cTeM, SKOJIOTV3aLIMIO HaJIOrOO0II0KeH s, 3(P(PEKTMBHOCTD IIPOBOIVMBIX HaJIOTOBBIX
pedopM M mpyrie. DKOHOMMCTBI IIOCTCOBETCKOTO IpocTpaHcTBa B 90-x romax mpo-
IIUTOTO BeKa He VIMeJIV TaKOVI BO3MOXKHOCT. [Ipy1 5TOM 0ueHb BBICOKOVI ObUIa IOTPeD-
HOCTh B HayYHOM OOOCHOBaHWM ITPOBOAVMBIX B 3TMX CTpaHaX HaJIOTOBHIX pedopM.
YT0ObI BOCTIOIIHUTE 3TOT Hay4HBIN IIpobest fBa skoHoMMCcTa Virops Marnbypos 13
Poccym v IOpwt ViBaHoB 13 YKpanHBI cO3BaIM IIepBbIIT Ha IIOCTCOBETCKOM IIPOCTPaH-
crBe Haylorosbit cumiosuyM B 2009 r. C Tex 1Op HaJIOrOBBIVI CUMIIO3UYM €KeroIHO
IIPOBOITCS B Pa3sHBIX TOPOIAX M COOMpaeT BEAYIINX CIIENVaIVICTOB II0 HaJI0r000II0-
JKeHUMIO M3 PasHBIX cTpaH. Kakiplil crMmosmnym mMeeT CBOVI TeMaTudecKuil okyc,
MIOCBAIIIEHHEIVI HanboJlee aKTyaJbHOMY Il CTPaH ITOCTCOBETCKOTO IIPOCTPaHCTBa
acIleKTy HaJIOrOO0OJIOKeHMs. DTOT HayuHBI POKYC JIeKIIapupyeTcs 3a IoJITopa Tofa
110 TIpOBeJleHNsl CUMIIO3MyMa. YUacTHUKM CUMIIO3MyMa IIPOBOMST MCCiIeoBaHMs 1
K KaX[IOMY CHMIIO3MyMy FOTOBSIT TeMaTudeckye MoHorpadumm. XI MexxayHapOomHbI
crmMriosuyM «Teopus 1 IpakTKa HaJIOTOBBIX pecpopm», cocTosuicst 30 MIOHS — 6 Vo
2019 1. B Tomcke Ha Oa3se VIHCTHTYyTa S5KOHOMIUKM ¥ MeHeKMeHTa HarmoHampHOro
vcciIeIoBaTe/Ibckoro TOMCKOro rocy/lapCcTBeHHOIO yHMBepcuTeTa. TeMaTudecKum
doxyc XI cumriosmyMa - TeopeTidecKye ¥ IIpaKTUUecKiie acTieKThl TpaHcopMarm
HajI0roo0JI0KeHMsl ¥ HaJIOTOBOTO aIMMHUCTPUPOBaHM B IM(POBOIT 5KOHOMIKE.
AKTyasIbHOCTB TTPOBEIeHNsT CUMITO3MyMa C TaKOVI TeMaTUKOVI OOYCIIOBJIEHa OXKWa-
eMBIMVI TpaHCHOPMAIIVIOHHBIMY VI3MEeHEHISIMI B HaJIOTOOOJIOXKEHVV VI HAJIOTOBOM
aIMVHVICTPVPOBAHVV B CBsI311 ¢ (POPCHPOBaHHO IV POBM3ALIVENT BCeX COIMATbHO-
SKOHOMMUECKVX ITpolieccoB. B HasioroBoM cumMmosmyme NpuHsUIM ydactye 95 crienmy-
aJIMCTOB, IIpericTaBssBIMX 40 yHMBEpCUTeTOB U3 26 Topofos IecTu cTpaH (Poccumy,
benopyccym, I'epmannm, Kuras, Ciioserun 1 Ykpanter), 35 yausepcureros. Llerbio
CUMITO3MyMa SBJISIeTCsl OOCy’KIIeHMe aKTyaJIbHBIX IIpo0jieM pedopMmUpoBaHMS Ha-
JIOTOBBIX CVICTEM, BBIPAOOTKa HOBBIX TEOPETMKO-METOOJIOTMTIEeCKIIX ITOIXOHIO0B K CO-
BEpPIIEHCTBOBAHWIO HAJIOrOBOV IOJIMTUKW ¥ HaJIOrOOOJIOXeHWMs, popMIUpoBaHyie
TBOPUYECKMX KOJUIEKTMBOB I ITPOBEeIeHV COBMECTHBIX MCCIIeOBaHNI HaJI0rOBOVL
HaIlpaBJIeHHOCTM. B pamKax cmmrosmyMa ObUIO IIpOBefieHO IUIeHapHOe 3acefiaHue,
IITh TeMaTUYeCKUX CeKLUV, KPYIJIbI CTOJI, afMUHUCTPATVBHBIN IIPAKTUKYM, IIpe-
3eHTallVs JKypPHaJIOB, IOJIePKMBAOIIVX HaJIOTOBYIO TeMaTuKy. Llespio HacTosen
CTaTbU SIBJIeTCA 3HAKOMCTBO IIIVPOKOT'0 KpyTa YMTaTesIevt CO CIIeIndUKO IIPOBOIN-
MOTO HaJIOTOBOTO CHMIIO3MyMa, €ro pe3yJIbTaTaMy M VX ITOTeHIIVaJIbHOVI POJIbIO I
COBEPIIIeHCTBOBAaH Vs HAJIOTOBBIX CHCTEM Pa3jIMUHBIX CTpaH

KJIFOUEBBIE CJIOBA
HaJIOT'V; HAJIOrOOOJIOXKEHe; HAJIOTOBOE afMUHVCTPUPOBaHIe, I POBas SJKOHOMM-
Ka, 111 POBbIe TEXHOIIOI N

Journal of Tax Reform. 2019;5(2):96-106

1. Symposium background and rationale

As tax reforms in post-Soviet coun-
tries have shown, borrowing interna-
tional experience and transplanting it in
another country is not as easy as it may
seem (by transplantation we mean the
process of borrowing institutions which
previously developed in a different in-
stitutional environment [1, p. 24]). The
main problems post-Soviet governments
had to deal with stemmed from the sig-
nificant discrepancy in the levels of socio-
economic and institutional development
of Western and post-Soviet countries
and, most importantly, from the lack of
tax traditions and tax culture in the post-
Soviet space.

Due to the lack of these basic prereq-
uisites, in the early 1990s, many post-So-

97

viet countries were tempted to start with
those few non-rational forms of taxation
they already had. This was the case, for ex-
ample, with turnover taxes (or deductions
from profits) levied from enterprises until
the early 2000s.

Thus, the attempts of post-Soviet
countries to copy Western experience led
to some serious fiscal losses. In certain
cases, those tax alternatives which were
viable in principle were discredited. For
example, the VAT, considered to be a per-
fect indirect tax form in Europe, was for
twenty years regarded as “the most cor-
rupt tax” in some post-Soviet countries
and suggestions were made to replace this
tax by the sales tax.

As we stated above, one more signifi-
cant factor that influenced the evolving
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tax systems of post-Soviet countries was
the low culture of borrowing, resulting
in simple copying of developed coun-
tries” positive experience. Soviet science
lacked in-depth studies of taxation as in
1930-1990 the role of taxes in socialist
economy was generally misunderstood
and administrative methods were used
to redistribute financial resources, for
example, regular deductions from prof-
its. Meanwhile, Western science went far
ahead. Moreover, in the early post-Soviet
period, many scholars also remained
largely unaware of the most recent ad-
vances in international financial studies,
which impeded efficient borrowing of the
up-to-date taxation experience [2].

In the early 1990s, the first studies
on taxation were published and the first
university departments specializing in
taxation started to appear. The studies,
however, lacked systematicity and consis-
tency and there was a generally felt need
for some kind of an integral communica-
tive platform to discuss these matters. The
symposium “Theory and Practice of Tax
Reforms” was created in the 2000s and its
primary purpose was to address this gap
in research and communication. It soon
turned into a major communication plat-
form for taxation specialists in the post-
Soviet space.

This article aims to inform the reader
about the specific characteristics of this
symposium, its results and potential role
in the improvement of tax systems of dif-
ferent countries.

2. Symposium history

The first to come up with the idea of
organizing a symposium on taxation for
Russian and Ukrainian scholars were two
economists Igor Mayburov (Russia) and
Yuriy Ivanov (Ukraine). This idea was
first proposed and discussed in May 2008
in Kharkiv. They also created conceptual
frameworks for the following symposia
and headed the programme committee.
The organization of these symposia was
overseen by host universities in different
cities and countries. At each symposium,
the collegial decision was taken as to the
time and venue of the next event.
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At the first Ukrainian-Russian tax
symposium, the participants repeatedly
voiced their concerns about the quality of
contemporary taxation studies, pointing
out that they tend to present a somewhat
simplified analysis of the problem and
jump to conclusions without providing
sufficient empirical justifications. Another
matter of concern was a perceivable lack
of monographic studies and specialized
journals on taxation. The published stud-
ies did not go beyond stating the problem
and criticizing the current tax policies.
Therefore, what was generally lacking
was an in-depth theoretical and method-
ological analysis applying mathematical
modelling methods to explore the alter-
native scenarios. These gaps were largely
addressed through collaborative research
publishing projects implemented prior to
each symposium.

As we have said above, the sympo-
sium aims at providing a platform for
discussion of the most relevant and up-to-
date issues, at helping researchers devise
new theoretical and methodological ap-
proaches and, last but not least, at stimu-
lating new collaborations in the field.

The chronology of the symposia was
as follows: the first event was held in
2009 and was hosted by Simon Kuznets
Kharkiv National University of Econom-
ics (Kharkiv). In 2010, the symposium was
organized at the Ural Federal University
(Ekaterinburg); in 2011 - Ternopil Na-
tional Economic University (Ternopil);
in 2012 - Financial University under the
Government of the Russian Federation
(Moscow); in 2013 - Scientific Research
Institute for Fiscal Law of the National
University of State Tax Service of Ukraine
(Irpen); and in 2014 - St. Petesrburg State
University (St. Petersburg).

In 2015, the symposium changed its
status and moved to a new, international
level. Since then, the symposia have also
become theme-based, that is, for each
event a specific problem of taxation is now
chosen.

In 2015, the 7" International Tax Sym-
posium was hosted by Baikal State Uni-
versity of Economics and Law (Irkutsk)
and focused on the problems of fiscal fed-
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eralism and their possible solutions. Prior
to the symposium, a monograph on fiscal
federalism was published [3]. This was
also the first time that a Chinese delega-
tion took part in the event and since then
its members have become regular partici-
pants of the symposium.

Although initially the language of
the symposium was Russian and the pa-
pers were published in Russian, in 2015,
the Programme Committee decided to
stimulate the participants to present and
publish their papers in English in order to
reach wider English-speaking audiences.
Therefore, in 2015 a new specialized jour-
nal was established - Journal of Tax Re-
form - to publish research manuscripts in
English with subsequent indexing of the
papers in international citation databases.
The journal seeks to publish new research
findings in the field of taxation and it also
aims to popularize the work of sympo-
sium participants.

In 2016, the 8" International Tax Sym-
posium was organized in partnership
with Volga State University of Technol-
ogy (Yoshkar-Ola). This symposium was
centred around the idea of creating an
inventory of terminology in the sphere of
taxation with the view to reach some com-
mon understanding of the key concepts. It
resulted in the publication of a tax ency-
clopedia, which was the first of its kind in
the post-Soviet space [4].

In 2017, the 9" International Tax Sym-
posium was hosted by the Baltic Federal
University (Kaliningrad). Thematically,
this symposium focused on taxation re-
gimes of special economic zones and re-
sulted in the publication of two mono-
graphs [5; 6].

In 2018, the venue for the 10 Interna-
tional Tax Symposium was the Far East-
ern Federal University (Vladivostok). This
time the symposium dealt with the prob-
lems of taxation of natural resources and
environmental taxation and two mono-
graphs were published [7; 8].

3. 11* International Tax Symposium

In 2019, the 11" International Tax
Symposium was hosted by the National
Research Tomsk State University (Tomsk).
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The 11" Symposium was jointly orga-
nized by the National Research Tomsk
State University, Ural Federal University,
St. Petersburg State University, Financial
University, Research Center for Industrial
Problems of Development of the National
Academy of Sciences of Ukraine, and the
Institute of Economic Strategies of the
Chinese Academy of Social Sciences.

This time, the proposed topic was
the transformations of taxation and tax
administration in the digital economy,
which is currently one of the most wide-
ly discussed research problems. Digital
technologies have a growing impact on
economic and socio-economic processes,
in fact, digitalization is transforming the
very nature of these processes. Al systems
start to take care of more and more rou-
tine procedures, which changes the labour
market and the market of technologies,
spurring the development of e-commerce
and on-line trade. These are by no means
the only consequences of the digitaliza-
tion of economy. Most importantly, the
digital economy changes people’s minds
and behaviour.

Taxation theory and practice cannot
remain unaffected by these processes.
Tax scholars not only seek to study the
new aspects in the operation of tax sys-
tems and the process of taxation but also
to create a theoretical and methodological
foundation of modern tax administration,
fiscal accounting and control that would
be adequate to the new tax practices. The
influence of the digital economy on the de-
velopment of tax theory remains a largely
underexplored topic in contemporary
research literature, which led the sympo-
sium organizers to propose it for theoreti-
cal and methodological discussion.

The symposium resulted in two
monographs [9; 10]. The papers submitted
for the symposium were reviewed by the
members of the Programme Committee
and 42 papers were selected for presenta-
tion and discussion. A brief overview of
the key papers is provided below'.

! The papers presented at the symposium
are available here: https://cloud.mail.ru/
public/2jJf/4nuUq]BjX



https://cloud.mail.ru/public/2jJf/4nuUqJBjX
https://cloud.mail.ru/public/2jJf/4nuUqJBjX

Journal of Tax Reform. 2019;5(2):96-106

ISSN 2412-8872

4. Overview of papers

Gennadiy Morozov? presented his
paper “Technological Development of
Tax Administration in Tomsk Region”. He
contended that the mission of the Russian
Federal Tax Service is not only to ensure
efficient control and supervision but also
to provide high-quality services to enable
legal, transparent and comfortable busi-
ness operations. The speaker described
the four main stages in the development
of the federal tax information system. The
first stage (1991-2000) was characterized
by the diversity of software applications
and the lack of centralized information.
At the second stage (2000-2005), stan-
dard software packages were introduced
and the tax service started to use the first
federal data resources. At the third stage
(2005-2010), the Federal Tax Service ob-
tained its official web-portal, which of-
fered interactive services to taxpayers.
At the same time a number of document
management and workflow solutions
started to be implemented. The fourth
stage (2010 - to present) coincides with the
ongoing process of consistent centraliza-
tion of tax administration functions. For
the Federal Tax Service, the world of the
big data means processing 76 million dec-
larations, 37.5 million tax claims, 15 billion
VAT invoices, 250 million transfer pricing
operations, 4 milllion transaction records,
and 82 million income tax notices with the
help of cutting-edge digital technologies:
the automated information system “Na-
log-3” and the automated system complex
“VAT-2".

Konstantin Novoselov® presented his
paper on the problems and prospects of
using cloud technologies in tax adminis-
tration. He argued that advanced informa-
tion technologies change the very concept
of the controlling function performed by

2 Gennadiy Morozov, 2" class state coun-
cilor of the Russian Federation, Head of the Fe-
deral Tax Service in Tomsk region.

* Konstantin Novoselov, Cand.Sc. (Eco-
nomics), 2™ class state councilor of the Russian
Federation, Deputy Director of the Control In-
spectorate of the Federal Tax Service of Russia,
and an associate professor of the Department of
Tax Policy and Customs Tariff Regulation of the
Financial University.

100

the tax service as they allow tax authori-
ties to consistently reduce the adminis-
trative burden on taxpayers. The current
focus of tax control is to promote tax com-
pliance. The challenges that need to be ad-
dressed in the course of the tax reform are
as follows:

(1) building partnership relations with
taxpayers;

(2) enhancing their motivation to com-
ply with the tax legislation;

(3) ensuring transition from the con-
trolling function to that of tax evasion pre-
vention;

(4) adopting new analytical methods
and tools (Al systems, computer-assisted
instruction, neural networks) to work
with big data.

The architecture of the information
space is now based on the integration of
software products and information sys-
tems to enable the tax authorities to con-
trol and monitor business activities of tax-
payers. Tax administration in Russia and
other countries should be turned into an
on-line “adaptive platform” operating ex-
clusively with digital information sources
and digital identities of taxpayers. In the
future, tax compliance might well be ex-
pected to become a completely automated
process.

Prof. Valentin Vishnevskiy* presen-
ted his paper “Economic and Regulatory
Implications of the Digital Revolution in
Taxation”. In his view, the modern stage
of socio-economic development is primar-
ily associated with the appearance of a
cyber-physical system, which, in its turn,
transforms many aspects of social life.

This includes, first and foremost,
changes of economic entities. Moreover,
apart from ordinary legal entities, the tax
system will have to deal with “electronic
persons”: since robots will be involved in
decision-making in production, it will be
logical to consider them as financially li-
able and taxable persons.

* Valentin Vishnevskiy, Dr.Sc. (Economics),
Head of the Department of Financial and
Economic Problems of Use of Production
Capacity (Institute of Industrial Economics,
National Academy of Sciences of Ukraine).
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Second, in the digital age, the new cyber-
physical production of hybrid products or
product-service hybrids will become more
and more widely spread. Such production
is self-organized and managed by Al sys-
tems, which means that human participa-
tion and involvement in production pro-
cesses will be reduced. In about a fifth of all
professions, machines will replace humans
(about 400 mIn people by 2030).

Third, the emerging reputation-based
society and reputation state will mean
new power institutions and mechanisms
of enforcement. According to the laws of
dialectics (the law of spiral development),
socio-cultural (civilizational) factors do
not disappear in the globalized world but,
on the contrary, become even more sig-
nificant.

Finally, there will appear new taxa-
tion institutions linked to manufacturing
automation and transformation of the
system of economic relations due to the
development of the reputation state. Until
recently, the solvency (and social status) of
physical and legal persons was associated
primarily with their financial condition,
but now there is one more indicator of
solvency - credit scores in reputation sys-
tems (a low social credit score renders the
person’s financial status less significant,
at least partially, since it becomes harder
to exchange money for commodities and
in some cases a person may be even cut
off from things they used to be entitled to)
[11]. All of the above-mentioned factors
lead to objective transformations in the
taxation system [12].

Prof. Bin Zhang® spoke about mod-
ernization of tax administration in China,
describing in detail the evolution of the
Chinese tax administration system since
1950. At the current stage of the reforms,
the key goals are to cut the costs of tax
administration and to maximize its ef-
ficiency, to reduce the amount of unpaid
taxes, enhance compliance and satisfac-
tion levels among taxpayers to ensure
stable tax revenues [13; 14]. A key role
in this respect will be played by the big

° Bin Zhang, Ph.D., Director of the Depart-
ment of Taxation of the National Academy of
Economic Strategy.
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data combined with advanced analytics
and the digital technologies, which will
transform the entire taxpayer experience.
According to the speaker, by 2020, China
is planning to create a modern system of
tax administration, merging national and
local tax bureaus into one tax service and
re-engineering all the key processes of tax
collection.

In his paper, Prof. Yuriy Ivanov®
described the Ukrainian experience of
using fiscal incentives to stimulate the
development of information technolo-
gies. He demonstrated the dynamics
of the key indicators in this sector and
presented the general and simplified tax
schemes used by IT companies. He also
analyzed the alternatives of taxation of
physical persons employed in this sector:
normally they pay the personal income
tax, which is 18% of the net income, the
military levy (1.5%) and the minimal uni-
fied social contribution at the basic rate of
22% (calculated on the basis of the mini-
mum wage). According to Prof. Ivanov,
the non-rational (when seen from the
perspective of public interests) structure
of entities within the IT-sector resulted
from the unjustifiably liberal tax regime
set for individual entrepreneurs who use
a simplified tax scheme [15]. Prof. Ivanov
presented a critical analysis of different
scenarios of tax reforms in the IT sector
both for the simplified and general tax
schemes. In his presentation, he also shed
light on those areas of the tax reforms
that are considered top priority by the
Office of the President of Ukraine: intro-
duction of a uniform treasury account for
the payment of taxes; the so-called zero
declaration, tax amnesty and capital am-
nesty; replacement of the income tax by
the distributed profit tax; further liberal-
ization of the unified social contribution,
especially for entrepreneurs; and alloca-
tion of alternative sources for funding
pensions and social benefits.

® Yuriy Ivanov, Dr.Sc.(Economics), Deputy
Director for Reseach of the Research Centre for
Industrial Problems of Development (National
Academy of Sciences of Ukraine).
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In her presentation, Prof. Lyubov
Goncharenko’ focused on the on-line ser-
vices offered by the Federal Tax Service of
Russia. By 2014, all the 193 UN member
states had their own national web-sites:
101 of these web-sites enabled their us-
ers to create their personal accounts; 73,
to submit their income tax declarations
online; and 60, to register companies. As
for the most widely spread basic admin-
istrative systems, 190 states have already
introduced automated financial manage-
ment systems; 179 states are using such
systems for customs clearance procedures
and 159, for tax administration. The web-
site of the Russian Federal Tax Service of-
fers over 57 diverse online services for all
categories of users. On-line services for
business enjoy most popularity but in the
recent years online tax services have been
also gaining popularity among physical
persons. Compared with other Russian
governmental web-sites, the site of the
Federal Tax Service is one of the most pop-
ular, informative and frequently visited. It
was reported that from January to October
2018 there were about 101.9 million visits
to this web-site. The service-based model
of tax administration means that a larger
share of interactions between taxpayers
and tax authorities should happen online
rather than offline. Apart from enhanced
comfort and efficiency, taxpayers” online
accounts minimize the number of their
personal contacts with tax officials, which
reduces corruption in local tax adminis-
tration [16].

Tax consultant Ralf Busse® spoke
of the European experience of creating
an integral system for administration of
the VAT on cross-border e-services. He
pointed out that in order to charge VAT
it is necessary first to determine the loca-
tion where the electronic (digital) services
were supplied. If a client buys electronic
services according to the B2B scheme as
a VAT payer, the place of service imple-
mentation is the place of the customer’s
activity (business). Otherwise, when the

7 Lyubov Goncharenko, Dr.Sc. (Economics),
Director of the Department of Tax Policy and Cus-
toms Tariff Regulation of the Financial University.

¥ Ralf Busse, Ph.D. (Germany).
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customer is not a VAT payer (B2C), the
place of electronic (digital) service imple-
mentation is determined as the place of
the customer’s residence. In the EU and
many other jurisdictions, administration
of the VAT on cross-border B2B elec-
tronic (digital) services in a given coun-
try follows the reverse change principle.
A buyer considered as a VAT payer in
their country is liable to declare and pay
VAT. Ralf Busse also emphasized that the
EU legislation offers taxpayers a conve-
nient opportunity of accounting for VAT
which is due in many EU countries in just
one EU country - this simplified scheme is
called VAT Mini One Stop Shop (MOSS).
According to this principle, a VAT payer
who has voluntarily registered for this
scheme in one EU member state (usually
it is the taxpayer’s home country) will be
able to submit quarterly VAT declarations
providing the data on e-services supplied
to non-VAT payers in other EU member
states. After that, it is the responsibility of
the receiving tax authority to divide the
VAT received and transfer it to the rel-
evant member countries of the consumers.

Irina Zhalonkina’® presented her
paper “Anti-Counterfeit Technologies:
Digital Identification and Labelling”. The
Russian government has approved the
Concept of a Unified National System of
Digital Labelling and Tracing of Goods
in the Russian Federation, which requires
consistent enforcement of new labelling
regulations in different business spheres
in order to enhance governmental control
over flows of goods and financial flows.
For example, by 2018, mandatory label-
ling had been already introduced for al-
cohol by applying the Unified State Auto-
mated Information System (EGAIS). Since
2019, the mandatory labelling require-
ment has been extended to tobacco prod-
ucts (since 1 March 2019), perfumes (since
1 December 2019), rubber tyres and tyre
casings (since 1 December 2019), outdoor
clothing, table linen, toilet linen and kitch-
en linen (since 1 December 2019), footwear
(since 1 July 2019), cameras and flashlights

? Irina Zhalonkina, Cand.Sc. (Economics),
Deputy Director of the Department of the Federal
Tax Service in Tomsk Region.
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(since 1 December 2019), pharmaceuticals,
dairy products and so on. Starting from
1 January 2020, labelling will be manda-
tory for pharmaceutical products. Since
2024, Russian business will have to pro-
vide labels for all kinds of consumer prod-
ucts. It is estimated that the combined ef-
fect from the introduction of labelling for
10 groups of products and more will be
over 1 trillion roubles.

Prof. Jun Ma' presented her paper
“Impact of the USSR on the Chinese Eco-
nomic Thought”, which discussed the
influence of Marxism on the discipline
“Public Finance”. According to the speak-
er, in the last seventy years, there were
two “periods of borrowing” in the history
of China’s financial science. The first pe-
riod, 1949-1956, was associated with So-
viet influence while the second, starting
from 1978, with American influence. The
speaker outlined the following stages in
the development of the socio-economic
system and fundamental financial theory
in China:

(1) 1949-1978, planned economy and
state distribution;

(2) 1970-1990, planned commodity
economy, transition period, which in-
volved discussion of the role of the finan-
cial system;

(3) 1990-2013, development of the fi-
nancial theory underpinning the socialist
market economy;

(4) since 2013, development of the fi-
nancial theory from the Chinese perspec-
tive.

The speaker argued that even though
in the twenty-first century, Western ap-
proaches prevail in financial sciences,
China has managed to preserve many of
the elements characteristic of the Soviet
approach. Such situation can be explained
by the influence of the ideological factor
but also by the educational background of
many Chinese officials, who went to study
in the USSR. Moreover, in its develop-
ment, Chinese financial science to a great
extent followed the Soviet model.

1 Jun Ma, Ph.D., Deputy Director of the
Department of Taxation, National Academy of
Economic Strategy.
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Prof. Dehua Wang" in his presenta-
tion considered the impact of the 2009
VAT Reform on business investment
and employment?. On 1 January 2009,
China launched a comprehensive VAT
reform, which stimulated enterprises to
invest into fixed assets such as facilities
and equipment. In her talk, Prof. Dehua
Wang addressed the following ques-
tions: what was the impact of the tax
reform on the behaviour of enterprises?
Did it stimulate enterprises to invest into
fixed assets, especially in the period of
global recession? Did the reform affect
employment on the level of enterprises?
The speaker made a conclusion that the
reform led to an increase in the invest-
ment in fixed assets but its impact on em-
ployment was insignificant. Overall, the
reform contributed to structural trans-
formations in China.

5. Round table “Beer Excise Duty
Policies: Problems and Potential
for Improvement”

On the first day of the symposium,
all participants were invited to join a
round table discussion. The day before,
they had visited the factory “Tomskoye
Pivo”, where they studied the product
range, beer production technologies and
problems faced by the Russian brewing
industry. The round table discussion was
moderated by Alexander Pogorletskiy*?
who spoke of the rising excise duties on
beer and the trends in beer production
and consumption [17]. Regarding the ret-
rospective dynamics of alcoholic drinks
consumption, the moderator argued that
despite some positive changes in the over-
all level of consumption in terms of pure
alcohol intake, in Russia the trends of al-
cohol consumption are extremely alarm-
ing. The main problem is that in Russia
the share of spirits in the general con-
sumption structure is still high (61%). The

I Dehua Wang, Ph.D., Department of Go-
vernment Audit, National Academy of Econo-
mic Strategy.

12 This article can be found in the current
issue of Journal of Tax Reform.

® Alexander Pogorletskiy, Dr.Sc. (Econo-
mics), Prof., Department of World Economy,
St. Petersburg State University.
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consumption of beer, however, is falling:
from 71 litres per capita in 2013 it dropped
to 55 litres in 2017 [18].

The discussion then mostly centred
around the question about the economic
feasibility of a long-term excise policy
in relation to different types of alcohol-
ic beverages. The most debated ques-
tion was how the negative consumption
structure can be changed with the help
of fiscal instruments. Most of the partici-
pants agreed that it is crucial is to shift
customer preferences from spirits to low-
alcohol beverages, such as wine and beer.
Beer has the most potential for replac-
ing spirits in the consumption structure
[20], which was demonstrated by the
experience of North European countries
(Sweden, Finland, and so on), whose con-
sumption models in the mid-twentieth
century were similar to the Russian mod-
el (spirits prevailed over other kinds of
alcoholic beverages). Participants of the
round table also emphasized the prob-
lems caused by different excise rates ap-
plied in the EAEU member states since
such differentiation causes disparities in
competition and consumption in trans-
border regions. Furthermore, sugges-
tions were made that the beer excise duty
burden should be lowered to the level
of European beer-producing countries,
in particular Germany, where the excise
duty on beer is more than three times
lower than in Russia. Symposium partici-
pants also agreed that it is reasonable to
adjust the excise rates depending on the
strength of the beverage and contended
that the EAEU member states should
benefit from the European experience of
differentiated excise policies. Beer excises
in 15 European countries depend on the
alcoholic strength of beer (volume frac-
tion of ethyl alcohol); in 12 countries,
the excise rate on beer is calculated per
hectolitre per degree Plato: the higher is
the gravity of the alcoholic beverage, the
higher is the percentage of the ethyl alco-
hol it contains. This measure will make
the beer excise policy more effective and
change the structure of beer consump-
tion, fostering preference for less harmful
low-alcoholic drinks.
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6. Conclusion

International symposium “Theory and
Practice of Tax Reform” provides an im-
portant communicative platform for econ-
omists from different post-Soviet countries
specializing in the field of taxation. The
popularity and continuity of this tradition
shows the important role the symposium
plays in the life of the academic commu-
nity. The symposium enables scholars to
keep up to date with the current taxation
issues, form research teams and collabora-
tions, get access to significant publication
projects and present their findings to Eng-
lish-speaking audiences.

The international tax symposium
makes a substantial contribution to the
improvement of tax systems in post-Sovi-
et countries. Research findings presented
by symposium participants are of great
theoretical and practical value as they al-
low governments to adjust the key areas
of tax policies in the mid-term.

The specific themes chosen for the
symposia enabled the participants to
adopt a more detailed and in-depth ap-
proach to the problems. This also allowed
the symposium organizers to invite highly
specialized professionals to participate in
the discussion.

The 11*" Tax Symposium formulated
the following recommendations:

1. Countries need to foster new tax
institutions to address the current devel-
opments in the sphere of robotization of
manufacturing processes and in the sys-
tem of economic relations caused by the
emergence of the reputation state.

2. Digital identification of goods is
becoming more and more widely spread,
which is a positive factor both from the
economic perspective and from the per-
spective of controlling agencies. Tax ex-
emptions and their feasibility should be
analyzed in the context of specific tax
systems by taking into account the factors
that determine taxation in each particular
country.

3. Information technologies have
become crucial for the efficiency of tax
administration and the quality of tax ser-
vices. Digitalization of tax administration
has a cumulative effect on tax collection
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and on the overall efficiency of tax ad-
ministration.

4. The service-based tax administra-
tion model means that a larger share of
interactions between taxpayers and tax
authorities should happen online rather
than offline. Apart from the comfort and
efficiency of online interactions, such ser-
vices minimize the need for personal con-
tacts between taxpayers and tax officials,
which reduces corruption risks in the pro-
cess of local tax administration.

5. Major technological upgrades of tax
administration methods can be expected.
These will lead to the creation of a system
of voluntary compliance based on com-
plete integration of tax services into the
business environment of taxpayers, auto-
mated tax payments and filings, increased
economic transparency and enhanced mu-
tual trust between state agencies and the
public.

6. Even though the tax system is now
transitioning to model 4.0, the key func-
tions maintained by the tax policy will
still remain the same. Some changes in
the significance of these functions have to
be expected, however. For example, it is
likely that the controlling and ecological
functions will be reinforced while the so-
cial function (redistribution) will become
less important. The fiscal, regulatory and
stimulating functions will retain their im-
portance.

7. Global digitalization of economy
will lead to deep transformations in the

principles underpinning interactions be-
tween the state and taxpayers, including
changes in certain functions of state agen-
cies, as citizens will be delegating powers
to the state in exchange for taxes paid.
Approaches to the access, storage, ex-
change and protection of information will
be thoroughly revised as a part of a ma-
jor transformation in the structure of the
tax system caused by the introduction of
new taxes such as a tax on certain kinds of
digital operations withheld at source, an
excise tax on digital services and a digital
enterprise income tax.

At the 11" Symposium, it was de-
cided that the next event will be devoted
to the problems, prospects and possible
improvements of consumption taxation.
It was also decided that there will be
two monographs published for the next
symposium in Tumen: “Theoretical and
Methodological Foundations of Indirect
Taxation” and “Architectonics of Contem-
porary Consumption Taxation”*.

Thus, the tradition of conducting
tax symposia will be continued. The 12
Symposium “Theory and Practice of Tax
Reforms” will take place in Tumen and
Tobolsk in early July of 2020. The sympo-
sium will be hosted by Tumen State Uni-
versity (Programme Committee’s email:
S5symposium@mail.ru).

“ The project road map is avail-
able here: http://taxsymposium.ru/index.
php?option=com_content&view=article&id=41
4&Itemid=1194&lang=ru

References

1. Polterovich V. M. Transplanting Economic Institutions. Ekonomicheskaya nauka
sovremennoy Rossii = The economic science of modern Russia. 2001;(3):24-50. (In Russ.)
2. Mayburov L. A., Sokolovskaya A. M. Theory of taxation. Advanced course. Moscow: UNITY

DANA; 2011. (In Russ.).

3. Mayburov I, Ivanov Yu. (eds.). Fiscal federalism. Problems and development prospects.

Moscow: UNITY DANA; 2015. (In Russ.).

4. Mayburov 1., Ivanov Yu. (eds.). Encyclopedia of theoretical foundations of taxation. Moscow:

UNITY DANA; 2016. (In Russ.).

5. Mayburov L., Ivanov Yu. (eds.). Special economic zones. Theoretical and methodological aspects
of development. Moscow: UNITY DANA; 2017. (In Russ.).
6. Mayburov 1., Ivanov Yu. (eds.). Special economic zones. Foreign and domestic experience.

Moscow: UNITY DANA; 2017. (In Russ.).

7. Mayburov 1., Ivanov Yu. (eds.). Taxation of natural resources. Theory and world trends.

Moscow: UNITY DANA; 2018. (In Russ.).

8. Mayburov L., Ivanov Yu. (eds.). Environmental taxation. Theory and world trends. Moscow:

UNITY DANA; 2018. (In Russ.).


mailto:5symposium@mail.ru)

Journal of Tax Reform. 2019;5(2):96-106 ISSN 2412-8872

9. Mayburov 1., Ivanov Yu. (eds.) Taxes in the digital economy. Theory and methodology.
Moscow: UNITY DANA; 2019. (In Russ.).

10. Mayburov L, Ivanov Yu. (eds.). Digital tax administration technologies. Moscow: UNITY
DANA; 2019. (In Russ.).

11. Vishnevsky V. P., Chekina V. D. Robot vs. tax inspector or how the fourth industrial
revolution will change the tax system: a review of problems and solutions. Journal of Tax Reform.
2018;4(1):6-26. DOI: 10.15826/jtr.2018.4.1.042

12. Flynn C. Preparing for Digital Taxation in a Blockchain World. Tax Planning
International Review. 2016;0ctober.

13. Ma Jun. The reform of vertical arrangements of tax administrative agencies in China.
Journal of Tax Reform. 2018;4(3):223-235. DOI: 10.15826/jtr.2018.4.3.053

14. Liu D. M., Zhang B. Q. Analysis of the Impact of “VAT Reform” on the Tax Burden of
Commercial Banks. Taxation Research. 2015;(5):107-112.

15. Ivanov, Yu., Tyshchenko, V. Public-private partnership potential in knowledge
economy: regional aspect. Economic Annals-XXI. 2015;3-4(1):28-31.

16. Vishnevskyi V. P., Goncharenko L. I, Gurnak A. V. Evolution of Tax Institutes and
Transition Towards Economic Growth. Terra Economicus. 2016;14(4):14-30. DOI: 10.18522/2073-
6606-2016-14-4-14-30 (In Russ.)

17. Pogorletskiy A. Changes in Beer Excise Tax Levying: Consequences for Budget and
Regional Development (Case of St. Petersburg). Ekonomicheskaya Politika = Economic Policy.
2016;11(4):115-130. DOI: 10.18288/1994-5124-2016-4-05 (In Russ.)

18. Iadrennikova E. V., Leontyeva Yu. V., Mayburov I. A. Analysis of and Improvements
of Excise Taxation on Beer in Russia. Journal of Tax Reform. 2018;4(2):142-156. DOI: 10.15826/
jtr.2018.4.2.04

19. Iadrennikova E. Analysis and Improvement of Excise Taxes on Alcohol in Russia. In:
Proceeding of the 12" International Days of Statistics and Economics. Prague; 2018. Pp. 660-669.

20. Troyanskaya M., Nizamieva, Yu. Improvement of excise taxation as an instrument of tax
regulation. Rossiiskoe predprinimatelstvo = Russian Journal of Entrepreneurship. 2013;(14):157-163.
(In Russ.)

Author

Igor A. Mayburov - Doctor of Economics, Professor, Head of the Department of
Financial and Tax Management, Ural Federal University named the first President
of Russia B. N. Yeltsin (19 Mira St., 620002, Yekaterinburg, Russian Federation);
0000-0001-8791-665X; e-mail: mayburov.home@gmail.com

For citation

Mayburov 1. A. Challenges and Prospects of Taxation in the Digital Economy: Sym-
posium “Theory and Practice of Tax Reforms” as a Case of Focused Discussion in the
Post-Soviet Space. Journal of Tax Reform. 2019;5(2):96-106. DOI: 10.15826 /jtr.2019.5.2.062

Article info
Received July 20, 2019; accepted August 20, 2019

Undopmauusn 06 asTope
Maiioypob Meops Anamosve6u - OKTOp SKOHOMITIECKIMX HayK, IIpodeccop, 3aBeayIo-
vt Kadperrport (pMHAHCOBOTO M HaJIOTOBOI'O MeHe)KMeHTa Y paJibcKoro defiepaiib-
HOro yHusepcutera mmenu mepsoro IlpesupenTta Poccym b. H. Eneipaa (620002,
Poccurickast @epepanrs, r. EkatepunOypr, yi1. Mupa, 19); @ 0000-0001-8791-665X;
e-mail: mayburov.home@gmail.com

Ana uMTUpoBaHUA
Maribypos V. A. IlepcrieKTnBEI TpaHCHOPMALIVIVI HAJIOTOOOJIOKEHMS B IIIPPOBOTL
SKOHOMUKE: KeViC IIOCTpOeH s (hOKYCHOVI HaJIOTOBOVI JIVICKYCCHUY Ha TIOCTCOBETCKOM
npoctpancTse // Journal of Tax Reform. - 2019. - T. 5, Ne 2. - C. 96-106. - DOI:
10.15826/jtr.2019.5.2.062

UHdopmauums o ctaTbe
Hata nocrymenust 20 uwoas 2019 e.; para npunsTis K nedar 20 abeycma 2019 e.

106


http://doi.org/10.15826/jtr.2018.4.1.042
http://doi.org/10.15826/jtr.2018.4.3.053
http://doi.org/10.18522/2073-6606-2016-14-4-14-30
http://doi.org/10.18522/2073-6606-2016-14-4-14-30
http://doi.org/10.18288/1994-5124-2016-4-05
http://doi.org/10.15826/jtr.2018.4.2.04
http://doi.org/10.15826/jtr.2018.4.2.04

Economic issues of tax reforms

AKoHOMUYEeCKUe NpobAeMbl HAAOTOBbIX pedopm

DOI 10.15826/jtr.2019.5.2.063 Original Paper

Tax Reforms in Ukraine and Georgia: Changing Priorities

G. Bedianashvili!, Yu. B. Ivanov?, T. V. Paientko?

! European University’s Institute for Research of Economic and Social Problems of Globalization,
Tbilisi, Georgia; @ 0000-0003-4521-737X

? Research Center for Industrial Problems of Development of the National Academy of Science
of Ukraine, Kharkiv, Ukraine; @® 0000-0002-5309-400X

3 Kyiv National Economic University n.a. Vadym Hetman, Ukraine, Kyiv, Ukraine;
@V 0000-0002-2962-308X

ABSTRACT

The Georgian and Ukrainian tax systems both emerged after the collapse of the USSR,
yet the tax reforms in the two countries pursued different trajectories and produced
different outcomes. The article systematizes and compares the results of the tax reforms
in Ukraine and Georgia. The study applies qualitative methods for historical analysis,
for periodization of the reforms and for classifying their key priorities and the factors
that influenced them. Quantitative methods are applied to compare the tax burden in
Ukraine, Georgia and OECD countries. The success and failure of the tax reforms was
measured by the index of economic freedom (including its component - the index of
tax burden). The first hypothesis suggested that a reduction in the tax burden had a
positive impact on the indicators of economic freedom; the second hypothesis stated
that a reduction in the tax burden affected fiscal freedom but did not affect the index of
economic freedom. Regression dependences of the average tax burden (including the
tax burden resulting from social security contributions) and the index of economic free-
dom (including the index of tax burden) were built in the R environment. The regres-
sion analysis confirmed the first hypothesis for Ukraine and the second, for Georgia.
This result can be explained by the fact that, unlike Ukraine, the Georgian tax reforms
focused on institutional changes, which determined their success. In 1996-2018, Geor-
gia rose in the ranking of economic freedom and joined the group of economically free
countries. Moreover, this country has been steadily improving its position in the rank-
ing. Ukraine, on the contrary, has remained in the group of economically unfree coun-
tries. Due to the unbalanced reforms and insufficient structural changes, the country’s
government failed to ensure the desired effect from the tax burden reduction
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VI CpaBHWUTEIBHBIVI aHaJIN3 Pe3yJIbTaTOB HAJIOTOBBIX pedpopM By X cTpaH. KauecTBeH-
HbIe MeTO/IbI MCCIIeOBaHMS IIPVIMEHEeHBI JI MCTOPMYEeCKOro aHasIn3a 1 IeprofIu3a-
LMV HaJIOTOBBIX pecdopM B YKpanHe 1 ['py3um. BeisiBiieHb! haKTOPBI ¥ IIPUOPUTETHI
HaJIOTOBBIX PedOPM B VCCTIeTTyeMBIX CTpaHax. VI3MeHeHsI HaJIOTOBBIX CHCTEM CTPYK-
TypWUpOBaHBI B COOTBETCTBIUM C BbIIeJIEHHBIMI dTariaMi. KosmraecTBeHHbIe MeTOIBI
VICTIOJIb30BaHbl I aHAJIMTUYECKOTO CpaBHeHMs HaJIOrOBOV Harpys3ku B YKpauHe,
I'pysun u crpanax ODCP. B kauecTBe MHAMKaTOPa pe3yJIbTaTOB HaJIOTOBBIX pedbopM
BBIOpaH MHIEKC SKOHOMITIECKOV CBOOOIB, I €T0 COCTABJISIONIAsl — MHIIEKC HaJIoTo-
Bovi Harpy3ku. Chopmysmposassl I1Be rumoTessl: (1) CHYDKeHVe HaJIOTOBOVI HATPY3-
KV ITOJIOKMTEITBHO OTPa3wIOCh Ha IIOKa3aTesIsiX SKOHOMIYECKOVE CBOOOIB; (2) CHYDKe-
HVie HaJIOTOBOVI HaIrpy3Ky IIOBJINSUIO Ha (PUCKaIbHYIO CBOOOIY, HO He IIOBJIMSIIO Ha
VIHIEKC SKOHOMIYIecKov cBoOomeL. C ITOMOIIIBIO IIPOrpaMMHOV cpefpl R rmocTpoeHs!
PperpeccroHHbIe 3aBVICHMOCTVI CpeTHelI HaJIOTOBOVI HArPy3KM (BKJIIOUasl HAJIOTOBYIO
HarpysKy I10 B3HOCaM Ha CoIMa/IbHOe CTpaxoBaHMe) 1 VH[IeKca SKOHOMUUYECKO CBO-
Goripl (BK/IFOUast MHIIEKC HAaJIOTOBOV HarpysKi). PesysbTaTsl perpeccrioHHOTO aHasIu-
3a IMOKa3aJIv, 9To [jIs1 YKpanHbI IIOATBepaVIIachk IlepBas rumoresa, iy [ pysum - BTo-
past. [Toy4ueHHBIN pe3ysIbTaT OOBACHIETCS TeM, YTO IIPOBOLIS HAJIOTOBBIE pedpOPMEL,
I'pysust, B ommume oT YKpanHbl, cesiaja akleHT Ha MHCTUTYIIMOHAIBHEIX M3MeHe-
HMsIX B cpepe HastorooostoxkeHmst. Kak pesysibraT, rpy3uHCKIe HAJIOTOBbIe pedOpMbI
OKa3aJINCh OoJlee YCIIEIIHBIMI, U CTpaHa 3a Iepuog, ¢ 1996 mo 2018 r. B penTuHre
9KOHOMIYECKOVI CBOOOBI CMOIJIa IOMHATECS B IPYIILY SKOHOMIIYECKV CBOOOIHBIX
CTpaH ¥ eXerojHo IIOBBIIIATh PeNTHMHI B 3TOV IpyIile. YKpauHa Tak M ocTajach
B T'pYyIIle SKOHOMIYECKM HeCBOOOIHBIX CTPaH, IIOCKOJIbKY HecOalaHCHPOBaHHOCTh
HaJIOTOBBIX PedpOpM, HeTOCTaTOUHbIe MHCTUTYIIMOHATIBHEIE U CTPYKTY PHBIE I3MeHe-
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HVS He JaJIv OXKMITaeMoro SCPCPEKTEI OT CHVDKEHWS HaJIOTOBOV HarpyskKn

KITFOYEBBIE CJIOBA

HaJIoT, HaJIOTOBble pedOpMBbl, HaJIOTOBBIVI KO3 UIIMEeHT, HaJoroBasi HarpysKa, MH-

JIeKC SKOHOMUYECKOV CBOOOTBI

1. Introduction

The development of Ukrainian and
Georgian statehood share one key charac-
teristic: after gaining independence, both
countries launched a series of tax reforms.
An important part of these reforms was
reduction of the tax burden, which was
initially seen as a way to enhance econom-
ic growth and at later stages, to curb the
shadow economy. The reforms involved
changes in the number and composition
of taxes, in the tax base and tax rates, tax
administration and so on.

In Ukraine, scarcely a year went by
without some kind of improvements in
the sphere of tax legislation or other relat-
ed fields. Eventually, such lack of stabil-
ity triggered a public discussion about the
need to freeze the tax reform since it was
hard for companies to keep up with the
changes. It should be noted, however, that
although such measure was considered
to be necessary and even urgent, it nev-
er came to be realized. In the light of the
above, the question arises as to how ad-
equate was the choice of the goals and pri-
orities of the Ukrainian reforms, whether
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they were really needed; whose interests
they served; how efficient they were and
what determined the change of priorities
in the process of reformation. The tax re-
forms in Georgia can be considered to
be more productive in comparison with
Ukraine as they followed a more clearly
defined set of priorities.

In order to evaluate the outcomes of
tax reforms and make conclusions about
their success or failure, we should first look
at the general state of the country’s econ-
omy. The tax climate shapes a number of
indicators, including the dynamics of busi-
ness development, investment activity and
rates of economic growth. It is practically
impossible to analyze the impact of tax re-
forms on all the above-described indicators
within one study. At the same time, the
analysis of only one factor is not enough to
gain a comprehensive and accurate picture.
Therefore, for the purpose of our research
we chose to use an aggregate indicator -
the index of economic burden.

This article aims to systematize and
analyze the results of the tax reforms in
Ukraine and Georgia and evaluate their
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impact on the countries” positions in the
ranking of economic freedom.

The article is structured the follow-
ing way: the introduction is followed by
the review of the research literature on
tax reform practices in OECD countries,
Ukraine and Georgia. In the third section,
we describe our research methodology
and hypotheses. The fourth section focus-
es on the experience of tax reformation in
Ukraine and the fifth, in Georgia. The last
section contains conclusions and outlines
prospects for further research.

2. Literature review

Tax reforms can be considered from a
variety of different approaches and angles.
The choice of approaches largely depends
on the differences in the development of
national economies and, therefore, in the
specific problems in the fiscal sphere that
certain countries have to address.

Western economists mostly seek to
identify the weaknesses in the current
taxation systems and search for ways of
solving the existing problems. It should
be noted that the majority of tax reforms
in developed countries are aimed at mini-
mizing the negative impact of taxation on
the key macro-indicators [see W. Gale and
A. Samwick [1]). This study shows that re-
duced income tax burden can increase the
productive capacity of businesses, which
means that less government subsidies will
be required. The connection between taxa-
tion and economic growth is discussed by
W. McBride [2]. ]. Antos and his colleagues
highlight the connection between policy
choices regarding state revenues and ex-
penditures and the impact of changes in
taxation on economic growth, taking into
consideration the time lag [3]. S. Barrios
et al. [4] research the impact of taxation
on decision-making in international firms
concerning the location of their foreign
subsidiaries. It should be noted that the
problems of profit shifting to low-tax
jurisdictions and the resulting tax base
erosion are widely discussed by interna-
tional researchers, who describe the pos-
sible reforms of tax systems to tackle these
problems more effectively [5]. Another
related question concerns the influence of
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taxation on inequality and the tax reforms
needed to reduce inequality and the as-
sociated risks. For example, D.R. Agrawal
and D. Foremny analyze how tax rates
influence the choices of location made by
high-income taxpayers [6]. A similar ques-
tion is raised in the study of K. Schmid-
heiny and M. Slotwinski [7]. The impact of
tax reforms on the international mobility
of inventors is considered in the study of
U. Akcigit et al. [8]. F. Guvenen and his
colleagues research the phenomenon of
the tax base erosion caused by offshore
profit shifting [9].

Another question that attracts a lot of
scholarly attention is the impact of tax re-
forms on economic growth [10; 11] and the
macro-economic equilibrium [12]. I. Ana-
niashvili and V. Papava [13-15] have dem-
onstrated how taxes influence economic
activity and growth by applying the Laf-
fer-Keynesian synthesis. These studies
explore the theoretical aspects of the re-
lationship between taxes and economic
growth; they also use specific models to
provide a comprehensive picture of how
taxes affect economic growth through the
aggregate supply and aggregate demand.
Ananiashvili and Papava also investigate
the analytical potential of the production
function and of the behavioural approach-
es to estimating the impact of tax burden
on the amount of total output and budget
revenues. Such methodology makes it
possible to determine the so-called fiscal
points corresponding to the maximum
production effect and the budget’s maxi-
mum tax revenues.

The goals pursued by reformers in
developed countries are often similar, al-
though there may be different reasons for
launching these reforms such as the wish
to maintain the macro-economic equilibri-
um when dealing with political pressures
or the search for optimal taxation mecha-
nisms to satisfy the fiscal needs of the state
and the public. We should keep in mind
that in developed economies, reforms are
implemented in a transparent environ-
ment, with low corruption levels and high
degrees of government accountability.

If we look at the latest publications
focusing on the Ukrainian reforms, it be-
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comes evident that most of them choose
to focus on specific aspects of these re-
forms. Some studies consider the problem
of taxation in the light of Ukraine’s inte-
gration into the European space: for ex-
ample, A. Grechko [16], N. Noginov [17]
and V. Ilyashenko [18]. Another group
of studies considers the anti-crisis aspect
of the tax reforms, for example, V. Mel-
nik and T. Koschuk [19], Y. Turyansky
[20]. A. Borzenkov [21], T. Paientko and
K. Proskura [22], and V. Oparin [23] in-
vestigate the outcomes of the reforms.
Also notable are the series of fundamen-
tal studies on various aspects of taxation
published by Y. Ivanov and I. Mayburov
[24-26].

As for the reforms in Georgia,
Bakhtadzae et al [27], Kemularia [28], Ko-
paleishvili et al [29] and Meskhia [30] ana-
lyze the history of these reforms, their key
aspects and the gradual improvements of
taxation mechanisms. Chikviladze [31],
Terashvili [32], Uridia [33] and Veruli-
dze [34] explore the possibilities for the
improvement of the tax administration
technology. Bedianashvili [35], Gaga-
nidze [36] and Silagadze [37] investigate
the goals of the tax reforms, the institu-
tional transformations of the tax system
and the ways of ensuring the compliance
of the taxation system with the European
standards. Stimulation of economic and
entrepreneurial activity are the questions
addressed by Bedianashvili [38], Papava
[39], Shevardnadze et al [40], Silagadze et
al [41; 42], Zubiashvili, et al [43; 44].

Although there is vast research lit-
erature on various aspects of tax reforms,
little attention has been given to the domi-
nant factors that determined the course of
the tax reforms in Ukraine and Georgia.
The tax reforms in Ukraine, for example,
are impeded by the high level of corrup-
tion, low information transparency and
the lack of government accountability.
These factors create resistance among the
taxpayers and curb the reforms’ impact on
the country’s economic performance. The
tax reforms in Georgia go hand in hand
with the gradual decrease in corruption,
higher levels of information transparen-
cy and the government’s accountability.
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Thus, in comparison with Ukraine, the
Georgian reforms produce more tangible
results regarding the relationship between
taxpayers and fiscal institutions. They also
have a visible positive impact on the key
areas of the country’s economy.

3. Methodology

The theoretical part of our study em-
ploys the historical and systems methods.
We apply the historical method to pro-
pose a periodization of the tax reforms in
Ukraine and Georgia. The systems meth-
od was used to describe the structure of
the changes in the respective tax systems
at specific stages; together with the infer-
ence method, it also helped identify the
factors and priorities of the tax reforms.

In the empirical part of the study, we
compare the tax burden in the given coun-
tries and their OECD counterparts and
evaluate the impact of the tax reforms on
Ukraine’s and Georgia’s progress in the
ranking of economic freedom.

The calculations were made with the
help of the R environment. The databases
for calculations were downloaded from
the OECD' and World Bank’s? official
web-sites.

In our study, we considered the fol-
lowing hypotheses:

Hypothesis 1. The reduced tax burden
in Ukraine and Georgia had a positive im-
pact on the indices of economic freedom.

Hypothesis 2. The reduced tax burden
affected the fiscal freedom but did not af-
fect the index of economic freedom.

At the first stage of our study, we con-
ducted a statistical analysis of the tax bur-
den in OECD countries. OECD countries
were included in the sample because their
tax systems are relatively harmonized.
Due to the lack of data, we didn’t include
in the sample Australia (no data for 2017)
and Japan (no data before 1995). The sam-
ple covers the period from 1995 to 2017.

At the second stage, we built regres-
sion dependences of the mean tax burden
(including social security contributions)

! https://stats.oecd.org/viewhtml.
aspx?datasetcode=REV &lang=en#

2 https:/ /data.worldbank.org/indicator/
GC.TAX.YPKG.RV.ZS?view=chart
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and the index of economic freedom (in-
cluding the index of tax burden).

We used tax burden as an indepen-
dent variable since the tax reforms in
Ukraine and Georgia prioritized its re-
duction.

We chose the index of economic free-
dom and the index of tax burden as de-
pendent variables. The index of economic
freedom is an integral indicator character-
izing the level of economic freedom for
business development in a given country.
To measure the level of economic freedom
in a country, we need to look not only at
certain characteristics of its tax system
(tax burden and fiscal freedom) but also
at the institutional characteristics, such
as property rights protection, freedom
from corruption, investment and financial
freedom, and so on. Depending on their
scores, countries are assessed and divided
into the following groups:

— free countries, with the index values
between 80 and 100;

- mostly free, 70-79.9;

- moderately free, 60-69.9;

- mostly unfree, 50-59.9;

- and repressed, 0-49.9.

The index of tax burden characterizes
the degree of the tax system’s impact on
the ease of doing business in a specific
country. Values of this index may vary
between 0 and 100. The higher is the in-
dex, the more attractive this country is for
business.

4. Tax reforms in Ukraine

A brief historical overview of taxation
in Ukraine is necessary in order to gain
a better understanding of the problems
Ukrainian reformers were trying to ad-
dress. Originally, the Ukrainian tax legis-
lation had a two-level structure: there was
the General Law on the Taxation System
and laws for specific taxes such as the
VAT, corporate income tax, personal in-
come tax and so on. The General Law on
the Taxation System (revised in 1991, 1994
and 1997) determined the structure of the
tax system and defined the general prin-
ciples of taxation. Since 2011, the tax leg-
islation has been codified. In 2015, the Tax
Code was substantially amended.
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Such instability of the tax legislation
can be explained by the influence of ob-
jective and subjective factors. One of the
main objective factors was that the coun-
try lacked the necessary experience re-
quired for the formation of the attributes
of its statehood, in particular the tax sys-
tem. At the current stage of economic de-
velopment, the structure of tax systems
in different countries is more or less the
same, which is particularly true for the
range of taxes and mechanisms of taxa-
tion in EU countries. Therefore, in the ab-
sence of its own experience, Ukraine could
benefit from the experience of developed
countries. Some adjustments had to be
made, however, regarding the country’s
peculiar needs and specificities in order
to build an efficient, reliable and stable tax
system. Even though tax systems of dif-
ferent countries share the same principles,
no two systems are identical. Therefore, it
would have been far-fetched to hope for
easy solutions when creating a tax system
in Ukraine.

The subjective factors included the
low quality of the draft laws and the over-
hasty adoption of these laws. For example,
the draft Tax Code was presented for the
first reading at the Verkhovna Rada in
2000, after that it got stuck in the approval
process which lasted until 2010, when the
government had to rush through the third
version of the law. According to V. Opa-
rin and T. Paientko, each new government
in Ukraine, including the current one,
launched its own tax reforms, which in-
vites a supposition that the government’s
prime concern is not about the efficiency
of the tax system and the quality of the tax
legislation but about lobbying its own in-
terests [23].

The high tax burden is generally con-
sidered to have been one of the major
drawbacks of the Ukrainian tax system
throughout its development. Therefore,
the first question we need to answer here
is whether the tax burden in Ukraine is re-
ally that high or not. The level of tax bur-
den is measured as a percentage of GDP
and by comparing tax rates for the key
taxes. Since the question about whether
to include social contributions into the tax
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burden or not still remains open, we shall
compare the tax burden (as a ratio of tax
revenues to GDP) in Ukraine and OECD
countries (see Tables 1-2, Figure 1). For
Ukraine we considered the period starting
from 2004, when the necessary informa-
tion was first made publicly accessible.
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The graph in Figure 1 shows that the
share of tax revenues in GDP was the
smallest in 2004 and the highest in 2012.
The mean value in the given period is
36.35%. Table 1 and 2 show the results
of the statistical analysis of tax burden in
OECD countries.
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Figure 1. Share of tax revenues in GDP of Ukraine in 2004-2017, %
Source: constructed by the authors on the basis of the World Bank data

Table 1
Descriptive statistics on tax revenues in OECD countries in 1995-2017, % of GDP, by year
Year mean sd min ql median q3 max 1QD
1995 33.402 8.543 10.110 29.330 35.136 39.317 46.499 9.988
1996 33.737 8.433 9.912 29.472 34.601 39.226 47.372 9.753
1997 33772 8.351 10.500 30.037 34.690 3.511 48.321 7.474
1998 33953 8.229 10.963 30.933 34.157 37.418 48.426 6.485
1999 34.172 8.157 11.728 31.069 34.505 37.973 48.804 6.904
2000 34.104 7.955 11.462 30.850 33.492 38.109 48.984 7.260
2001 33.594 7.663 12.194 29.583 32.867 37.566 46.832 7.983
2002 33.342 7.563 12.610 29.537 33.239 37.358 45.405 7.822
2003 33.261 7.498 12.671 29.197 33.143 37.441 45.583 8.244
2004 33.187 7.696 11.559 29.227 33.596 37.328 46.393 8.101
2005 33.662 7.756 11.362 29.541 33.791 38.850 48.005 9.309
2006 33.807 7.493 11.588 30.181 34.140 39.718 46.462 9.536
2007 33.853 7.306 12.014 30.119 34.220 39.274 46.425 9.155
2008 33.269 7.208 12.599 29.428 32.597 38.751 44.765 9.323
2009 32.588 7.589 12.467 29.077 31.468 38.760 44.963 9.682
2010 32.682 7.331 12.840 28.238 32.167 37.364 44.756 9.126
2011 32.960 7.255 12.767 28.022 32.768 36.900 44.793 8.878
2012 33.391 7.558 12.649 28.402 32.267 3.384 45.512 9.982
2013 33.673 7.618 13.304 29.043 33.493 38.207 45.888 9.164
2014 33.877 7.684 13.704 29.512 33.344 38.236 48.531 8.723
2015 33.985 7.363 15.933 29.743 33.470 38.094 46.132 8.350
2016 34.779 7.861 16.634 30.601 33.984 39.117 51.595 8.516
2017 34.479 7.258 16.174 30.797 34.304 38.727 46.231 7.930

Source: calculated by the authors on the basis of the OECD data
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As Table 1 illustrates, the mean tax
burden tended to grow - from 33,402% in
1995 to 34,479% in 2017. The same trend
was demonstrated by the minimum val-
ues of the tax burden (16.174% in 2017).
The maximum value of the tax burden
reached its peak in 2016 and in 2017
dropped to 46.231%. The median value of
the tax burden is close to the mean value.

Table 2 shows the results of descrip-
tive statistics for the same period and for
the same countries included in the sample.
We see that Ukraine has no abnormal de-
viations from the global trend in what

concerns tax burden: in the given period
its tax burden remained within the range
of 21.86-32.06% (net of pension contribu-
tions) and 29.75-39.29% (including pen-
sion contributions).

The tax burden in Ukraine is below
average among OECD countries and is
at approximately the same level as that
of the Czech Republic, Germany, Iceland,
Holland, Poland, Portugal and Slovakia.
Therefore, the opinion that the tax burden
in Ukraine is high appears ungrounded.
Ukraine can thus be described as a coun-
try with a medium level of tax burden.

Table 2
Descriptive statistics on tax revenues in OECD countries in 1995-2017,
% of GDP, by country
Year mean sd min ql median q3 max 1QD

AUT 42.076 0.991 40.408 41.195 42.233 42.704 43.886 1.509
BEL 43.569 0.788 42.370 43.081 43.451 44.083 45.106 1.062
CAN 33.056 1.605 30.875 31.791 32.766 34.473 35.912 2.682
CHL 19.784 1.310 17.334 18.943 19.591 20.554 22.710 1.611
CZE 33.571 0.795 32.283 33.177 33.454 34.224 34.893 1.047
DNK 46.247 1.028 44.756 45.547 46.189 46.720 48.531 1172
EST 32.347 1.596 29.969 31.192 31.667 33.519 36.033 2327
FIN 43.170 1.472 40.788 42.073 43.333 44.138 45.820 2.064
FRA 43.523 1.297 41.528 42.409 43.334 44.304 46.231 1.895
DEU 35.654 1.059 33.860 34.948 35.574 36.316 37.544 1.368
GRC 32.741 3.014 27.890 30.803 31.982 34.901 39.386 4.098
HUN 38.070 1.115 36.250 37.313 37.950 38.828 40.776 1.514
ISL 36.097 4.220 31.187 33.998 35.592 37.142 51.595 3.144
IRL 28.470 2.652 22.837 27.358 28.458 30.796 32.268 3.437
ISR 32.931 1.823 29.834 31.221 33.331 34.308 35.421 3.087
ITA 41.305 1.532 38.583 40.165 41.668 42.228 44.050 2.063
KOR 22.873 2.278 19.118 21.620 23.391 24.617 26.900 2.998
LVA 28.861 1.065 27.466 27.950 28.646 29.470 31.222 1.520
LTU 29.298 1.662 26.966 27.965 29.203 30.152 32.758 2.187
LUX 32.067 1.018 34.850 36.502 37.325 37.632 38.654 1.130
MEX 12.511 1.765 9.912 11.511 12.467 12.803 16.634 1.293
NLD 36.243 1.110 34.804 35.515 36.047 37.027 38.752 1.512
NZL 32.613 1.705 30.055 31.572 32.313 33.816 36.058 2.245
NOR 41.047 1.420 38.228 40.024 41.850 42.059 42.831 2.035
POL 33.404 1.638 31.199 32.010 32.940 34.383 36.617 2.373
PRT 31.601 1.658 29.278 30.290 31.247 30.073 34.708 1.783
SVK 32.185 3.222 28.075 29.258 32.179 33.263 39.562 4.005
SVN 36.878 0.611 36.021 36.406 36.822 37.263 38.360 0.857
ESP 32.944 1.538 29.708 32.014 33.077 33.593 36.358 1.579
SWE 45.269 2111 42.506 43.588 45.174 46.724 48.984 3.136
CHE 26.819 0.685 25.519 26.507 26.882 27.016 28.456 0.509
TUR 23.368 2.382 16.390 23.104 23.592 25.017 25.899 1.914
GBR 31.966 1.105 29.311 31.504 32.283 32.705 33.258 1.201
USA 25.919 1.464 23.017 24.782 25.975 27.049 28.202 2.266

Source: calculated by the authors on the basis of the OECD data
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The tax-to-GDP ratios for the key tax-
es in Ukraine are also far from being the
highest: for instance, the corporate income
tax-to-GDP ratio is even lower than in
many OECD countries (see Table 3).

The corporate income tax-to-GDP
ratio in Ukraine is lower than in Estonia,
where the corporate income tax was re-
placed by the tax on withdrawn capital. It
should be noted that the Ukrainian gov-
ernment has been continuously declaring
that stimulation of business and attrac-
tion of investment are its top priorities,
although no significant reduction in the
profit tax rates ever ensued. The corporate
income tax rate was reduced very slowly
and, therefore, had no visible effect either
on taxpayers or the country in general.

Effective corporate income tax rates in
all the given countries are lower than nom-
inal due to the tax benefits and tax prefer-
ences applied for certain transactions. In
the majority of these countries both the
nominal and effective corporate income
tax rates are higher than in Ukraine, which
clearly disproves the common miscon-
ception about the high level of corporate
taxation in Ukraine. The corporate income
tax-to-GDP ratio in Ukraine is lower than
the average in the OECD sample. In some
countries, such as Ireland, Switzerland
and Germany, the corporate income tax
rates are lower than in Ukraine but the fis-

cal significance of this tax is higher, which
can be related to the mechanisms of pro-
viding tax preferences or the level of the
shadow economy. In the given countries,
this level on average does not exceed 20%
while in Ukraine, according to the Minis-
try of Economic Development and Trade,
in the first quarter of 2017, this level was
37%3. This indicator is even higher if we
look at the estimates of the World Bank,
which show that in the last five years the
level of the shadow economy in Ukraine
hovers around 50-60%. This level has a
negative impact on the fiscal efficiency of
taxes due to tax evasion.

The situation with the VAT in Ukraine
is a bit different (see Table 4).

The Table shows the data on the
VAT-to-GDP ratio. As Table 4 shows, in
Ukraine the VAT-to-GDP ratio in 2015
was higher than in other countries while
in 2016 it was not much different from the
mean value in the sample. This can be ex-
plained by the fact that the Ukrainian state
adopted a more harmonized procedure
for refunding the VAT and cut the delays
in VAT refunds. The nominal VAT rate
in Ukraine is quite moderate, lower than
in Germany, Turkey and Switzerland. In

® Shadow Economy in Ukraine. Avail-
able at http://www.me.gov.ua/Documents/
List?lang=uk-UA &id=e384c5a7-6533-4ab6-b56f-

50e5243eb15a&tag=TendentsiiTinovoiEkonomiki

Table 3
Corporate income tax-to-GDP ratio in OECD countries in 2010-2016, %
Country 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | Corporate income tax
rate in 2018, %

Austria 9.67| 9.67| 9.72] 9.79] 9.97| 1036 9.42 25.00
Czech Republic | 298] 298| 296| 3.05/ 313 320 3.20 19.00
Estonia 337| 321 3.44| 375 394 420 417 20.00
Germany 8.03| 829 873 878 873 895 932 29.89
Hungary 119 112 119 1.07] 140, 157 1.93 9.00
Ireland 8.88| 887 919 9.22| 937 8.00] 8.07 12.50
Italy 10.55| 10.14| 10.70| 10.72] 10.20) 9.98| 9.86 24.00
Latvia 098 140, 1.62| 1.62| 154, 1.60] 1.70 20.00
Poland 195 202 208 1.77| 1.75| 1.84] 1.85 19.00
Slovakia 246| 241 236| 286 328 3.70] 3.78 21.00
Switzerland 17.60| 17.26| 16.39| 16.00| 15.66| 15.84| 15.79 21.15
Turkey 1.80] 194| 1.85| 1.60| 158 1.43| 1.65 22.00
UK 855| 8.67| 816| 799 776/ 7.83] 8.14 19.00
Sample mean 6.00] 6.00f 6.03] 6.02] 6.02] 6.04] 6.07 20.12
Ukraine 373 418| 396| 3.78| 257| 1.97| 2.54 18.00
Georgia 288 2.78| 3.42| 3.25| 3.01] 284 3.22 15.00

Source: calculated by the authors on the basis of the data of the OECD and the World Bank.
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Table 4
VAT-to-GDP ratio in OECD countries in 2010-2016, %

Country 2010 2011 2012 2013 2014 2015 2016 | VAT rate, %
Austria 6.45 6.28 6.27 6.13 6.07 6.07 6.16 20.00
Czech Republic 6.65 6.86 7.05 741 741 7.25 741 21.00
Estonia 8.54 8.18 8.41 8.23 8.66 9.20 9.36 20.00
Germany 5.62 5.55 5.55 5.41 5.32 5.39 5.42 19.00
Hungary 8.54 8.41 9.13 8.91 9.24 9.64 9.29 27.00
Ireland 5.09 4.72 4.79 4.67 4.83 3.67 3.76 23.00
Italy 4.69 4.57 4.46 4.32 4.40 4.45 4.45 22.00
Latvia 6.70 6.77 717 7.40 7.55 7.70 8.15 21.00
Poland 7.59 7.83 7.14 7.04 7.13 6.99 7.05 23.00
Slovakia 6.19 6.67 5.95 6.33 6.60 6.87 6.67 20.00
Switzerland 4.93 4.83 4.71 4.60 442 4.24 4.20 8.00
Turkey 5.39 5.64 5.20 5.57 5.02 5.18 5.01 18.00
UK 4.25 4.81 4.74 4.69 4.68 4.71 4.74 20.00
Sample mean 5.33 5.28 5.25 512 5.10 4.93 4.97
Ukraine 7.97 9.88 9.85 8.82 8.87 9.02 5.88 20.00
Georgia 10.64 11.46 11.60 10.63 11.30 11.02 9.67 18.00

Source: constructed by the authors on the basis of the data of the OECD and the World Bank.

almost all of the given countries, the effec-
tive VAT rate is lower than the nominal,
which can be explained by the fact that
reduced VAT rates are applied to certain
groups of commodities. It should be noted
that the given countries do not experience
any significant fluctuations in the VAT-to-
GDP ratio, which signifies a relative stable
level of taxation in these countries. An
increase in the VAT-to-GDP ratio in the
Czech Republic, Estonia and Latvia stems
from the gradual increase in the basic VAT
rate by 1-2 percentage points.

In order to estimate the tax burden in
Ukraine by looking at specific taxes and
tax payments, we need to conduct a ret-
rospective analysis of the tax policy. The
reduction of the tax burden involved cut-
ting the number of taxes and fiscal charges
as well as lowering the tax rates. There is
a widely shared misconception about the
excessive number of taxes in Ukraine.
However, each round of tax reforms in
this country included eliminating some of
the taxes, which usually happened when
the Tax Code was adopted or amended.
As a rule, these were the taxes of second-
ary importance or those that produced lit-
tle revenue. A really important matter was
the cancellation of contributions to differ-
ent special budget funds, in particular
those that created a substantial tax burden
such as the “Fund for the Liquidation of

the Consequences of the Chernobyl Disas-
ter”, “Social Security Fund”, “State Innova-
tion Fund”, and the “Fund for Road Con-
struction and Repair”. These funds were
created in large numbers in the first year
of Ukraine’s independence (apart from the
above-mentioned, there were also funds
for the development of energy sector, con-
version, and so on). Currently the most sig-
nificant is only the contribution to the Fund
of Social Security of the Disabled (the con-
tribution to this fund equals the amount of
the annual salary at the rate of the mini-
mum wage per person). Companies have a
choice of either hiring a disabled person or
paying a fine for failing to fulfil the quota
for employment of people with disabilities.
Therefore, the contributions to this fund
are in fact the fines paid by companies fail-
ing to hire disabled people.

At the initial stage in the development
of the country’s tax system (1991-1997),
the key priority was to establish a tax sys-
tem which would be able to ensure stable
budget revenues. Although at this stage
the fiscal function prevailed, some steps
were taken to reduce the tax burden.

The rates were reduced for the key
taxes: first, the VAT rate was lowered from
28% to 20% in 1995, which was a bold de-
cision considering the level of budget defi-
ciency at that time. It should be noted that
there was an attempt to set the VAT rate
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at 20% in 1993 but it proved too hard to
retain the rate at this level and it had to be
raised after only four and a half months.

At the same time the rates of the busi-
ness taxes were lowered: initially the cor-
porate income tax rate (net profit) was set
at 35%. In 1992-1994, the system of busi-
ness taxation changed several times: the
income tax (the sum of commercial profit
and the wage fund minus gross income)
had the rate of 18%; in 1994 it was raised
to 22%; later this tax was replaced by the
corporate income tax with the rate of 30%.
Finally, the government decided to set the
profit tax rate at 30%.

During the years of Ukrainian sover-
eignty, taxation of physical persons also
underwent significant changes: at first
there was a “citizen income tax” but later
it was renamed into the “tax on the in-
come of physical persons”; the tax rates
and mechanisms of taxation were also ad-
justed multiple times. The situation was
particularly volatile in the early 1990s.
Until 2003, Ukraine had had a progressive
tax scale, also changed three times.

The second stage (1997-2000) involved
the development of tax regulation and har-
monization of the main taxes with interna-
tional norms. In 1997, the principles of VAT
and corporate income tax collection were
revised, and the principles of VAT collec-
tion were harmonized with those of West-
ern countries. As for the corporate income
tax, the reform resulted in the separation
of bookkeeping from tax accounting and
the object of taxation - profit - started to be
calculated differently from the way profit is
calculated in bookkeeping.

Introduction of a simplified taxation
system for small business, which stimu-
lated entrepreneurship and self-employ-
ment, was one of the positive aspects of
the tax regulation in this period.

At the third stage of the reforms (2000-
2010), policy-makers were searching for
the right balance between the fiscal and
regulating function of taxes, for example,
they liquidated excessive VAT benefits
and corporate income tax benefits. In the
same period, the progressive personal in-
come tax scheme was replaced by a pro-
portional scheme. From 2004 to 2007, the
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proportional tax rate in Ukraine was 13%,
and in 2007 it was raised to 15%. One of
the most significant results of the reforms
in this period was the adoption of the law
“On the Procedure for Payment of Taxpay-
ers” Liabilities to Budgets and State Pur-
pose Funds’ of 21.12.2000 Ne 2181. This law
systematized approaches to tax liability
settlement and to application of penalties
for violating the tax legislation. Principles
of penalizing taxpayers changed consider-
ably, moreover, the grounds for imposing
penalties were expanded and the size of
penalties became dependent on the type of
tax check and the kind of violation.

The fourth stage (since 2011 to pre-
sent) involved codification of the tax leg-
islation, simplification of the tax system
and its further harmonization with the EU
legislation. The search for ways to further
reduce the tax burden continues.

Atthis point we should emphasize that
among other taxes in Ukraine, the VAT is
most harmonized with the EU legislation.
If we compare the current VAT rate in
Ukraine with that of other countries, we
can notice that in general it corresponds to
the international norms. Therefore, the de-
bates about the VAT now mostly focus on
its administration and collection. It should
be noted, however, that all EU countries,
except for Denmark, apply reduced VAT
rates to some pharmaceutical products,
food necessities, public transport fees,
periodicals and so on. In Ukraine, the re-
duced VAT rate is applied only to phar-
maceutical products and medical equip-
ment (7%), which does not qualify as a
reduction of the tax burden since before it
was introduced, medical drugs and equip-
ment had been VAT-free.

Changes in the approaches to the VAT
administration in Ukraine raise a number
of questions. Overall, however, the intro-
duction of the electronic VAT administra-
tion system in 2015 helped the authorities
minimize the risks of fictitious tax credits
and simplify the process of declaration
and payment of the VAT. On the other
hand, the majority of firms offering their
customers deferred payment terms faced
difficulties when they were trying to regis-
ter their tax invoices in the electronic sys-
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tem while shipping the products. In order
to register a tax invoice, it is necessary to
have the corresponding sum of money on
the taxpayer’s account in the Treasury Ser-
vice. For example, if you need to register
a tax invoice for the sum of 120,000 hryv-
nias, including the VAT of 20,000 hryv-
nias, the remaining amount on the taxpay-
er’s electronic account should be 20,000
hryvnias. This remaining amount consists
of the VAT amounts in the tax invoices
registered by the company’s suppliers, the
VAT amount paid to import goods, the
money transferred by the taxpayer, and
the monthly average of the VAT amounts
declared by the taxpayer in the last 12 fis-
cal months and discharged (or amortized/
deferred). If the sum on the taxpayer’s ac-
count is not enough, the taxpayer has to
transfer funds from their current bank
account (you cannot, however, withdraw
funds back from your taxpayer’s account)
to avoid paying a fine for delayed registra-
tion and losing a customer since without
the registered tax invoice, the customer
loses their right to the tax credit. The pur-
pose of the electronic system is to prevent
VAT fraud and evasion due to fictitious
tax credits but this system also hampers
efficient operation of companies.

The introduction of the system in
2015-2016 did not help the government
solve the problem of timely VAT refunds
on exported goods. The situation got bet-
ter only in 2017, when the register of com-
panies claiming the VAT refund became
publicly open. Before 2017, such registers
had been closed, which led to high risks of
corruption associated with “queue jump-
ing”. When the registers became open,
the transparency of the “queuing system”
also became higher as the companies were
now able to keep track of the process.

Another problem taxpayers faced
in 2017 was that the system blocked the
registration of tax invoices if it detected a
high level of risk of a fictitious transaction.
Sometimes this mechanism created ab-
surd situations: for instance, tax invoices
of a manufacturing enterprise got blocked
because the system did not have the infor-
mation that this production had already
been bought by this enterprise before.
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The confusion and uproar among tax-
payers led to a large number of suits filed
against the State Fiscal Service. As a result,
the Ministry of Finance had to revise the
criteria for blocking tax invoices. The im-
provement of the electronic system is still
a work in progress.

As for the corporate income tax, its rate
was gradually lowered: in 2005-2010 the
tax rate was 25%. In accordance with the
Tax Code of 2010, it was planned to lower
the tax rate to 23% in 2011; to 21% in 2012;
to 19% in 2013; and to 16% in 2014. These
plans were never fully realized and at the
moment the corporate income tax rate is at
the level of 18%. Thus, since Ukraine be-
came an independent state, the tax rate has
been lowered almost twofold. Compared
with international experience, this rate is
generally on a par with that of other post-
Socialist countries but significantly lower
than that of developed countries.

In addition to the above, the tax bur-
den was also lowered due to the changes
in corporate income taxation: since 2015,
taxable income has been defined as the fi-
nancial result calculated according to the
national bookkeeping standards and inter-
national accounting standards (depending
on the conceptual framework this or that
company should apply). Thus, the finan-
cial result calculated in the way described
above is further adjusted for tax differ-
ences defined in Tax Code of Ukraine.
The main tax differences are those related
to the depreciation of non-current assets;
financing transactions; and provisions for
incurred and probable expenses. This ap-
proach does not contradict the existing
international practice but, on the contrary,
is methodologically close to it. In Ukraine,
however, this change caused conflicts be-
tween taxpayers and tax authorities. What
in fact happened is that since 1997, tax ac-
counting has prevailed over bookkeeping,
which remained relevant only for compa-
nies subject to mandatory audits and thus
required to publish their financial reports
(issuers of securities, financial institutions
and public joint-stock companies).

The personal income tax can be consid-
ered less harmonized. Since 2007, the rate
of the personal income tax was 15% and in
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2011, a second rate of 17% was introduced
for higher income individuals. In 2016, the
unified proportional rate was raised to 18%.
At the same time, the unified social security
contribution was cancelled for employees.
Such instability in tax legislation may sig-
nify a lack of the clear strategic and tacti-
cal vision behind the tax reforms. There is
also a perceptible lack of agreement among
the policy-makers as to what direction the
reform should take: for example, high-
income groups now enjoy a lower level of
taxation while disadvantaged groups, on
the contrary, have to struggle with higher
taxation levels. In comparison with other
countries, Ukraine has the lowest level of
personal income tax in the world. The ma-
jority of countries have fixed progressive
tax schedules. In Western Europe, the tax
burden on personal income is reduced con-
siderably through tax deductions and tax
rebates. First of all, in almost all countries
there is a tax-exempt minimum income,
which either equals or slightly exceeds the
minimum wage. In Ukraine only a limited
number of people can take advantage of
the full scope of tax benefits.

Secondly, Western states strive to pro-
mote self-employment and, therefore, of-
fer self-employed citizens an opportunity
to deduct their home office expenses and
the expenses of operating their personal
vehicles for business against their self-
employment income, thereby reducing
their income tax. To claim self-employed
tax benefits citizens don’t have to be reg-
istered as entrepreneurs. In Ukraine, how-
ever, there is no such option.

The current practice of personal in-
come taxation in Ukraine is inconsistent
with the government’s intention to stimu-
late the development of non-state pension
schemes. The only incentive available in
Ukraine is the right to claim a tax relief
and even in this case there is a limit on the
amount of pension contributions on which
you get a tax relief. In many EU countries,
for example, Germany, France and the
UK, the governments stimulate contribu-
tions to private pension plans by incentiv-
izing the employer and the insured. For
instance, in the progressive income tax
system, physical persons are entitled to a
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higher tax threshold or to a tax relief on
their pension contributions.

The last step towards reduction of the
tax burden in Ukraine was cutting the rate
of the unified social contribution for enter-
prises. While previously it varied between
36.76% to 49.7% of the salary budget de-
pending on the occupational hazard class,
in 2016 the rate was reduced by more than
a half - to 22%. Much had been said about
the need for such a measure long before it
was actually taken: one of the arguments
was the experience of development coun-
tries, where the average rate of social secu-
rity contributions is 18-20%. Nevertheless,
such comparisons are flawed since the ma-
jority of the countries where this rate is ap-
plied have funded pension systems while
in Ukraine there is a PAYG system. As V.
Oparin and T. Paientko point out, it is more
effective to combine lowering of the unified
social tax rate with a more radical reform of
the pension system, which, unlike the one
of 2017, is more likely to lead to fundamen-
tal improvements. Furthermore, many tax-
payers had to face a significant expansion
of the tax base through the unified social
tax, which included most of the compensa-
tion payments (for example, compensation
for rent payments) [23].

Let us try to evaluate the results of
the tax burden reduction in Ukraine. The
reform of the mid-1990s, which involved
lowering the VAT rate and elimination of
contributions to special budgetary funds,
brought more or less positive effects. These
measures allowed the government to sta-
bilize the decline in the GDP growth rate
and ensure some sort of macro-economic
stability. In the early 2000s, the country
finally achieved economic growth. Un-
doubtedly, the tax burden reduction made
a substantial contribution to this success,
even though it was not the sole factor.

It is much harder, however, to evalu-
ate the impact of the transition from pro-
gressive personal income taxation to pro-
portional taxation. The rationale behind
this transition was the need to deal with
the problem of unreported income and
tax evasion and thus to encourage busi-
ness to move from the shadow sector to
the formal economy. Proponents of this
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Figure 2. Dynamics of the index of economic freedom and the index
of tax burden for Ukraine in 1996-2000

Source: constructed by the authors on the basis of the Heritage Foundation data

reform argued that such transition would
boost tax revenues even with lower tax
rates. As practice showed, however, no
breakthrough was made in this respect
and the problem of tax evasion remained
unsolved and even got worse when the
need to replenish the Pension Fund arose.
On the other hand, no slump in tax rev-
enues ensued either. In the following two
years, the tax revenues grew considerably:
from 34800.00 billion hryvnias to 45900.00
billion in 2008. These were the years of
economic boom in Ukraine and although
we cannot deny the positive impact of
the reduced tax burden, the crucial factor
was the growth of GDP, which becomes
evident if we look at the personal income
tax revenues as a percentage of GDP.
This figure doesn’t change much: in 2003,
it was 5.1%; in 2004, 3.8%; in 2005, 3.9%;
in 2006, 4.2%; in 2007, 4.8%; and in 2008,
4.8%. Undoubtedly, reduced income tax
rates stimulated consumption and thus
enhanced economic growth. Not all in-
come groups benefited the same from this
reform, though, with the rich gaining the
most. Reduced tax rates could be expected
to raise investment, which would signify
the success of the personal income tax re-
form. The reform, however, did not bring
about the expected investment boom and
it is unlikely to happen in the nearest fu-
ture. The reduction in the corporate profit
tax rate was primarily aimed at encourag-
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ing investment (at least according to the
official version of the previous Ukrainian
government). The officials insisted that
the proposed tax incentives would result
in an unprecedented inflow of investment,
which, however, did not happen.

Therefore, it can be concluded that the
reform failed to bring the desired result
(or maybe it had been doomed to failure
from the start). According to the studies of
E&Y, PwC, and the World Bank, the main
factor in foreign investors” decision-mak-
ing is not the profit tax rate but the pro-
tection of their property rights, the rule of
law and the efficiency of the government.
According to the Heritage Foundation,
in these indicators Ukraine’s position re-
mains steadily low. As for the integral
indicator, Ukraine ranks among the eco-
nomically unfree countries?, such as Af-
ghanistan, Sudan, Angola, Suriname and
Bolivia. Therefore, it is essential that the
changes in the sphere of taxation should
be accompanied by the complementary in-
stitutional transformations; otherwise the
benefits from the reform will be enjoyed
only by a small privileged circle of those
who lobby these changes in the first place
while the general level of public welfare
will remain basically the same. Figure 2 il-
lustrates the dynamics of the index of eco-
nomic freedom and tax burden.

4 Index of economic freedom. Available at:
https:/ /www.heritage.org/index
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As the graph above shows, the posi-
tion of Ukraine in the ranking of economic
freedom leaves much to be desired. Even
though its index grew from 40.6 to 51.9, it
is still not enough for Ukraine to move to
the next group in the ranking. As Figure 2
illustrates, after 2002, the index of tax bur-
den grew considerably, which means that
the tax reforms had a positive impact on
the tax climate in the country.

As it was previously noted, the index
of economic freedom is one of the integral
indicators characterizing the country’s
economic and institutional development.
To evaluate the influence of tax reforms
on economic freedom, we constructed two
dependences with two dependent vari-
ables - the index of economic freedom (in-
tegral indicator) and the index of tax bur-
den (component of economic freedom).
Tax burden (the share of tax revenues in
GDP) was used as an independent vari-
able. The sample covers the period from
2008 to 2018. The results of our calcula-
tions are shown in Table 5.

The F-statistic and p-value show the
significance of these models. The coeffi-
cient of determination (adjusted to take
into account the sample size) for the
dependence of the index of economic
freedom/tax burden is 0.443; for the de-
pendence of the index of tax burden/
tax burden, 0.415. In 2008-2018, the tax
reforms targeted at reducing the tax base
determined more than 40% of the dynam-
ics of the country’s economic freedom
index. Therefore, for Ukraine the first
hypothesis is confirmed and the second
hypothesis is refuted. It should be noted
that although in the given period the re-
duction of the tax burden was one of the
priorities of the country’s fiscal policy and
had a positive impact on the index of eco-
nomic freedom, Ukraine still remained in
the group of economically unfree coun-
tries, that is, the impact of the reform was
smaller than expected.

5. Tax reforms in Georgia
Although the establishment and de-

Table 5 velopment of the tax system in Georgia
Regression statistics results (Ukraine) P . y 8
- Model had the same point of departure as in
Lme];r 0 de bl Ukraine - the demise of the USSR, their tax
Dependent Variable reforms took different paths and brought
IEF index of eco- | TB (Tax diff t It hich th
nomic freedom) | burden) ifferent results, which, among other
0.218* 0477+ things, affected the general level of tax
(6.073) (6.168) burden (Figure 3). As Figure 3 shows, tax
Observations 1 11|  revenues accounted for the smallest share
R2 0.499 0.474 in GDP in 2010 and the largest, in 2012.
Adjusted R? 0.443 0415  Figure 3 shows only one graph because in
Residual Std. 0.388 0.894] 2008, social contributions and the personal
Error (df=9) income tax were united into one tax.
F Statistic 8.952%*|  8.107** The mean value in the given period is
dr=19 23.51%. The tax burden in Georgia in the
Note:* p <0.1;** p <0.05;** p < 0.01 given period is below the average level in
30
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Figure 3. The share of tax revenues in GDP of Georgia in 2008-2018
Source: constructed by the authors on the basis of the data of the Ministry of Finance of Georgia
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the OECD (Tables 1-2); the average level
of tax burden in Georgia is closer to that of
Korea, Turkey and the USA. It should be
noted that in these countries the level of
tax burden is much lower than in the EU.

The same can be said about the cor-
porate income tax- and the VAT-to-GDP
ratios (see Tables 3 and 4). While the cor-
porate income tax rate is lower in Georgia
(15%), its tax collection efficiency is higher
than in Ukraine (which has become partic-
ularly evident since 2014) (Figure 4). The
situation is similar for the VAT: while the
tax rate is lower (18%), the efficiency of the
VAT collection in Georgia is higher than
in Ukraine (Figure 5).

As Figure 4 illustrates, the corporate
income tax-to-GDP-ratio in Ukraine was
falling between 2011 and 2015 but went
up in 2016. The dynamics of the corporate
income tax-to-GDP-ratio in Georgia was
less turbulent: in the period between 2012
and 2015, it demonstrated a slight down-
ward trend and in 2016, increased insig-
nificantly.

There were no dramatic fluctuations
of the VAT-to-GDP ratio for Georgia in
the given period; there was a decrease in

2013 and 2016. Overall, the VAT-to-GDP
ratio in Georgia was almost twice the
OECD average, which can be explained by
the shifting of the tax burden from income
to consumption.

Building market economy, Georgia
faced a number of political, economic and
social problems, which made it necessary
to create a robust tax system. Establishing
a new tax system that would be suitable
for market economy, in its turn, required a
legislative foundation. During the transi-
tion period, the parameters of the tax sys-
tem remained largely unclear and there
was no proper regulatory framework,
which cuased some mistakes in the fol-
lowing tax reforms. In December 1993, the
Georgian Parliament passed a legislative
package (eight laws) aimed to improve
the tax systems by stimulating entrepre-
neurship and mobilizing state budget re-
sources. The main law in this package was
the Law of the Republic of Georgia “On
the Principles of the Tax System”, which
described organization of the tax system,
methodological framework for the forma-
tion of taxes, levies, duties, and local taxes.
The law “On the State Tax Service of the

———
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Figure 4. Corporate income tax-to-GDP ratio in OECD countries,
Ukraine and Georgia in 2010-2016
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Figure 5. VAT-to-GDP ratio in OECD countries,
Ukraine and Georgia in 2010-2016
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Republic of Georgia” defined the rights
and obligations of taxpayers in relation
to the corresponding tax bodies. Accord-
ing to this law, tax authorities exercise
control over businesses in the sphere of
tax compliance to ensure a permanent
inflow of funds to the state budget. This
law provided a foundation for the devel-
opment of the state tax structure in Geor-
gia. It stipulates that the integral system
of taxation service in Georgia comprises
the central tax administration office, state
tax inspections in autonomous republics,
120 cities and districts. Units on all levels
of this hierarchy represent legal entities
with the corresponding attributes. Despite
some serious drawbacks, the first Tax
Code adopted by the Georgian Parliament
on 13 June 1997 played a positive role in
establishing the country’s tax system. In-
consistencies and incoherences within the
Tax Code curbed its effectiveness and its
impact on the operation of the tax sys-
tem. Hundreds of amendments to the Tax
Code failed to produce the desired effect
either. Neither taxpayers nor tax collec-
tors were willing to take into account the
interests of the state and of the national
economy. According to T. Kopaleishvili
and M. Chikviladze, the Tax Code was not
adjusted to the national traditions and not
only failed to improve the tax relations but
also led to the deterioration of the newly
created tax system in Georgia [29].

The first Tax Code defined the ap-
plicability of the law, the types of taxes
and their corresponding rates, the condi-
tions and deadlines for tax declaration,
the rights and obligations of tax authori-
ties and taxpayers. The Code, however,
did not define the type of control and the
mechanism for ensuring obligations to tax-
payers. At later stages, the Tax Code was
revised and amended until it was fully re-
placed by another one. The first Tax Code
comprised 21 taxes, which had a negative
impact on taxpayers. Moreover, the taxes
failed to perform their fiscal function. In
fact, the Georgian tax system of this peri-
od was typical of countries with transition
economies: it was characterized by the di-
versity of taxes and excessive complexity
of tax administration.
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The multiple improvements to the
Tax Code, however, had no influence on
the tax environment. Therefore, a new tax
code was created, which came into force on
1 January 2005. It significantly reduced the
number of taxes (from 21 to 6 - 5 national
and 1 local) and simplified the mechanisms
of tax administration. Thus, the Tax Code
established a robust legal framework and
set mechanisms for maintaining control
over taxation, including supervision over
taxpayers and guidelines for resolving
tax disputes. The Code also described the
rights and obligations of tax authorities and
taxpayers, measures of service and control,
rules of tax administration, and so on.

The main goals of the tax reforms in
Georgia were to simplify the tax system
and tax administration, reduce the tax
burden and ensure a more even distribu-
tion of the tax burden, remove the infeasi-
ble tax benefits and reduce the tax burden
on economy as a whole.

We should emphasize that as the
shadow economy was shrining, the tax
base was expanded, which compensated
for the lost budget revenues due to the
lowered tax rates. The tax reform also
had some indirect positive effects. For
instance, the liberalization and simplifi-
cation of the tax system together with the
enhanced security of taxpayers had a posi-
tive influence on the investment climate in
Georgia and helped move the capital into
the formal sector.

The general view is that the tax re-
forms in Georgia went through three main
stages. At the first stage, in 2004-2007, the
tax reform involved profound institution-
al changes, lifting of bureaucratic barriers,
substantial reduction of the tax burden
(15 types of taxes were eliminated, and for
some taxes, the rates were lowered), and
reduction of the government’s involve-
ment into the activities of companies.
The reform set simple and fair “rules of
the game” and the state guaranteed to all
economic and business entities that these
rules would be observed. In this period,
customs and tax bodies became subordi-
nate to the Ministry of Finance [35].

The very concept of the tax reform
in Georgia has been thoroughly revised
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since 2004: first of all, it was important
to ensure the principle of tax neutrality,
which means that taxes should not af-
fect the choices made by entrepreneurs
concerning their fields of activity and in-
vestment. This principle is known to be
successfully implemented in developed
countries. On the other hand, it soon be-
came obvious that at that stage of its so-
cio-economic development, when Geor-
gia was going through serious structural
transformations and was struggling with
economic instability, the realization of
the neutrality principle was problematic.
Georgia was unable to fully adopt the ex-
perience of developed Western countries,
which differed significantly in their levels
of socio-economic development and the
amounts of property people had as well
as in people’s attitudes towards taxation.
On the other hand, there was no denying
the obvious: any country’s economic per-
formance is heavily dependent on its tax
system. In Georgia, the fiscal policy and
the tax system were primarily oriented to-
wards the fiscal function of taxation as the
state budget needed a steady inflow of tax
revenues. At first sight such fiscal policy
seems to be realistic and acceptable but
one has to take into account the fact that if
the policy focuses only on the fiscal func-
tion of taxes to the detriment of the regu-
lating function (paying attention to opti-
mal tax rates and lowering them in certain
sectors of economy), such situation will
eventually lead to the shrinking tax base
and share of taxes in budget revenues,
although an increase in the absolute vo-
lumes of tax revenues is also possible [24].

The tax reform in Georgia started
bringing positive results from the very
first years of its realization. Its main suc-
cess factor was that special attention was
given to the human factor and the incen-
tive scheme applied to the staff of the tax
administration. L. Bakhtadzae et al. make
a valid point saying that the Georgian
government started the reform by trans-
forming the incentive scheme rather than
by reducing the tax rates [27]. At the be-
ginning of this stage, the tax service went
through some major restructuring, which
involved layoffs and staff replacements.
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At the same time some policy measures
were taken to combat corruption in the tax
administration and to enhance the exper-
tise and qualification of tax officials. As a
result, the tax revenues grew from 1530.2
million lari in 2004 to 3669.0 million lari
in 2007. In the same period the VAT rev-
enue rose from 661.4 million lari to 1973.7
million. Along with the growth in the total
tax revenue, the share of taxes in the coun-
try’s GDP increased from 12.1% in 2005 to
21.6% in 2007 (according to the data of the
Ministry of Finance of Georgia - www.
mof.ge). Remarkably, none of the other
post-Soviet states demonstrated such an
impressive upward dynamics in the per-
formance of their tax systems in this pe-
riod. Another important positive aspect of
the reform is that at the first stage, the tax
burden was reduced by lowering the tax
rates, for instance, the VAT rate decreased
from 20% to 18%; the income tax rate,
from 20% to 12%; and the social tax, from
33% to 20% (and later to 15%). In the fol-
lowing stages, the income and social taxes
were united into one unified income tax,
with the rate of 25%, later lowered to 20%.

The Georgian tax reform had a com-
prehensive character as the liberalization
of taxes, resulting in tax cuts, continued
throughout all its stages. At the second
stage between 2007 and 2009, the institu-
tional structure of the tax system was im-
proved and new bodies of the tax admin-
istration were formed, causing a reduction
in the tax burden. The institutional trans-
formation involved the creation of the
Tax Revenue Service and some significant
changes in the structure of the tax admin-
istration, including modernization of the
technical facilities of customs checkpoints
of the Central Tax Service. As we observed
above, in 2008 the profit tax rate was low-
ered considerably - from 20% to 15%. The
social tax and personal income tax were
united into one tax. Industrial zones and
warehouses were made exempt from taxes.

The third stage of the reforms, which
began in 2010-2011 and apparently still
continues, encompasses deep and com-
plex transformations of the tax policy. In
this period the customs reform was com-
pleted. Moreover, the use of innovative
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digital technologies allowed the govern-
ment to cut the expenses for the protection
of the tax legislation. The new tax code
adopted at this stage was more compliant
with the internationally accepted method-
ology and standards. New tax regimes for
small and medium-sized enterprises were
introduced in order to enhance entrepre-
neurship in the country. Some bureau-
cratic barriers were lifted. Digitization of
customs administration allowed the gov-
ernment to simplify and harmonize cus-
toms procedures.

M. Chikviladze points out that as a re-
sult of the tax reform, the number of taxes
was reduced from 21 to 6 and the tax rates
were lowered significantly for all the key
taxes. Potential tax revenues of 40-45% of
GDP dropped to 28-30% while the level of
the actual tax revenues grew from 15.6%
to 23.4%. At the same time the extent of
compliance with tax obligations increased
from 35% to 78-85% [31].

In the recent decades, Georgia has
improved its investment climate consid-
erably. The creation of an efficient tax
system with low tax rates and convenient
and secure payment methods contributed
to this process because it encourages tax
compliance and stimulates entrepreneur-
ship. The success of the tax reform helped
the government combat corruption more
effectively, and now Georgia stands out
favourably in this respect among other
post-Soviet and developing countries. Ac-
cording to the “Corruption Perceptions
Index” of 2019, which assessed financial
transparency in 180 countries, Georgia
ranked 41% in the world and occupied the
top position among the 19 countries of
Eastern Europe and Central Asia (EECA)°.

Georgia used tax reforms to lower its
tax rates, which was a crucial part of the
country’s fiscal policy. According to the
estimates of international organizations,
Georgia now has comparatively low tax
rates and offers comfortable conditions
for business: in the joint study “Paying
Taxes 2018” by the World Bank (WB) and
PricewaterhouseCoopers (PwC), Georgia

® Corruption perception index. Available at:
https:/ /www.transparency.org/news/feature/

ranks 22" among 190 countries in terms of
the ease of paying taxes. This indicator is
calculated by using three parameters - the
number of taxes in the country (the num-
ber of payments); the average number of
hours annually spent by a company to pay
the taxes (the time to comply); and the to-
tal tax and contribution rate or the cost of
all taxes borne as a percentage of the com-
pany’s commercial profite.

The World Bank’s report “Doing Busi-
ness 2019” positively evaluated the out-
comes of the Georgian tax reforms’. The
corporate profit tax scheme adopted on
1 January 2017 exempts from income taxa-
tion undistributed profits, which, there-
fore, can become a source of reinvestment.
The reform led to a reduction in the over-
all tax burden as a percentage of the prof-
it - 9.9%, which is by 6.5 percentage points
lower than the level of the previous year.
The same can be said about the time to
comply, which fell by 49 hours (from 269
to 220), resulting in Georgia’s 16" place in
this indicator.

As a result of its tax reforms, Georgia
managed to move up the ranking of eco-
nomic freedom (Figure 6).

As Figure 6 illustrates, between 1996
and 2018, Georgia was steadily improv-
ing its performance in the ranking of
economic freedom and moved from the
group of economically unfree countries
to the group of economically free coun-
tries (since 2013). The index of tax burden
in the given period dropped by 5 points,
which seems a natural outcome of the tax
reform, aimed not only at reducing the tax
burden but also at transforming the insti-
tutional tax environment.

To evaluate the impact of the tax re-
forms on economic freedom, we con-
structed two dependences with two de-
pendent variables - the index of economic
freedom (integral indicator) and the index
of tax burden (component of economic
freedom). Tax burden (the share of tax

¢ Paying taxes. Available at: https://www.
pwc.com/gx/en/paying-taxes/pdf/pwc

paying taxes 2018 full report.pdf

7 Doing Business. Available at: https://do-
ingbusiness.org/content/dam/doingBusiness/
media/Annual-Reports/English/DB2019-re-

corruption_perceptions_index 2017
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port_web-version.pdf
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Figure 6. Dynamics of the index of economic freedom and the index of tax burden

in Georgia in 1996-2018

Source: constructed by the authors on the basis of the Heritage Foundation data

revenues in GDP) was used as an inde-
pendent variable. The sample covers the
period from 2008 to 2018. The results of
our calculations are shown in Table 6.

Table 6
Regression statistics results (Georgia)
Linear Model
Dependent Variable
IEF index of eco-| TB (Tax
nomic freedom) | burden)
0411 0.816
(0.378) (0.602)
Observations 11 11
R? 0.116 0.170
Adjusted R? 0.018 0.077
Residual Std. 0.607 0.968
Error (df =9)
F Statistic 1.187 1.839
(@f=1,9)

Note: * p <0.1; ** p < 0.05; *** p < 0.01

As Table 6 illustrates, the model is
statistically insignificant as the F-statistic
is 1.187 and 1.839 respectively while the
minimum required value is 2 for the given
number of degrees of freedom. The coef-
ficients of determination are low for both
models, which signifies the absence of re-
lationship between the tax burden and the
index of economic freedom. This can be
explained by the fact that the tax reforms
in Georgia were oriented towards institu-
tional changes, in particular improvement
of tax administration. The second prior-
ity was the reduction of the tax burden. It
should be noted that these priorities en-
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sured Georgia’s transition from the group
of economically unfree countries to the
group of countries with high levels of eco-
nomic freedom (ranking positions 70-79).
Thus, for Georgia the first hypothesis is re-
futed while the second is confirmed.

6. Conclusion

The results of our study have shown
that Ukraine went through four main
stages of the tax reforms. At the initial
stage (1991-1997), the key priority was
to establish a tax system which would
be able to ensure stable budget revenues.
Although at this stage the fiscal function
prevailed, some steps were taken to re-
duce the tax burden. At the second stage
(1997-2000), tax regulation was developed
and the main taxes were harmonized with
international norms. At the third stage
(2000-2010), the government tried to bal-
ance the fiscal and regulatory functions
of taxes. The fourth, ongoing stage (since
2011) involved codification of the tax leg-
islation, simplification of the tax system
and its further harmonization with the EU
legislation. The search for ways to reduce
the tax burden continues.

In Georgia, the tax reforms comprised
three stages. The first stage (2004-2007)
was the period of profound institutional
changes, lifting of bureaucratic barriers,
reduction of the tax burden (15 kinds of
taxes were eliminated and some of the tax
rates were lowered), reduced government
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intervention into business activities. At the
second stage (2007-2009), the institutional
structure of the tax system was improved
and new tax administration bodies were
formed, resulting in an actual reduction
in the tax burden. At the third, ongoing
stage, the tax reform has been completed
while the tax policy is still undergoing
profound transformations. Moreover,
modern digital technologies have enabled
the government to cut the spending on the
protection of the tax legislation.

In Ukraine, the resulting tax system is
characterized by a moderate tax burden
(compared with OECD countries), while
in Georgia, the tax burden is quite low.
The tax burden on corporate profits in
Ukraine and in Georgia is lower than in
the OECD. Due to the successful institu-
tional transformations in Georgia, its cor-
porate income tax-to-GDP-ratio is higher
than in Ukraine although the nominal rate
is higher in Ukraine. The VAT-to-GDP ra-
tio in Ukraine and Georgia is higher than
in OECD countries while the efficiency
of the VAT collection is higher in Geor-
gia than in Ukraine. The tax reforms in
Ukraine lacked a clear strategy and tactics,

which led to some unpredictable results.
Furthermore, in Ukraine institutional
changes always tended to recede into the
background while the priority was given
to the reduction of the tax burden and the
struggle against tax fraud and tax evasion.
In Georgia, the key priority of the tax re-
forms was not just to reduce the tax bur-
den but to balance the interests of the state
and taxpayers through structural changes
in the sphere of tax administration. There-
fore, the Georgian tax reforms turned out
to be more successful: between 1996 and
2018, the country rose in the economic
freedom ranking to the group of economi-
cally free countries and has been steadily
improving its position. Unlike Georgia,
Ukraine has remained in the group of
economically unfree countries due to its
unbalanced reforms, insufficient institu-
tional and structural changes. Therefore,
these factors prevented the country’s pol-
icy-makers from ensuring the desired ef-
fect from the tax burden reduction.

Future research should include a more
in-depth comparative analysis of the tax
reforms in Ukraine and Georgia, focusing
on the key taxes.
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ABSTRACT

The “turnpike hypothesis” proposed in this article suggests that the trajectory
of GDP growth rates is a “turnpike”, which attracts tax revenues of any type.
A significant deviation of the rates of tax revenue growth from the turnpike means
that this tax has grown unresponsive to the dynamics of the global tax base - GDP.
To test this hypothesis, the authors introduce the indicators of surplus return and
volatility of tax revenues, which leads them to narrowing the definitions of such
terms as budget orientation and efficiency of taxes. To analyze the behaviour of
economic agents, the authors construct econometric dependencies of three indirect
taxes (VAT, customs duties and excise taxes) on the tax rate (tax burden), GDP
and the population income. For the VAT, the tax burden was its nominal rate; for
excise taxes, the share of excise taxes in the retail turnover; for customs duties,
the share of customs duties in the foreign trade turnover. The resulting models
were used to calculate the elasticity of tax revenues, GDP and population incomes
with respect to the tax burden, which is equivalent to the analytical expression
of the way the three participants of the economic system - state (public budget),
producers (business) and consumers (population) - react to the tax burden. To
analyze the analytical coefficients and econometric models, the authors used the
statistical data of Rosstat for Russia and of the OECD for the USA for the period
between 1995 and 2017. The calculations show that the Russian and American tax
systems contain taxes that are “insensitive” to economic growth. In Russia, these
include the natural resource extraction tax, customs duties and contributions to
extra-budgetary funds, and in the USA, excise taxes, property tax and customs
duties. The study shows that the Russian economic crises in 2008 and 2014 had a
remedial effect on the country’s tax system and helped it get closer to the turnpike
of economic growth. The model calculations of the three kinds of elasticity showed
that an increase in the VAT tax rate reduced the activity of the three participants
of the economic system while an increase in the excise or customs duty burden,
on the contrary, enhanced their activity. The conclusion is made that the turnpike
hypothesis is confirmed for the majority of taxes both in Russia and the USA. It is
also shown that those taxes for which the hypothesis is confirmed only partially
are in urgent need of reformation.

KEYWORDS

tax reform, state budget revenues, economic growth, turnpike principle, economic
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AHHOTALIMA

B cTarbe mIpoBepseTcs TUIIOTe3a Ha3BaHHAS aBTOPaMM «MarucTpaaibHOV». Cormac-
HO JaHHOW «MarvcTpaIbHOV IMIIoTe3e» TpaeKTopus Temiios pocrta BBIT ssisercs
CBOEOOPa3sHOM «MarvCTpayIbio» 1 o0jIaiaeT MPUTATMBAIOIIVIM CBOVICTBOM IS JIIO-
ObIX BIIOB HaJIOTOBEIX 0X0/0B. CylllecTBeHHOe OTKJIOHeHe TeMIIOB pocTa HaJlo-
TOBBIX [IOXOZOB OT MarVCTpaJIVi CBUIETEIECTBYeT 00 OTpBIBe HajIora OT IJIODaIbHO
Hastorosomt 0a3bl — BBIT. [Ii1st IpoBepKy I'MITOTE3bl BBEAEHBI TT0Ka3aTesIn M30bITOY-
HOTO [I0XOIa ¥ BOJIATMJIBHOCTV HAJIOTOBBEIX HoXomoB. Ommpasick Ha BBeIeHHEIE
IoKasaTe/I M MarucTpajIbHYIO TMIIOTe3y, aBTOPHI JIAIOT CTPOroe oIlperesieHye
OrOIKeT-OpPUEHTPOBAHHOCTY 1 9 PEKTMBHOCTI HaJIOTOB. [T MicCiIeI0BaHS II0-
BeJleHNs] 5SKOHOMIYECKMX CyObeKTOB ITIOCTPOEHbBI 3KOHOMeTpIYeCcKue 3aBUCMOCTI
Tpex KOCBEHHBIX HaJIOTOB (HaJIOT Ha 100aBJIeHHYIO CTOMMOCTB, TAMOKeHHBIe COOPBI
VI aKIM3bl) OT HAJIOTOBOV CTaBKM (HasioroBoro opemenn), BBIT u moxomos Hacese-
HYA. 18 Haslora Ha J00aBJIEHHYIO CTOVIMOCTB B KadeCTBe HaJIOTOBOTO OpeMeHm
VICIIOJIB30BaJIaCh €r0 HOMMHAJIbHAS CTaBKa, IS aKIV30B — JI0JIs aKIIM3HBIX COOpOB
B 00BeMe PO3HWYHOV TOPTOBIIV, IS TAMOKEHHBIX IDIATeXKeVl — 0TI TAMOYKeHHBIX
cOopoB BO BHENTHETOPTOBOM 00OpoTe. [TocTpoeHHbIe MOV ITO3BOJIVUIV PaCcCUy-
TaTh 2JIaCTUIHOCTY HAJIOTOBBIX ToXxonoB, BBII 1 moxomos HacesteHMs 110 HAJIOTOBO-
My OpeMeHM, UTO S5KBMBaJIeHTHO aHAJIMTINYECKOMY BBIpakeHIIO peaKIyi Ha Hajlo-
ToBOe OpeMs TpeX yYacTHMKOB SKOHOMIIECKOVI CUCTeMBL: TOCydapcTBa (OromKeTa),
powmssoauTess (0nsHeca) u ntoTpebuTerts (HacesieHws). [Ij1s OLIeHKM aHaJIUTI4e-
CKMX KO3(PPUIMEHTOB 11 5SKOHOMETPIYECKMX MOIIeJIeV] MCIIOIb30BaJIVICh CTATVICTH-
yeckme gaHHble PoccraTa mrs Poccrm 1 ODCP mrsa CIITA 3a nepuon 1995-2017 rr.
Pacuers! mtoxasamy, aro u B Poccun, n B CIIA mmMerorcs Haytoru, KparvHe c1abo
pearupyloIiye Ha 3KOHOMIUYecKum poct. s Poccym 3To Hajlor Ha IPUPOJIHBIE
pecypchbl, TaMOXXeHHbIe COOPEI M OTUMCIIEHMSI BO BHeOIOIKeTHBIe (DOHMIEL, a L
CIIIA - akmm3bl, HaJIOT Ha COOCTBEHHOCTB M TaMOXKeHHbIe cOopsbl. ITokazaHo, 4To
KPU3VCHBIE SBJIEHMS B poccuitckont sKkoHoMuKe 2008 m 2014 rr. cmocobcTBOBaM
03/I0POBJIEHMIO HaJIOTOBOVI CHCTEMBI CTPaHbI M ee IIPUOIVDKEHMIO K MarucTpain
9KOHOMMYECKOTrO pocTa. MofielbHEIe pacdeThl TPeX BUIOB JIACTIIHOCTYI ITI0Ka3a-
JIV, YTO POCT CTaBKM Hajlora Ha J100aBjIeHHYI0 CTOMMOCTb CHVDKaJI aKTVBHOCTD BCeX
Tpex Y9acTHMKOB KOHOMIIECKOVI CUCTeMBI, TOIa KaK pOCT aKIV3HOTO W TaMo-
JKeHHOTo OpeMeHM OKasbIBasl Ha HIX, HA00OpOT, CTUMYyJIMpYIollee fericTere. Cre-
JIaH BBIBOJ], YTO MarucTpaIbHAas TMIIOTe3a BBIIIOIHSIETCS IS OOIBIIMHCTBA HaJIO-
ros, kak B Poccum, tak n B CIIHA. OGocHOBaH Te31c, COIJIaCHO KOTOPOMY HaJsIOTH,
IUISL KOTOPBIX MarucTpasIbHasl IMIIOTe3a BBIIOJIHSETCS B KpaviHe ciabont dopme,
HYX/aIOTCsl B IIepBOOYepeTHOM peopMUpOBaHUNA.

KITFOYEBBIE CJIOBA

HajloroBas pedopMa, rocydapcTBeHHBIE [OXOHBI, SKOHOMMYECKMIT POCT, Maru-
CTpaJIbHBIVI ITPVHIINII, S5KOHOMWYecKoe IToBeleHVe
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1. Introduction

Although fiscal systems in almost all
countries of the world are relatively stable
institutions, at times the need arises to re-
think and reform these systems. Such re-
forms can be more or less large scale but
they always have a visible impact on all
the participants of the economic system.
Therefore, it is necessary to know the fo-
cus and intensity of their impact, which
makes it crucial to be able to evaluate how
the tax burden (tax rates) weighs on the
tax base. In many cases this impact is hard
to predict even on the qualitative level.
For example, depending on the specific
situation, an increase in a certain tax rate
can be detrimental to economic activity or,
on the contrary, enhance it.

In this article we are going to consider
an alternative way of evaluating the im-
pact of tax reforms on the economic activ-
ity of agents. In doing so, we are trying
to address two interconnected tasks - to
evaluate the correlation between the na-
tional tax system and GDP dynamics and
to evaluate the impact of changing indi-
rect tax rates on the behaviour of various
economic agents - the state, business and
population. Indirect taxes were chosen as
the most representative ones due to their
close connection with the subject of taxa-
tion. The methodology proposed in this
article, however, can be applied to direct
taxation without any extra adjustments.
The proposed approach relies on the idea
that an efficient fiscal system should be
characterized by more or less synchro-
nous changes in the rate of growth of fis-
cal revenues and economic growth. The
temporal trajectories of the two types of
indicators diverge considerably, which re-
veals the disparity of interests of the state,
business and population and, therefore,
the inefficiency of the current fiscal policy.
Moreover, the divergence of trajectories
can be considered as an important ele-
ment of macro-economic diagnostics.

2. Taxes and economic activity:
review of research methods

Changes in budget revenues on dif-
ferent levels are shaped by the fiscal. For
example, G. Miles points out that the po-
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tential economic growth of any country is
determined by the financial resources of
the government (budget revenues) and
the ways of obtaining and using these
resources [1]. An increase in budget rev-
enues can affect the allocation of new
state funds, enhance the growth in public
spending, contribute to stabilization and
intensification of economic activity and
the country’s economic growth in general.

There is a vast body of research lit-
erature analyzing the correlation between
taxation and economic growth. Studies of
the earlier period used regression models
to analyze the impact that the changing
tax revenues had on economic growth
through public spending in different
countries and periods. However, no firm
conclusions were drawn about the nature
and significance of this correlation. Some
studies found no significant correlation
between the changes in these indicators
[2]; others found a negative correlation
between the real GDP growth and public
spending [3-5]. E. Engen and ]. Skinner
analyzed the panel data on 107 develop-
ing countries in 1970-1985 and found a
negative correlation between the increas-
ing tax revenues and economic growth [6].
There is also evidence showing a negative
correlation between the indicators due to
an increase in the share of non-production
expenses and a positive correlation due
to an increase in state investment in the
manufacturing sector [7].

Later research, however, has demon-
strated the opposite tendencies: for ex-
ample, ]. Andrasic et al. built statistically
significant dependencies, which showed
thata 1% increase in tax revenues leads to
a 0.29% increase in GDP [8]. The study of
the relationship between a rise in tax rev-
enues and GDP in Nigeria in 1986-2012
demonstrated a stable positive correla-
tion between these indicators [9]. These
findings can hardly be called surprising
since the size of the public sector has two
opposite effects: on the one hand, higher
tax rates can be detrimental to econom-
ic activity (Laffer curves), on the other
hand, they can also stimulate economic
activity by increasing public spending
and investment.
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Yetanother group of studies discussed
the impact of taxes on economic growth
by focusing on their level or structure (di-
rect vs. indirect). Although the majority of
researchers are inclined to agree that the
shift from direct taxation (income taxes)
to indirect taxation (consumption taxes)
enhances economic growth [10], the re-
sults acquired so far seem to be quite con-
tradictory: for instance, there is evidence
showing that an increase in direct income
taxes (personal income tax, property tax,
profit tax and so on) has a negative im-
pact on economic growth [11; 12]. Y. Lee
and R. Gordon analyzed 70 countries in
the period of 1980-1997 and showed that
a 10% reduction in the corporate tax rate
leads to an increase in the per capita GDP
by 0.7-1.1% [13]. Yet another study [14]
demonstrated that a reduction in the per-
sonal income tax rate results in an increase
in the per capita GDP by 1.4-1.8%. There
is also evidence of the positive impact of
indirect taxes on GDP growth [15; 16].

n [17], however, it is shown that a
switch from direct to indirect taxation
may have a negative influence on econom-
ic growth and exacerbate the economic
downturn in EU countries. These findings
are based on the results of the aggregative
analysis of the EU states for the period of
2000-2014. D.Stoilova and N.Patonov also
point out the greater economic efficiency
of direct taxation for EU countries [18].
J. F. Li and Z. X. Lin analyze the impact
of the indirect sales tax on the economic
growth in the USA in 1960-2013 and show
that, despite certain short-term benefits, in
the long run this tax has a negative cor-
relation with economic growth [19]. The
negative impact of indirect taxes is also
described in [8], showing that a 1% in-
crease in the goods and services tax rate
leads to a 0.6% decrease in GDP.

There is also evidence [8; 20] that the
application of the direct property tax is
conducive to economic growth, although
other studies [21] show that this tax has a
neutral effect on economic growth.

The analysis of the correlation be-
tween taxation and economic growth in
Nigeria in 1986-2000 [22] and 1993-2012
[23] demonstrates that the oil tax revenues
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play a dominant role in the country’s eco-
nomic growth. In Malaysia, the tax struc-
ture is prevailed by direct taxes, in partic-
ular income taxes, while indirect taxation
is less developed [24].

Russian researchers pay much atten-
tion to the correlation between taxation
and economic growth. For example, it was
found that the economic growth in Rus-
sia is mostly influenced by the oil prices
dynamics (the correlation coefficient is
0.7985) while the correlation between the
real GDP and indirect taxes is 0.7937 [25].
The question about the positive or nega-
tive impact of indirect taxes (mostly VAT
and excises) is directly connected to the
problem of social justice and the social ef-
fects of taxation. While direct taxes actu-
ally reflect the paying capacity of taxpay-
ers and perform a distribution function
in society, indirect taxes are regressive in
nature and, as a rule, they impose a harsh-
er burden on poorer social groups [26].
It should be noted that this effect is to a
greater extent characteristic of flat taxation
while progressive taxation has a positive
impact on economic growth [27]. On the
other hand, an increase in specific indirect
taxes, for example, excise duties on tobac-
co, can contribute to the improvement of
public health and enhance state revenues.
For instance, an increase in excise taxes in
Indonesia by 57% led to a rise in state rev-
enues by 58% and to a reduction in tobac-
co use by 18% [28]. In Grenada, as a result
of a 17% increase in tobacco excise rates,
state revenues rose by 8.7% while tobacco
consumption fell by 5% [29]. In general,
simulation models show that in low- and
medium-income countries, a 20% increase
in excise taxes on average leads to a 14%
rise in state revenues and a 5% drop in to-
bacco use [30].

Some researchers try to evaluate the
outcomes of those tax reform projects that
involve substantial adjustments of tax
rates. For example, a three-factor model
was applied for evaluating the scenarios
of the personal income tax reform in Rus-
sia, including calculations of the expected
impact on budget revenues and social in-
equality as well as the feasibility of each
scenario [31]. The analytical scheme of
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this type takes into account the reactions
of different economic agents (state and
population) to tax stimuli.

Summarizing our literature review,
we can make the following conclusions.

First, at the moment there is no agree-
ment about the relationship between taxa-
tion and economic growth as it varies de-
pending on the time interval and country.

Second, although researchers tend to
consider the impact of tax revenues on
economic growth, a considerable body of
research focuses on the inverse relation-
ship [32; 33], treating economic growth
as the main factor that determines the tax
revenue [34].

Third, the analysis of the tax structure
shows that indirect taxation is to a greater
extent characteristic of developing coun-
tries and countries in transition [35] while
in EU countries the share of indirect taxes
dropped from two thirds to one third in
the last hundred years [36]. There is evi-
dence that there is a close connection be-
tween the level of a country’s development
and its tax structure [37], which means that
less developed countries are more depen-
dent on foreign trade taxes while devel-
oped countries, on income taxes. Russia
has also been experiencing the trend of the
decreasing importance of indirect taxation:
according to Rosstat, the share of indirect
taxation was 30.1% in 2017 compared with
38.7% in 2010. This trend is mostly caused
by the falling revenues from foreign trade
taxes, such as customs duties, due to the
sanctions and increased tensions in inter-
national relations. Contrary to popular be-
lief in the “stability” of indirect taxes, this
situation shows that indirect taxes are sub-
ject to external factors.

In view of the above, our further anal-
ysis will go in two directions: first, we are
going to evaluate the stability and reliabil-
ity of fiscal instruments by looking at their
turnpike properties; second, we are going
to analyze their impact on the Russian na-
tional economy.

3. Analytical toolkit for the analysis

of the turnpike properties of taxes
To study such properties of fiscal in-
struments as stability, reliability and ad-
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equacy we can use a comparatively new
concept of efficient fiscal policy described
in [38-40]. This concept is underpinned
by the idea that a tax system can function
efficiently when reactions of taxpayers
(production enterprises, businesses) and
the state budget all but coincide. The dif-
ference in the reactions of the two above-
mentioned economic agents is estimated
by looking at the difference in the values
of the Laffer points of the first and second
kind. The bigger is the distance between
these points, the bigger is the clash of in-
terests of the state and business and the
less efficient the fiscal system is.

This principle is applicable to the
problem of stability of tax revenues. In
this case, we are going to specify our
methodological assumptions the follow-
ing way: the dynamics of tax revenues should
correspond to the dynamics of the tax base.
Therefore, it seems reasonable that the
dynamics of the tax base for the whole
national economy can be approximated
by the dynamics of GDP, which leads us
to the following methodological assump-
tion: the rates of tax revenue growth should
correspond to the rates of GDP growth. In
this case, fiscal indicators and GDP will be
expressed in current prices, which means
that the inflation effect is present in both
indicators and can be ignored when com-
paring them.

Hereinafter we are going to refer to
this methodological principle as the turn-
pike principle or the turnpike hypothesis.
Such terminology is also related to the
fact that the GDP trajectory serves as the
turnpike of economic development while
the trajectories of all tax revenues should run
parallel to this turnpike. The deviation de-
gree of the trajectory of tax revenues from
the turnpike indirectly reflects how effi-
cient or inefficient the tax is and how sen-
sitive or insensitive is the fiscal system to
the activity of economic entities. Although
terminology used in this study is not di-
rectly connected to the turnpike theory
of optimal paths in the models of John
von Neumann, some analogy can still be
drawn: for example, while Neumann’s
models consider the optimal paths that
parallel the turnpike or the von Neumann
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ray, in our case we consider the fiscal tra-
jectories that run near the trajectory of eco-
nomic growth.

Thus, according to the turnpike prin-
ciple, all taxes should to a certain extent be
connected to the economic activity of the
system. The GDP growth rate is the most
accurate measurement of economic activ-
ity. Even though the tax base is not directly
related to GDP, the turnpike principle is
still at work here. The only question in this
respect is how significant the deviation
from this principle should be to remain
acceptable. This assumption correlates
with the findings of M. Mishustin, who
analyzed the factors of tax revenue growth
and showed that regardless of the specific
factors that affected tax revenues, the latter
were still determined by the general geo-
economic situation in the country [41].

Thus, the turnpike principle enables
us to build a simple analytical scheme to
analyze the turnpike properties of tax rev-
enues. To this end, let us introduce four
simple indicators:

1 T
I 2?2(%} M) 1)
t=1
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where ), and , are the rate of GDP growth
and the i-th tax revenue in the f-th year
respectively; T is the length of the retro-
spective dataset; 1 is the mean value of
the absolute surplus revenue from the i-th
fiscal instrument; RI is the mean value of
the relative surplus revenue from the i-th
fiscal instrument; and V is the volatility of
the i-th tax revenue.

If RI > 0, then the trajectory of tax rev-
enues lies above the trajectory of economic
growth and there is a surplus tax revenue;
if RI < O, then the fiscal trajectory lies be-
low the trajectory of economic growth and
in this case we are dealing with the loss of
revenue.

The indicator we introduced (4) al-
lows us to classify fiscal instruments ac-

cording to two turnpike qualities - budget
orientation and efficiency. A fiscal instru-
ment is considered budget-oriented if it pro-
vides positive values of surplus revenue,
that is, RI > 0; otherwise, a fiscal instru-
ment is called liberal. In other words, the
rates of growth of a budget-oriented tax
exceed those of economic growth. Efficient
fiscal instruments are characterized by in-
significant values of the surplus revenue;
otherwise, we shall deem them inefficient.
To specify this criterion, we shall assume
that the value is insignificant if |RI| =5%.
Thus, a tax is considered efficient if it is
closely associated with the dynamics of
economic growth.

In addition to the classification de-
scribed above, we can also formulate two
criteria of severe inefficiency. The first cri-
terion is that a tax is considered extremely
ineffecient if the following condition is ful-
filled: |RI| > 20%. The second criterion is
that a tax is considered extremely ineffi-
cient if the following strong or weak con-
dition is fulfilled: |RI| > V or |RI| = V;
this criterion is auxiliary. These criteria are
purely empirical but they can still be use-
ful for conclusive diagnostics of the fiscal
instruments and their efficiency.

It should be noted that efficiency of a
fiscal instrument can be also understood
as a manifestation of social justice. For
example, if an increase in the tax rate sig-
nificantly exceeds the growth of the tax
base, it is a sign of some ill-considered
governmental decision-making in the fis-
cal sphere, for example, when the govern-
ment increases the tax burden on econom-
ic agents without taking into account the
actual situation. Otherwise we are dealing
with another kind of injustice, when eco-
nomic agents are underpaying taxes and
the state budget receives less than due.

These concepts are sufficient for our
research of the turnpike properties of the
current taxes. They also enable us to iden-
tify the significant setbacks of the Russian
national tax system. Hereinafter we are
going to refer to these analytical indicators
as turnpike parameters. The properties of
the tax system to be studied by applying
these parameters will be referred to as
turnpike properties.
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4. Turnpike properties of fiscal
instruments: the case of Russia

To test the methodology described
above, we used the annual data provided
by the Rosstat for 1995-2018. To calculate
the aggregate data on tax revenues and
GDP, we used the current prices. The fis-
cal instruments we are going to consider
include ten types of fiscal revenues. Direct
taxes include the income tax (IT); personal
income tax (PIT); property tax (PT); and
natural resource extraction tax (NRT). In-
direct taxes include the value-added tax
or VAT; excise taxes (ET); customs duties’
(CD); extrabudgetary payments or contri-
butions to the pension fund (PC); health
insurance fund (HIC); and the social se-
curity fund (SSC). In our calculations we
took into account the functional character-
istics of the fiscal instruments. The results
are shown in the table below.

Table 1
Turnpike parameters
of the Russian tax system

Fiscal instrument Turnpike
parameters
RIL,% | V,%
Direct taxes
Income tax -0.7] 178
Personal income tax, PIT 7.7 8.6
Property Tax, PT 64| 175
Natural Resource Tax, NRT 424) 264
Indirect taxes
Value-added tax, VAT -1.3 9.5
Excise taxes, ET 53| 18.0
Customs duties, CD 33.7| 354
Extra-budgetary contributions
Pension Contribution, PC -24.8| 148
Health Insurance 58.6| 45.2
Contributions, HIC
Social Security Contributions, | -56.5| 12.6
SSC

Source: Calculated by the authors according
to formulae (1)-(4) by using the Rosstat data.

This quantitative evaluation allows
us to draw the following matrix to clas-
sify the fiscal instruments (see Table 2, the
extremely inefficient fiscal instruments are
shown in italics).

1 In Russian statistics, customs duties and
levies as well as other revenues from foreign
trade constitute one group of revenues - these
data are then used for further calculations.
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Table 2
Classification of fiscal instruments
in Russia
Liberality Efficiency criterion
criterion Efficient | Inefficient
Budget-oriented - ET, PT, PIT,
CD, NRT, HIC
Liberal IT, VAT PC, SSC

Let us now consider these results in
more detail.

First, there are no fundamental func-
tional differences between direct and
indirect taxes if we apply this approach.
For both types of taxes we can distinguish
between “efficient/liberal” and “ineffi-
cient/budget-oriented”. Therefore, from
the point of view of their turnpike proper-
ties, direct and indirect taxes are virtually
equal and neither of the two types is more
preferable than the other.

Second, one of the four groups of taxes
shown in Table 2 and containing the most
productive instruments is empty, which
means that at the moment the Russian Min-
istry of Finance does not have truly efficient
instruments for replenishing the state bud-
get. In fact, Russian regulators constantly
have to choose between the liberality and
efficiency of a fiscal instrument.

Third, Russian tax regulators usually
give preference to the budget orientation
of taxes rather than their efficiency, which
means that they use 20% of the available
efficient instruments, and 60%, of the bud-
get-oriented instruments.

Fourth, the Russian taxation system
is characterized by an obvious anomaly
consisting in two inefficient and liberal
payments to extra-budgetary funds. The
fact that this structural element accounts
for 20% of the given fiscal instruments is
alarming.

Fifth, the Russian tax system has al-
ready accumulated an extremely large
number of inefficient instruments. For ex-
ample, the share of inefficient instruments
in the set we analyzed is 50%, which is a
significant figure. All five instruments of
this group - the CD, NRT, HIC, PC and the
SSC - prove to be extremely unproductive
according to both criteria. Furthermore,
they are characterized by extremely high
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values of the indicator | RI|, which means
that there is a high level of distortions in
the adjustment of the fiscal system to meet
the country’s actual economic needs. In
fact, Russia has several fiscal instruments
that are unrelated to the economic activity
of the system: CD, NRT and extra-budget-
ary funds.

Extra-budgetary funds are particu-
larly important in this respect since they
reveal the specific characteristics of the
Russian tax regulation system oriented
towards the “non-economic” ways of re-
plenishing the state budget - through and
customs duties. In other words, extra-
budgetary funds are no longer connected
to the dynamics of economic growth.
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In order to understand the drawbacks
of the Russian tax system, we need to look
at the trajectories of the three groups of fis-
cal instruments and put them in the con-
text of the country’s economic growth (in
current prices). Let us look at the follow-
ing figures.

These diagrams point to the fact that,
despite significant deviations of the Rus-
sian tax system from the turnpike - GDP -
there tend to be less deviations from the
turnpike properties. For example, there
were two distinct stages in the develop-
ment of the tax system - before and after
the 2008 crisis, both for direct (Figure 1) and
indirect (Figure 2) taxes. Before 2008 there
were considerable discrepancies between
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Figure 1. Trajectories of the rates of growth of direct tax revenues in Russia
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Figure 2. Trajectories of the rates of growth of indirect tax revenues in Russia
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GDP growth and tax revenues, while after
2008 they tended to synchronize. A similar
trend was observed in relation to extra-
budgetary funds, although after 2008 the
health insurance funds continued to un-
dergo some serious transformations (Fig-
ure 3). The tax reforms of 2005-2006 and
2011-2012 disrupted the process of stabi-
lization of extra-budgetary revenues. In
general, crises in Russian economy seem to
have invigorated the country’s fiscal sys-
tem by improving its turnpike properties.

5. Turnpike properties of fiscal
instruments: the case of the USA

In order to gain a better understand-
ing of the turnpike properties of tax sys-
tems, let us compare the tax systems of
Russia and the USA. First, we are going
to calculate the turnpike parameters of
the seven taxes applied in the USA for the
period from 1995 to 2017. The set of fiscal
instruments applied in the USA does not
fully coincide with its Russian counterpart
but some analogies can still be drawn. We
are going to consider the following instru-
ments: the individual income tax (IIT);
property tax (PT); corporate profits tax
(TPC); sales tax (ST); excise taxes (ET);
customs import duties (CID); and social
security contributions (SSC).

In our calculations we used the sta-
tistical data provided by the OECD (see
Table 3).
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Table 3
Turnpike parameters
of the US tax system
Fiscal instrument Turnpike
parameters
RI, % ‘ V, %
Direct taxes
Corporate profits tax, TPC 48 14.0
Individual income tax, IIT 11.6 6.0
Property tax, PT 31.2 3.7
Indirect taxes
Sales tax, ST -9.3 1.2
Excise taxes, ET -74,5 2.7
Customs import duties, CID -28,6 5.1
Extra-budgetary contributions
Social security contributions, -6.5 1.8
SSC

Source: Calculated by the authors according
to formulae (1)-(4) by using the OECD data.

The results of our calculations lead us
to the following conclusions.

First, the turnpike properties of the
Russian tax system are generally weaker
than those of the USA. For example, the
absolute mean value of indicator RI of the
tax portfolio in Table 1 is 23.7% while in
the USA the similar indicator for the tax
portfolio in Table 2 is 25.2%, that is, there
is a certain parity in the ways both tax sys-
tems are adjusted to react to the dynamics
of economic growth. The average volatil-
ity (V), however, is 20.6% for Russia and
49% for the USA, which means that the
fluctuations of tax revenues about the
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Figure 3. Trajectories of the rates of growth of extra-budgetary expenses in Russia
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turnpike in Russia is more than five times
higher than in the USA.

Second, there is a consistent pattern
in the way the turnpike parameters are
formed in the USA, while in Russia there
is no such pattern. For example, indicator
RI in the USA takes positive values for di-
rect taxes and negative for indirect taxes
on a regular basis, which confirms the
above-mentioned idea that in developed
countries direct taxation is preferred to
indirect taxation [34]. It should be noted
that the USA have broken a local record
for indicator RI for excise taxes. This fact
means that in the recent decades the US
state policy has been aimed towards re-
ducing the burden of indirect taxation and
prioritizing direct taxation.

Third, the tax systems of both coun-
tries have taxes which are “insensitive” to
the economic growth: in Russia, it is the
natural resource extraction tax and cus-
toms duties while in the USA these are the
excise taxes and customs duties. This situ-
ation is hardly surprising since these tax-
es directly depend not only on economic
growth but on other kinds of state policy
as well. For example, payments for using
natural resources are determined primar-
ily by the current economic and environ-
mental situation, excise tax payments - by
social imperatives such as the public health
imperative and the customs revenues, by
global trends in the sphere of foreign trade
liberalization and trade wars.

This leads us to an important conclu-
sion that the initial priorities in differ-
ent kinds of state policy can significantly
mitigate the turnpike property of the tax
system, which can be considered as natu-
ral. In fact, any serious reforms distort the
turnpike effects of national taxes.

Table 4

Classification of fiscal instruments

in the USA

Liberality Efficiency criterion

criterion

Efficient Inefficient

Budget-oriented | TPC IT; PT

Liberal

ST, SSC; ET; CID

Our classification of the taxes in the
USA (see Table 4) shows that few fiscal
instruments can be considered efficient,
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which is true not only for the Russian but
also American economy. According to the
available data, the only tax that qualifies as
efficient/budget-oriented is the corporate
profit tax. This conclusion correlates with
the results of B.Kalas et al., who showed
that in the USA, the TPC is one of the key
taxes affecting economic growth [42]. This
study also provided evidence that taxes
like the IIT do not influence significantly
the country’s economic growth. In this re-
spect, the ITT is even less important than
the SSC, whose share in the US tax struc-
ture is considerably smaller.

Similarly, American taxes can be bud-
get-oriented, but this quality is not uni-
versal. Thus, tax systems of any countries
face a number of problems while trying
to maintain a close relationship with eco-
nomic growth.

6. The VAT reform and its impact
on the national economy

The main focus of tax reforms tends to
be the changes in the tax burden, in par-
ticular, various tax rates. In practice, how-
ever, what matters is how the tax reform
affects the behaviour of the economic sys-
tem and its three core components - the
budget (state), producers (business) and
consumers (population). As it will be dis-
cussed below, in certain cases this task has
an analytical and numerical solution.

The general approach to this task is to
assume that the budget system has a turn-
pike property, which can manifest itself to
a greater or lesser degree. This assumption
can be further specified by constructing
econometric dependencies of tax revenues
on tax rates and tax base. For the latter, we
use different statistical aggregates. If the
turnpike property of budget and extra-
budgetary revenues manifests itself clear-
ly enough, the above-mentioned econo-
metric dependencies can be constructed,
which allows us to measure the impact
of tax reforms on the national economy.
Otherwise, such dependencies cannot be
constructed, which, in turn, will make
it difficult to evaluate the effect of these
reforms. We are going to consider three
types of elasticity at a given tax rate - the
tax revenues and tax base of physical and
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legal entities - as a set of tools used by a
tax reform to affect the economy.

For a more accurate picture let us con-
sider the current indirect taxes in Russia,
starting with the value-added tax (VAT).

To reveal the connection between the
budget revenues from the VAT and the
VAT rate we are going to build an econo-
metric model for the interval between
1995 and 2018 based on the Rosstat data
(Table 5) in the multiplicative form:

Tyar =B+0-GDP, (5)
where o and B are the parameters of the
model.

In its final form, this econometric
model looks the following way:

T 4+ =35.092+0.231(q - GDP),
VAT ™~ 5303 +(6‘846)(q ) (6)

N =22, R*=0.70; DIW=2.00; A =8,76%,
where Tyar is the annual VAT revenue
deflated by the deflator; q is the nominal
VAT rate, which, until the end of 2003, was
20% and in 2004 was reduced to 18 %; GDP

is the annual GDP deflated by the defla-
tor. The t-statistics are given in parenthe-
ses below the regression coefficients; A is
an approximation error (in percentage);
the rest of the nomenclature is standard.
All the statistical characteristics of
model (6) are satisfactory, which means
that it can be used for further calcula-
tions. We decided to use aggregates ex-
pressed in comparable prices because
the current prices contain an inflation
component, which, when we are dealing
with large values, creates unnecessary in-
formation noise and makes it difficult to
establish the statistical relations between
the variables. In Russia, the inflation
noise in the given interval was so signifi-
cant that it prevented us from building
an econometric dependency, which is
why we used the deflation procedure. As
for the multiplicative form of model (6),
it should be said that it is quite natural,
especially if we take into consideration
that fiscal revenues are formed through

Table 5

Initial data for building models (6) and (8)

Years GDP, Tyars INC, Deflator (against | VAT rate ()
bln rbs bln rbs bln rbs the previous year),
(current prices) (current prices) (current prices) %

1996 2007.8 143.9 1357.1 145.8 0.20
1997 23425 182.8 1656.4 115.1 0.20
1998 2629.6 170.3 1776.0 118.6 0.20
1999 4823.2 288.2 2908.1 1725 0.20
2000 7305.6 457.3 3983.9 137.6 0.20
2001 8943.6 639.0 5325.8 116.5 0.20
2002 10830.5 752.7 6831.0 115.6 0.20
2003 13208.2 882.1 8900.5 113.8 0.20
2004 17027.2 1069.7 10930.0 120.3 0.18
2005 21609.8 1472.3 13819.0 119.3 0.18
2006 26917.2 1511.1 17290.1 115.2 0.18
2007 33247.5 2261.7 213115 113.8 0.18
2008 41276.8 2132.5 25244.0 118.0 0.18
2009 38807.2 2050.3 28708.4 102.0 0.18
2010 46308.5 2498.6 32498.0 114.2 0.18
2011 60282.5 3250.8 35649.0 115.9 0.18
2012 68163.9 3546.1 39904.0 109.1 0.18
2013 73133.9 3539.4 44650.0 105.4 0.18
2014 79058.5 3940.2 47919.0 107.5 0.18
2015 83094.3 4233.9 53526.0 107.6 0.18
2016 86014.2 4571.4 54117.0 103.2 0.18
2017 92101.3 5137.6 55368.0 105.4 0.18
2018 103875.8 6017.0 n/a 110.3 0.18

Source: Rosstat.
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multiplication of the tax rate and the tax
base. In this case, we use GDP as the gen-
eral aggregate, which serves as a proxy
variable for the tax base of the national
producer. It should be noted that our at-
tempts to build a model in the additive
form with a linear division of the effects
of the tax rate and the tax base failed to
yield any positive results.

Our goal is to identify the impact of
VAT liberalization (a one-time reduction
in the tax rate by 2 percentage points) on
the budget and producers, that is, on state
and business revenues. This impact can
be measured with the help of standard
elasticity indicators such as the elasticity
of the VAT revenue at the rate of VAT
(Evar) and the GDP elasticity at the rate
of VAT (Ecpp). It is not hard to find the
elasticity of the tax revenue, which can be
calculated in the discrete form as a mean
value for the whole period of research
Evar= (AT/T)/Aq/q). Taking into account
the form of this relationship (5) and the
fact that a change in the tax rate influences
not only the state revenue (Tyvar(q)) but
also GDP (GDP(g)), we can write the fol-
lowing expansion for the elasticity of tax
revenues:

Eyar =(1-B/Tyar)1+Egpp). (7)

If we know the value of elasticity Eyar,
we can use equation (7) to get the value of
elasticity Ecpp.

The results of our calculations of the
effect the VAT has on the state and busi-
ness are shown in Table 6. In our calcula-
tions, we used the mean value of Ty,r for
the given period.

Table 6
Reaction of Russian economic agents
to the VAT reform

Economic | Activity index | Elas- |Elas-
agent ticity |ticity
para- |value

meter
State Tax revenue Eyr |-0.33
Business |Production output Ecpp |-1.45
Population|Monetary income | Epnc |-1.47

To show the correlation between the
VAT revenue, tax parameters and con-
sumer behaviour, we shall rely on the
initial data shown in Table 1 and build
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an econometric model for the interval
1995-2017 by using the Rosstat data in
the previously applied multiplicative
form:

var =38.931+0:346(¢-INC), ()

N=22,R*=0.73; DIW=1.65; A=7.24%,
where INC is the annual population in-
come deflated by the deflator while all the
other nomenclature remains the same.

Similar to model (6), where GDP is
used as a proxy variable for the reaction
of producers (business) to the changing
tax burden, in model (8) we use the INC
as a proxy variable for the reaction of con-
sumers (population). It is quite obvious
that the dependence of the VAT on con-
sumers’ income is almost the same as the
dependence of the VAT on producers’ in-
come. The results of our calculations of the
population’s income elasticity at the rate
of VAT Ejnc according to formula (7) are
shown in Table 6.

Our results concerning the reactions
of the three economic agents are quite
predictable. As our calculations show,
businesses and consumers reacted to an
increase in the VAT rate in virtually the
same way - by becoming less active. The
reaction of the state also falls within the
depressed scenario but to a lesser degree
than for business enterprises and the pop-
ulation. This observation can be interpret-
ed the following way: an increase in rate g
leads to a considerable reduction in the tax
base, which cannot be compensated by an
increase in this rate and results in a fall in
state tax revenues.

The values of the elasticities can be
used to evaluate the rates of growth of the
three aggregates - VAT revenues (u,,y),
GDP volume (A;p,) and the population in-
come (Ayc) - resulting from the changes in
tax rate g. To this end, let us use formula
Wyar = Eyar(Aq/q) and its equivalents for
other characteristics related to rates. We
can calculate the effect of the VAT reduc-
tion by 2 percentage points in 2004 and the
effect of its reverse increase by 2 percent-
age points in 2019. It is worth pointing out
that there is a small asymmetry in the re-
sults of calculations due to the changing
standard tax rate (Table 7).
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Table 7
Effect of the VAT reform in Russia, %
Economic |Activity Reform scenario
agent index | Reduced | Increased
tax rate tax rate
(-2 per- (+2 per-
centage centage
points) points)
State Hyar 0.03 -0.04
Business Aepp 0.15 -0.16
Population | e 0.15 -0.16

These results can be explained by
the fact that the growth rates of GDP and
population income are more than modest.
We should also take into account the fact
that a certain instantaneous potential ef-
fect is implied when we calculate the cor-
responding effect. For example, potential
GDP growth in 2004, when the VAT rate
was reduced, was 0.15%. In all likelihood,
however, this effect was not realized with-
in one year but took longer. We suppose
that it reached its peak the second or the
third year after the tax reform and that af-
terwards it faded gradually. For example,
if we suppose that the impact of the tax
reform will be evenly distributed through-
out the following fifteen years, it will be
vanishingly small - just 0.01% a year.
Thus, the stimulus it gives to the Russian
economy as a result from the reduced
VAT rate would not make a big difference.
Similarly, a rise in the VAT rate in 2019 is
likely to have only a weak recessive effect
which takes time to manifest itself.

It should be noted that in accordance
with formula (7), as the tax revenues
grow, the elasticity of GDP and popula-
tion income decrease proportionally. For
example, in 2004, when the new VAT rate
was introduced, elasticity E,, was 1.46
and in 2018, 1.41, which means that the ef-
fect of the tax reform tends to decrease in
the course of time.

7. Customs duty burden and its impact
on the national economy

Apart from the VAT reform, there
have also been significant changes to the
system of customs duties. In order to eval-
uate the impact of these changes, we can
use the same analytical scheme described
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in the previous section with some minor
adjustments.

The peculiarity of customs duties is
that this fiscal instrument does not have
a single rate but instead includes a large
number of percentage rates applied for
various imported and exported goods.
Therefore, first we need to obtain some
kind of generalized measure of the cus-
toms duty burden. Let us assume that the
tax base for the CD is the foreign trade
turnover TT (export and import). Then, if
we convert this statistical aggregate into
the national currency by using the aver-
age annual exchange rate k, we can cal-
culate the average customs duty burden
q as a ratio of customs duties T, (foreign
trade revenues) to the trade turnover:
qg=Tep/k -TT.

As in the previous section, in this
section we are going to assume that the
formation of revenues T, is determined
by the two factors - tax burden g and eco-
nomic activity measured through GDP.
We shall try to build the desired depen-
dency in an additive form:

Tep =0+PBq+7v-GDP, )
where o,  and y are the parameters of the
model.

The peculiar feature of model (9) is
that it clearly distinguishes the effects of
the tax base and tax burden. It should be
noted that since we failed to construct a
satisfactory econometric dependence in a
multiplicative form, we have decided to
use an additive model instead (9).

As a result of our computational ex-
periments based on the data in Table 8, we
have obtained the following econometric
model for customs duties:

Tp =—64.559+970.917-4+0.031-GDP,
(7.719)  (19491) (6.357) (10)
N=23;,R*=0.97, DIW=1.93; A = 8,8%.

Characteristics of model (10) are sat-
isfactory, which makes it suitable for use
in other analytical calculations. Therefore,
as before, we are going to calculate the
elasticity of customs duties by using cus-
toms duty burden E_ in the discrete form
(Table 9). Taking into account the form
of this relationship (9), the expression of
elasticity of GDP will be as follows:
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Table 8
Initial data for building models (10) and (12)

Years Tep, Export, Import, Exchange Customs

bln rbs min dollars min dollars rate k burden g
1995 48.3 78 217 46 709 4.559 0.085
1996 39.7 85189 46 458 5.218 0.058
1997 38.8 85 096 53123 5.786 0.049
1998 53.1 71314 43 579 9.700 0.048
1999 122.6 72 885 30278 24.620 0.048
2000 266.6 103,093 33 880 28.140 0.069
2001 846.8 99 969 41 883 29.170 0.205
2002 388.8 106,712 46 177 31.350 0.081
2003 505.7 133,656 57 347 30.688 0.086
2004 898.2 181,600 75 569 28.815 0.121
2005 1680.9 241,473 98 708 28.286 0.175
2006 2306.3 301,244 137,807 27.185 0.193
2007 2408.3 351,928 199,753 25.577 0.171
2008 3584.9 467,581 267,101 24.855 0.196
2009 2683.3 301,667 167,348 31.723 0.180
2010 3227.7 397,068 228,912 30.369 0.170
2011 4664.4 516,718 305,760 29.387 0.193
2012 4962.7 524,735 317,263 31.093 0.190
2013 5011.0 525,976 315,298 31.848 0.187
2014 5463.7 497,359 287,063 38.422 0.181
2015 3295.3 343,512 182,902 60.958 0.103
2016 2606.0 285,652 182,448 67.035 0.083
2017 2602.8 357,767 227,464 58.353 0.076

Source: Rosstat.

Eco—-Bq/Tep congruent with our calculations from the

GDP = v-GDP / Top : (11)

To estimate the population’s reac-

tion, we apply the following econometric
model:

Top = —65.879+994.543. g +

(6.079) (16.984)
+0.044-INC, (12)
(4.791)

N=23,R*=0.97, DIW=2.04; A =11.2%.

The results of our calculations accord-
ing to formula (11) are shown in Table 9.
As this table illustrates, the functional
characteristics of the CD and the VAT as
fiscal tools are completely opposite. While
for the VAT all elasticities in Table 6 are
negative, for the CD in Table 9 they are
positive. The latter means that an increase
in the customs duty burden does not curb
economic activity, as we might have ex-
pected, but, on the contrary, enhances it
for producers and consumers. This anom-
alous effect raises some questions but it is

previous sections, which showed that the
turnpike property of the CD is extremely
weak and that they are to a great extent
autonomous from economic growth.
Thus, when the customs duty burden in-
creases, producers and consumers try to
compensate for their losses by becoming
more active.

Table 9

Reaction of Russian economic agents
to changes in the CD

Economic | Activity |Elasticity| Elas-

agent index param- | ticity

eter value

State Tax revenue Eop 153

Business  |Production Ecpp 0.93
output

Population | Monetary Einc 0.99
income

In order to measure the customs duty
burden, we need to take into account the
fact that it changes constantly and unpre-
dictably, that is, annually, unlike the VAT
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burden, which changed once in a discrete
and unidirectional way. Therefore, our re-
sults do not show any comprehensive ef-
fect of the customs policy on the Russian
economy. In other words, since the cus-
toms duty burden constantly fluctuates,
its changes fail to have a comprehensive
effect. For instance, in the given period the
range of its fluctuations was 5.8-20.5%. The
customs duty burden tended to increase
from 2001 to 2014. In 2015, there was a
reversal of this trend probably due to the
international sanctions imposed on Russia.
To estimate the effect caused by the
shifts in the customs duty burden, let us
consider the period from 2015 to 2016,
when the burden decreased by 2 percent-
age points. Our calculations of the macro-
economic indicators characterizing the
reactions of the state, business and popu-

lation are shown in Table 10.
Table 10

Effect of the CD tax changes
in 2015-2016, %

Economic | Activity | Reduced rate of g
agent index |(-2 percentage points)
State Hyar -0.29
Business Aepp -0.18
Population | e -0.19

If we compare the data in Table 7
and 10, we shall see that the impact of the
VAT and CD on business and the popula-
tion expressed in absolute values is com-
parable while their impact on the state
budget differs significantly, which can be
explained by the already established fact
that the VAT is characterized by a strong
turnpike property while for the CD this
property is extremely weak.

8. Excise burden and its impact
on the national economy

Excise taxes (ET) are an important kind
of indirect taxes in Russia. The excise bur-
den in the given period changed consider-
ably. Like customs revenues, excise taxes
do not have a single rate but instead their
rates are expressed as an amount per unit
of goods or as an amount per unit of goods
and a percentage of the retail price. There-
fore, we are going to estimate the excise
burden the same way as we did it with the
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customs burden: we are going to calculate
the mean rate of excise taxes ¢ as a share of
excise revenues T, from the volume of the
retail turnover RET, that is, ¢ = T,;/RET.
The rest of the methodology will remain
the same as in the case of customs duties.
The initial data for constructing
econometric models are provided by Ros-
stat and are shown in Table 11. It is easy
to see that the mean rate of excise taxes
varied within the range from 2.5 to 7.8%
of the volume of retail trade, which serves
as a proxy variable of the excise tax base.

Table 11
Initial data for building models (13)
and (14)

Years | Excise duties,| Retail turn- | Rate

bln rbs over, bln rbs

(current (current

prices) prices)
1995 24.0 512.0| 0.047
1996 53.4 7289 0.073
1997 68.1 852.9| 0.080
1998 72.2 1042.8) 0.069
1999 109.1 17974 0.061
2000 166.4 2352.3|  0.071
2001 243.3 3070.0, 0.079
2002 264.1 3765.4| 0.070
2003 347.8 4529.6| 0.077
2004 246.9 5642.5| 0.044
2005 253.7 7041.5| 0.036
2006 270.6 8711.9, 0.031
2007 314.4 10869.0/  0.029
2008 350.0 13944.2|  0.025
2009 347.2 14599.2|  0.024
2010 471.5 16512.0|  0.029
2011 650.5 19104.3| 0.034
2012 837.0 21394.5| 0.039
2013 1015.9 23685.9| 0.043
2014 1072.2 26356.2| 0.041
2015 1068.4 27526.8| 0.039
2016 1356.0 28240.9| 0.048
2017 1599.5 29745.5| 0.054
2018 1589.5 31579.4| 0.050

Source: Rosstat.

As a result of our computational ex-
periments, we have built the following
econometric dependencies:

Tpr =—29.419+649.830 - g+

(10.016)  (23.441)
+0.014-GDP, (13)
(17.509)

N=24;R*=0,96; DIW=1,61; A=4,4%.
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Tpr =—33.749+687.155 - g +

(7.486)  (16.989)
+0.024-INC, (14)
(12.088)

N =23, R*=0,94; DIW=1,35; A =5,5%.

The models we built have enabled
us to identify the parameters of the reac-
tion of the state, business and population
to changes in the average excise burden
(Table 12) and the correlation between
the rates of growth of the corresponding
variables and the changes in the average
excise rate, for instance, by 2 percentage
points (Table 13).

Table 12
Reaction of Russian economic agents
to ET changes
Economic | Activity | Elasticity | Elas-
agent index |parameter| ticity
value
State Tax revenue Epr 212
Business |Production Ecpp 1.33
output
Population|Monetary Enc 1.18
income
Table 13
Effects of the changes
in the ET burden, %
Economic | Activity| Reduced rate of g
agent index | (-2 percentage points)
State Her 0.85
Business Acpp 0.53
Population | Anc 0.47

We can see that the changes in the ex-
cises and customs duties have a stimulat-
ing effect on business and the population.
Apparently, in both cases the economic
agents are trying to compensate for their
losses by increasing their activity. What
is interesting is that the three groups of
economic agents are much more sensitive
towards the average excise burden than
that of the VAT or CD. For example, for
business the GDP growth rate resulting
from the 2-percentage points change in
excise taxes is three times higher than if
we change the VAT or customs duty bur-
den in a similar way. Such effects can be
explained by the much bigger “weight” of
each percentage point in the rate for the
ET in comparison with the VAT and CD.
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Interestingly, all the three elastici-
ties are positive for the ET, their sign is
the same as the CD but different from
the VAT. This corresponds to the previ-
ously established turnpike property for
the three taxes: RI,,,;< 0, RI;+> 0, RI.,>0
(Table 1). Thus, in our analysis the turn-
pike effects of taxes are comprehensive in
the sense that they manifest themselves in
different aspects depending on the given
functional property.

9. Conclusion

The turnpike hypothesis discussed
in this paper has led us to the conclusion
that in fiscal systems of different countries
there always are certain fiscal instruments
that are “insensitive” to economic growth.
Such instruments perform a purely fiscal
function and depend primarily on politi-
cal imperatives. Nevertheless, even these
“insensitive” fiscal instruments respond
to the dynamics of economic growth and
the reaction of national producers. Our cal-
culations show that not only are “insensi-
tive” taxes characterized by an extremely
weak turnpike property but the popula-
tion and business also prove to be insensi-
tive to changes in the rates of these taxes.

“Insensitive” taxes are detrimental to
the efficiency of the tax system and their
share in the tax system should be mini-
mized. Therefore, the detection of such
“insensitive” taxes will help us tackle the
problem of their restructurization and
thus balance the interests of different eco-
nomic agents.

The quantitative evaluation of the re-
actions of the state budget, business and
population to tax reforms given in this
article can be used as a preparatory step
in the decision-making process. In order
to elaborate a more detailed model of a
tax reform we need to improve the accu-
racy of our macro-economic evaluations
by taking into account the effects of com-
pensation and substitution. For example,
an increase in excises on expensive goods
can reduce their consumption and stimu-
late the consumption of other groups of
goods. In a similar way customs barriers
to certain groups of goods may lead to an
increase in the turnover of other goods.
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However, a detailed analysis of these ef-
fects falls outside the scope of this paper.
Another issue to be discussed is re-
lated to the universality of the turnpike
principle. For example, if we assume that
the environmental taxes will be raised
proportionally to the decrease in the share
of pollution-intensive industries and,
vice versa, decrease even when GDP is
growing on the condition that outdated
technologies are being replaced by new,
environmentally safe ones. It is true that
such local deviations in the dynamics of

tax revenues and GDP are possible but we
can hardly consider it a realistic scenario
that such deviations will persist for many
years or even decades. Thus, the turnpike
principle can be considered universally
applicable despite some possible local de-
viations. This does not contradict the turn-
pike hypothesis but expands the scope of
our analysis as we are now able to identify
the periods when the turnpike principle
is not fulfilled, which signifies a clash of
interests of different economic agents, for
example, business and the state.
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ABSTRACT

This article describes ways to enhance the efficiency of anti-tax base erosion measures
aimed at preventing transnational corporations (TNCs) from shifting their profits
from home countries to lower-tax jurisdictions. The research methodology comprises
a set of mathematical models applied for a comprehensive analysis of tax planning
methods used by TNCs and the counter-methods used by national governments. The
models with postulated equilibrium consider tripartite financial structures (consist-
ing of a parent company, a subsidiary in a loyal jurisdiction and an affiliate in an
offshore jurisdiction) based on the principle of economic equilibrium in the distribu-
tion of incomes of different jurisdictions. The models are parametrized by using the
data on tax regimes in different jurisdictions. The computational experiment focused
on the tax regimes of a parent jurisdiction (Russian Federation), a typical loyal juris-
diction (Laos) and a typical offshore jurisdiction (British Virgin Islands). Thus, we
considered the most important cases in international taxation regarding TNCs’ eco-
nomic interests and the national welfare of the parent jurisdiction. The experiment
tested the efficiency of different methods of fiscal regulation of international income
and capital flows and showed that although the rules of controlled transactions are
considered crucial for countering tax planning, they fail to bring the desired results
in contemporary economic reality characterized by expanded international network
of financial structures and accelerated growth of digital transactions. Based on our
research findings, we formulated the following recommendations. The governments
of parent jurisdictions are recommended to extend the rules of controlled transactions
and controlled foreign corporations not only to offshores but also to loyal jurisdic-
tions. For the Russian government, it may be effective to test and adopt the rules of
secondary adjustments in combination with the rules of controlled transactions and
controlled foreign corporations, to lower the rate of the tax on foreign dividends and
to make the unreturned foreign dividends exempt from the additional tax should
they be repatriated to Russia. Enhanced international cooperation in this sphere can
maximize the efficiency of these measures.

KEYWORDS
International taxation, mathematical modelling, transnational corporation, tax plan-
ning, controlled transaction, controlled foreign corporation, secondary adjustment
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MoaeAupoBaH1e HaAOroBbIX PEXXUMOB, NPEeNATCTBYOLLUX
yTeuke AOXOAOB U KanUTanOB U3 HaUMOHAAbHOM 3KOHOMMUKMH
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AHHOTAIWI

Lermbio cTtaThy sBjIgeTcs 0OOCHOBaHVE Mep HaJIOTOBOW IIOJWTUKV, CITOCOOHBIX
YCITeIITHO MPOTMBOAEVICTBOBATE yTeUKe JOXOH0B ¥ KaluTaIoB 3a pyOex u comen-
CTBOBaTh VX BO3BpaTy B HalMOHAJIbHYIO 3KOHOMMKY. MeToamka wccireqoBaHus
GasmpyeTcsa Ha KOMITIEKCe MaTeMaTWUYeCKVX MOfIesieVi MeXXIyHapOoaHOro Hajo-

148


http://doi.org/10.15826/jtr.2019.5.2.065
https://orcid.org/0000-0002-2636-6567
https://orcid.org/0000-0002-2636-6567

ISSN 2412-8872

TOOOJIOXKeHMsA. DTO MOJIEV C TIOCTY/IMPYEeMBEIM paBHOBeCHeM, B KOTOPBIX paccMa-
TPUBAIOTCA TPEXCTOPOHHME (PUHAHCOBBIE CTPYKTYPEI (C y9IacTvieM JIouepHer KOM-
MaHUM B JIOSUTEHON I0PUCAUKIINK 1 adDWIMPOBaHHON KOMIIAHUM B OMIIOPHO
TOPUCAVKIIV), TTOCTPOEHHBIE IT0 MPUHIVITY 3KOHOMUYECKOTO PaBHOBECHS JTOXO-
noB TeppuTopuii. ITpemToXeHbl aBTOPCKMe MO, ITO3BOJISIONIVIE aHaIV3pPO-
BaTh B KOMIUIEKCe, KaK MeTO/Ibl HaJIOTOBOIO IVIaHMPOBaHNMs TPaHCHAIMOHAIbHBIX
KOpIIOpaluil, TaK ¥ MeTOMbl IIPOTUBOMEVICTBMSL MM CO CTOPOHBI ITPaBUTEJILCTB,
olleHMBaeMble C TIO3UIINTI HallMOHAIBFHOTO OrarococTosHuA. 1 MpakTMIecKoro
NpVIMeHeHMsI pa3paboTaHHOIO IIOAXOfa BBIIIOJIHEHa IlapaMeTpusalivs Mojieslent
C WCIOJIb30BaHMEM [JaHHBIX O HaJIOrOBBIX PeXMMax, AeVCTBYIOLIVX pPas3/IMUHbIX
IOPUCAVKITNSX. B BRIYMCIMTEIEHOM 2KCTIepUMeHTe VICIIOIb30BaHbl HaIOTOBEIE pe-
JKMMBI MaTepuHcKom opucankimm (Poccniickag depepariyist), TUIMYHON JIOSIIb-
Homt fopucaukivm (JTaoc), n Tvmmanon odmropHon fopucavkiuy (bpuranckie
Buprumckme ocTposa). DKCIIepMMeHTEI 3aK/TIOYasIiCh B aHamu3e Hamnbosee Bax-
HBIX CUTYyallMii, BO3MOXHBIX B MeX/yHapOIHOM HaJOrOOOJIOKEeHUM C ITO3MIINIA
sxkoHOMMIecknx nHTepecoB THK v ¢ mosurimnir HanmoHaIbHOTO 671aroCOCTOSHMS
MaTepVHCKOV IOPUCAUKIINN. B paMKax sKCIIeprMeHTOB ObUIN IIpoBepeHbl 3 dek-
TUBHOCTb ¥ KOHeUHble pe3yJIbTaThl IPMMeHeHMsl Pa3IMYHbIX MeTOJI0B HaJIOTOBO-
rO peryJMpoBaHus MeXIyHapOIHBIX [IOTOKOB I0XOI0B U KaruTajios. PesysibraTsl
MaTeMaTW4YecKOTO MOJIeIMpPOBaHMs, IOKa3aay, YTO IpaBWIa KOHTPOIMPYEMBIX
CllesIoK - pyHAaMeHTaJIbHbIe [1JIsl IIPOTUBOEVICTBI HaJIOTOBOMY IUTaHMPOBAHWIO
TpaHCHAIIVIOHATLHBIX KOPIIOPAINil — IJI0XO0 paboTaloT B YCIOBUSAX Pa3BeTBIIEH-
HOVI MeXIyHapOIHOVI ceTV (PMHAHCOBEIX CTPYKTYP ¥ OBICTPOTO pocTa Iy POBBIX
TpaHcakIu. VIcXois 13 TOJIyUeHHBIX Pe3ysIbTaToB, IIPeyIoKeHO: paclpocTpaHe-
He IIPaBWI KOHTPOJIUPYEMBIX CHAeJIOK U KOHTPOJIMPYEeMbIX MHOCTPAaHHbBIX KOMIIa-
HVVI Ha JIOSUThbHbIe OPUCIVKIINY, a He TOJTLKO Ha 0IIIOPLI; arrpodaryis 11 BBefleHe
B PO mpaBmI BTOPUMYHBIX KOPPEKTUPOBOK B CBsI3Ke € IIpaBMjIaMy KOHTPOJIMPYeMbIX
CIIeJIOK U KOHTPOJIMPYEMbIX MHOCTPAHHBIX KOMIIAHUV; CHVDKEHIEe CTaBKM Hajlora
Ha OVBUIEHIB, TIOTyJaeMble 13-3a pyDOeska; 0cBOOOXKIeHVe OT JOMOTHUTETLHOTO
Hajlora Ha HeBO3BpallléHHbIe AMBUIeH B B cJTydae ux osspaTa B PD. Kpome Toro,
C7lefTaH BBIBOJ], O TOM, UTO TOBBIIIeHMe 3 DEKTVBHOCTY yKa3aHHEIX Mep TpeOyeT
yTIIyO7IeHVIsl MeX/TyHapOHOTO COTPY/IHIYECTBa B 9TOM cpepe.

KJTFOYEBBIE CJTOBA

MeXIyHapojiHOe HaJIoroo0bsIoXkeHMe, MaTeMaTideckoe MOJe/IMpoBaHue, TpaHCHa-
LVIOHAJIbHAsE KOPIIOpalys, HaJloroBoe IUIaHMpPOBaHMe, KOHTpOIMpyemas CesIKa,
KOHTPOJIMPYyeMast MHOCTPaHHAas KOMIIaHWsI, BTOPUYHast KOPPeKTUPOBKa

1. Introduction

Journal of Tax Reform. 2019;5(2):148-165

National economic development is
affected considerably by the movement
of funds belonging to transnational cor-
porations (TNCs). The Fourth Industrial
Revolution, commonly described as the
new era of cyberphysical systems, with
augmented reality merging the digital
and physical worlds, makes the struggle
for profits, capitals and places of capital
deployment even more severe. Developed
countries seek to move their knowledge-
intensive manufacturing activities back
home (the so-called “reshoring”) [1], while
developing countries of the “workshop
of the world” try to retain and increase
their productive capacities as well as their
profits and capitals. Countries involved in
trade wars, which often disguise deeper
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rivalries in technology and innovation
[3; 4], resort to fiscal policy methods.

One of the most recent examples is
Donald Trump’s tax reform [4], which,
among other things, included tax cuts to
corporate profits with the maximum cor-
porate income rate lowered from 35% to
21%, tax free repatriation of dividends
from foreign subsidiaries and a one-time
mandatory tax imposed on deferred for-
eign income, which wasn't previously
taxed in the US [5]. These measures are
aimed at reducing the benefits of tax plan-
ning and encourage companies to bring
their overseas earnings back to the United
States [6].

Yet another example is the ongoing
tariff war between the USA and China [7],
which may have a negative impact not
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only on these countries’ economies but
also lead to a 0.5% output decline in the
world by mid-2021 [8].

Accelerated development of the
digital economy intensifies cross-border
activities involving intangible assets, us-
ers of computer networks and business
functions, which makes companies less
dependent on local staff and more flexible
in terms of where they place their servers
and other elements of infrastructure'. All
of the above not only leads to an increased
risk of tax evasion? [9] but can also signifi-
cantly affect the basic principles underly-
ing the efficiency of public finance systems
in general [10].

Fiscal methods have a considerable
impact on international flows of capitals
and incomes [11-13] and they need to be
further improved in order to deal with
the problems of tax base erosion and tax
avoidance, especially in developing coun-
tries and emerging markets.

The alarming recent decline in in-
vestment into the Russian economy (the
current level of investment is about 20%
of GDP while the required minimum is
25%?%) has rendered the anti-base erosion
measures particularly important.

This problem is exacerbated by the
increasingly sophisticated techniques of
tax planning used by TNCs. The results
of TNCs’ tax planning efforts, on the one
hand, and governments’ measures intend-
ed to curtail tax base erosion, on the other,
are quite unpredictable. The methods of
ex-post analysis and statistical analysis
are not suitable in this situation and more
complex tools of mathematical modelling
are required that would enable us to make
ex-ante calculations and work out the pos-
sible scenarios in this sphere of economic
relations [12; 14-18].

! OECD. BEPS Action 1: Address the Tax
Challenges of the Digital Economy. Public Dis-
cussion Draft / OECD. 2014. 24 March-14 April,
pp- 33-34.

2 France Stratégie. Taxation and the digital
economy: A survey of theoretical models. Final
report. 2015. February 26. 56 p.

* President of Russia. President's Address to
the Federal Assembly. 2018. Available at: http://
kremlin.ru/events/president/news/56957
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One of the seminal works in this field
is the fundamental study of the impact of
taxes on direct foreign investment con-
ducted by W.S. Clark for the OECD [12].
This study presents a set of mathematical
models based on the average and mar-
ginal effective tax rates. These models
describe various tax planning strategies
used by TNCs and show the outcomes
of different corporate income reform
scenarios, in particular their impact on
the flows of direct foreign investment.
American economist Harry Grubert, one
of the world’s foremost experts in the
area of international taxation [14; 15], ap-
plied mathematical models to show how
multinational corporations used intellec-
tual property to avoid taxes through tax
planning schemes. He also assessed the
impact of royalties on effective tax rates.
M. P. Devereux and R. G. Hubbard [16]
proposed enhanced versions of the tra-
ditional models of taxation of capital in-
come on foreign direct investment, based
on the analysis of marginal investment
projects and marginal effective tax rates.
Q. Hong and M. Smart [18] discuss opti-
mal taxation in the context of tax havens
and describe a general equilibrium model
to assess the impact of TNCs’ tax planning
on optimal corporate tax rates and direct
foreign investment. Nevertheless, as the
OECD experts point out, the problem is so
complex that “more work should be done
to investigate the implications of tax plan-
ning to forward-looking effective tax rate
analysis used to infer tax reform effects on
FD], in particular, by developing the ideas
of H. Grubert” [12, p. 23].

The currently used tools of mathemati-
cal modelling require further development
and improvement in order to keep up with
the rapid transformations of international
economic relations and tax regimes, which
is particularly important if we want to
handle the problem of TNCs’ tax planning
practices in the digital economy. There-
fore, the aim of this article is to identify the
tax regimes capable of efficiently counter-
ing tax avoidance and tax base erosion by
applying methods of mathematical model-
ling specially adjusted to account for this
new economic reality.
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The article is structured as follows.
The next section presents the research
methodology and shows the difference
between the proposed approach and
those applied in previous studies. The
third section contains the statement of
the research problem and describes the
implementation of the proposed set of
mathematical models. The fourth sec-
tion describes the results of mathemati-
cal modelling and provides the economic
interpretation of the computational ex-
periments. The fifth section is devoted to
the discussion of the research results. In
the final section of the paper, some rec-
ommendations are provided concerning
the necessary adjustments to the national
fiscal policy in order to maximize its effi-
ciency in countering tax base erosion and
profit shifting.

2. Research methodology

There is a variety of mathematical
models to choose from depending on the
research question one needs to address:
for instance, to evaluate the efficiency of
different alternatives of economic policy.

For the purpose of this study, math-
ematical models can be divided into the
following categories:

- according to the way of approach-
ing economic equilibrium - models with
computable? [12, pp. 155-181; 16; 19] and
postulated equilibrium [14; 17; 20; 21];

- according to the types of financial
structures - models of bipartite or direct,
non-intermediated holding structures
[12, p. 123; 20; 21]; models of tripartite
structures (involving intermediaries, usu-
ally registered in a tax haven)® [12, p. 129];

- according to the types of economic
equilibrium - models of tax rate equilib-
rium [20; 21], models of corporate income
equilibrium [14; 19]; and models of equi-
librium in jurisdictions” incomes [19].

* OECD. Addressing Base Erosion and Prof-
it Shifting (Russian version). OECD. OECD Pub-
lishing; 2013. DOI: 10.1787/9789264201262-ru

> OECD. Addressing Base Erosion and
Profit ~Shifting (Russian version). OECD.
OECD Publishing; 2013, pp. 91-100. DOI:
10.1787/9789264201262-ru
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In order to solve our research prob-
lem - to describe the national taxation re-
gime which will be able to deal efficiently
with the problem of tax planning and the
tax base erosion - we are going to use the
models with postulated equilibrium that
consider tripartite financial structures,
that is, the structures including affiliates
in offshores (Fig. 1), and equilibrium in
the distribution of incomes across differ-
ent jurisdictions.

Royalty

Parent
company
Country A

Affiliated
company
Tax haven C
A

Investment in
intangible assets
(cost distribution)

Credits
Share acquisition
Intangible assets (licences)

Dividends
Interest
Royalty

A 4
Subsidiary
Country B

Figure 1. Illustration of a tripartite TNC
structure with a subsidiary and a tax
haven affiliate

Source: OECD (2007). Tax Effects on Foreign Direct
Investment. Recent Evidence and Policy Analysis.
OECD Tax Policy Studies, No. 17, p. 129.

We have chosen this model type be-
cause in this study we don’t aim to justify
investment decisions and tax optimization
from the standpoint of economic entities.
Otherwise we would have to take into ac-
count such factors as time and place, which
are crucial for their decision-making. This
study focuses on the general principles of
national policy-making in the sphere of
international taxation of TNCs and thus
is aimed at tackling the problem of tax
base erosion and profit shifting. The new
tax regime should be well adapted to the
“new normalcy” of international econom-
ic relations, that is, increased competition
for capitals and a wider range of ways of
tax avoidance due to the proliferation of
cross-border transactions involving digi-
tal goods and services.

The proposed approach draws from
the ideas and mathematical models de-
veloped by renowned specialists in this
sphere (D.W. Jorgenson [22; 23], ]. Whal-
ley [20; 24], M.P. Devereux [16; 25]; and
H. Grubert [14; 15; 26; 27]). The main dif-
ference between the proposed approach


http://doi.org/10.1787/9789264201262-ru
http://doi.org/10.1787/9789264201262-ru

Journal of Tax Reform. 2019;5(2):148-165

ISSN 2412-8872

and its counterparts (see, for example,
[14; 20; 21]) is that it considers not only the
methods of tax planning applied by TNCs
but also the methods of counteracting
tax planning applied by national govern-
ments (including secondary adjustments)®
[25]). Furthermore, the outcomes of differ-
ent policies are assessed not only regard-
ing the interests of economic entities and
tax authorities but also the interests of
national economies in general (by taking
into account the movement of capitals and
revenues) and national welfare.

3. Description of the models

To realize the above-described meth-
odological approach, we propose a set of
models ranging from the simple to com-
plex ones: we shall start from the math-
ematical description of the economic re-
lations of ordinary companies belonging
to two jurisdictions and finish with com-
plex schemes of interactions of resident
companies belonging to jurisdictions of
three different types (ordinary, loyal and
offshore). In doing this, we are going to
take into account the diverse methods of
tax planning applied by TNCs and the
methods of counteracting tax planning
applied by national governments. Tax
evasion schemes involving corruption,
smuggling and other criminal offences
are not going to be considered or mod-
elled in this study.

3.1. Statement of the research problem

There are three tax jurisdictions (three
countries): a parent jurisdiction, A; a loyal
jurisdiction (with liberal anti-offshore leg-
islation), B; and a tax haven (offshore ju-
risdiction), C.

There is also a certain TNC - a par-
ent company and a resident of territory A
(rA)(which is, by default, the territory of
the given country), where this company
operates.

This parent company has a subsidiary
(the parent controls more than a half of the
subsidiary’s stock) on the territory of loyal

® EY. Transfer pricing secondary adjust-
ments. HMRC consultation. London: Ernst &
Young LLP; 2016.
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jurisdiction B and an affiliated company
on territory C. The subsidiary also has an
affiliate on territory C. Territory C is used
for concealing income and tax evasion by
the residents of jurisdictions A and B rath-
er than for any real economic activities.

Proceeding from this assumption, we
have built a range of scenarios: from the
simplest (basic) to more realistic ones,
taking into consideration various meth-
ods of tax planning and the correspond-
ing countermeasures. The basic scenario
involves a bipartite financial structure
while more complex and, therefore, more
realistic scenarios, tripartite financial
structures.

3.2. Basic scenario. Model of a bipartite
financial structure investing in fixed assets

The parent company has invested in
fixed assets of its subsidiary by purchas-
ing its shares (S). The profit obtained by
the subsidiary on territory B is repatriated
in the form of dividends to territory A.

Scenario description:

a) The profit of the parent company in
territory A is subject to taxation with the
effective tax rate t,, applied in territory A.

b) The profit of the subsidiary in terri-
tory B is taxed at the effective tax rate f,,
applied in territory B.

¢) The profit of the subsidiary left once
the taxes on territory B are paid is repatri-
ated in the form of dividends to territory
A and is subject to the repatriation taxes
on dividend payments at the rate ¢, ap-
plicable in jurisdiction B.

d) The profit repatriated in the form
of dividends to territory A is subject to the
repatriation taxes on dividend payments
at the rate t; applicable in parent juris-
diction A (in cases when A applies the
residence principle).

e) If jurisdiction A applies the ter-
ritoriality principle, then t; = 0 (but in
this case royalty and interest are usually
taxed).

f) If the dividends are not repatriated,
then t; =0 (but jurisdiction A, according
to the residence principle, can charge a tax
at the rate of 5, on the profit remaining
in jurisdiction B in order to stimulate the
repatriation of dividends).
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The above-described and following
notations are based on the principles de-
scribed below (Fig. 2):

tXKLM
Sign / t \ Jurisdiction
charging
of tax ¢ tas M
Type Recipient
of taxable jurisdiction
income X e of income L

of income K

Figure 2. The general format of notations
in the formulae
(tax rates are used here as an example)

The main formula of the basic scena-
rio is as follows:

D,(1—-t,,)=Dy(1-ty)-
—Dy(1—ty)ts, —Dy(1—ty)ts =
= ( BB)( SEAB SEAA ) (1)

This expression allows us to assess
the impact of national tax policies on the
behaviour of TNCs. When we plug the ac-
tual tax rates of different jurisdictions into
formula (1), we can find in which jurisdic-
tion (in this case A or B), the company’s
income net of taxation will be higher and,
therefore, which jurisdiction will be more
profitable for this company’s business.
If governments do not interfere into ac-
tivities of economic entities (tax rates are
0%), then we are dealing with a situation
of economic equilibrium - investment is
equally beneficial in any of the jurisdic-
tions (D4 = Dy).

3.3. Complex scenario.
Model of a tripartite financial structure
shifting profits into a tax haven

This is an expanded model taking into
account tax planning methods (transfer-
ring a part of the income to tax haven C
through a resident company in loyal ju-
risdiction B) and counter-measures: con-
trolled transactions (CT) and application
of the arm’s length principle; controlled
foreign corporations (CFC); and second-
ary adjustments (SA) (for more on second-
ary adjustments’).

7 EY. Transfer pricing secondary adjust-
ments. HMRC consultation. London: Ernst &
Young LLP; 2016.
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Its general formula (in a compressed
form) looks the following way:

D} + DL, +D§M +F,-=
=D; +Dp, +D; +F (2)

BC/
where Dj,D;  are the net of tax incomes
from the active business operations of the
parent and its subsidiary on territories A
and B respectively;

D!, D{  are the net passive incomes
(presented separately due to the peculiari-
ties of their taxation) of the parent and its
subsidiary from affiliates in jurisdiction C;

Dy, D are the net passive incomes
obtained by the parent and its subsidiary
from each other;

F,c, F;c are the total “grey” incomes
(both active and passive) shifted by the
parent and its subsidiary to offshore ju-
risdiction C net of taxes on repatriation of
passive incomes.

Each element of formula (2), in its
turn, has its expanded expression:

1. Net incomes from active business
operations of the parent company and its
subsidiary in territory A (D) includes the
income from territory C (D}c) net of the
“grey” income shifted to offshore jurisdic-
tion C (F}) and the taxes paid in territory
A (T,) plus the money saved through tax
planning (T;7), with consideration to the
counter-measures taken by the national

government (A@,.,, A(/)RACA p A(p,m):
D, =Dy —Fic —Tac +TAHE =
= {DA(l - dRAB - dIAB - dRCA - dICA )} - 3
—{D,@uc + DA((/’RAC + (/’1“ )= ©)
_{[DA (1 - dRAB - dIAB - dRCA ICA )]tAA} +

HDAAQ cpt s + Dy (AQy,  + A0, Eas},
where d; is the income (not from active
operations) in the form of royalties (R) re-
ceived in territory A from territory B;

d,  is the interest income (I) received
in territory A from territory B;

d, is the income paid in the form
of royalties (R) from territory A to terri-
tory C;

d,_ is the interest income (I) from ter-
ritory A to territory C;

Pacr Pr,r ¥1,. are the “grey” incomes
moved by the TNC to jurisdiction C by un-
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derstating the market cost of goods (trans-
fer pricing), overstating the royalties paid
for the use of intangibles and credit inter-
ests respectively;

AQucs = Pac = Paca are the net “grey”
incomes shifted by the TNC to jurisdic-
tion C by understating the market cost
of goods after country A has introduced
measures to counter tax planning (Paca);

A@y.  =®r . — P, are the net” grey”’
incomes shifted by the TNC to jurisdiction
C by overstating royalty payments for in-
tangibles after country A has introduced
measures to counter tax planning (¢, );

Ag,, =@, — @, are the net “grey”
incomes shifted by the TNC to jurisdiction
C by overstating credit interest payments
after country A has introduced measures
to counter tax planning (¢;, ).

2. The net (of tax) income from active
business operations of the parent and its
subsidiary in loyal jurisdiction B looks the
following way:

D;BA =Dye = Fe —[Tye _T;g]_
1T, - T, 1T, - T, =

= {Ds(l - dRBA - dIBA - dRCB - dlcg )} -
_{DB(/’BC + DB¢REC + DB@IBC } -

_{[Dg(l - dRBA - dIBA - dRCB - dICB )tBB]_
_[DBA¢BCBtBB + DBA¢RBCE tBB + DBA(/’IBCB tBB ]} -
_{[Dg(l - dRBA - dlm - dRCB - dICB )(1 - tBB)tSBAB ] -
DpA@ye(1- tBB)tSBAB + DBA("RB@ (1- tBB)tsm +
+ DBA¢IBCB (1 - tBB)tsW ]} -

_{[DB(l - dRBA - dl,,A - dRCg - dlm )(1 - tBB)tSBAA ] -
_[DBA¢BCB (1 - tBB)tSW + DBA(pRm (1 - tBB)tSBM +

+DBA¢IBCB (1_tBB)tSBAA]}' (4)
3. The net passive income obtained by

the parent from its affiliate in an off-shore
jurisdiction C is as follows:

D, =[D¢, —Fy - TE 1=
Z[D({’A+D5A]_[FCIA+FCI§4]_
~[Tea + Te 1+ 1T + TS 1=

={Dg,, + Dy} ={Dg @, + D, 01, } =
Dy tig, + D b} +

Jr{D,CAA(p,CMt,CA +DRCAA¢RCAAtRCA}‘ ®)

4. The net passive income obtained by
the subsidiary from the affiliate in an off-
shore jurisdiction C is as follows:

DZ, =Dl + Dly ~[Fl + FA - [Th + TS ]+
+H[Tep + Tey 1= [T, + T [+ [T + Ty ] =
ST, + T 1+ [T + T 1=
=D, + Dy, —{D; 0, —Dr @r,} —

—{D,t, + D tr.
HD,,Ap, t,
—{l(D,, -D,t., — D, Ao,
+[(Dg,, = Dx,tr, = Dr, A0z,
HI(D, At ), 1+

[(Dr,, APr,, e, s, 1 =

—{[(D,, - D, t., — D, A0, )t
+[(Dg,, = Dy, tr, = Dr, A0, )t
 (CARN
+(Dr, APr, b, ), 1) ©)

5. The net passive income obtained by
the parent from its subsidiary:

DgA = Déﬂ/\ + DgBA -
+Tp 1-[T) +Tg 1=

RBAB IBAA

1+

B

+ DRCB A¢RCBB t

RCB} -

)tSBAB ] +
)tSBAB ]} +

1+

I+

SBAA

5BAA

1+

SBAA

_[TI

IBAB

= DIBA + DRBA - {DIBA tIBAB + D t } -

RBA RBAB
~{D, t, +Dy te } @)

RBA RBAA
6. The net passive income obtained by

the subsidiary from its parent:
DgAE = DgAB —Thpa = Thas — o2 T3 =

SEAE SBAA

=[Ds,, + D5, 1-

-1, + T, -1, +Tx, 1=
-7, + 15, 1= 1T, + 75, 1=
={Dy,, +D, }={D; t; +Dg tr,.}—
Dyt + ity =
—{Dy,, (1 =tg,,, —tr,, )5, +

+D,, (1=t —t, s, )=
_{DRAB (1 - tRABA - tRABB )tSBAA +

+DIAB (1 - tIABA - t[ABB )tSBAA } (8)
7. The overall amount of the active
and passive “grey” incomes shifted by the
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parent to offshore jurisdiction C net of re-
patriation taxes on passive incomes:
Fae =[(Fie = Thca + Fo)]
i R I R
= [(P,:c _(TIACA +T, )+PCA +PCA)] =

R/\C/\

= {[DA¢AC + DA¢RAC + DA¢IAC ] -
_(DA¢RAC tRAcA + DA(DRAC tRACA )} +
+{D,, 0, +{Dr, 0.} O

8. The overall amount of the active
and passive “grey” incomes shifted by the
subsidiary to offshore jurisdiction C net of
repatriation taxes on passive incomes:

Fye :[(Fgc +FCIB +FCI§B)]:
=[(Fe = (T, + T, )+ Fo + B3 =

BCB RBCB

= {[DB¢BC + DB¢RBC + DB(pIBc ] -
_(DB¢RBC tRHCB + DB¢RBC tRscs )} +

Dy, @1, } + D, Pr, ) (10)
Unlike the basic model, this model
allows us to consider tax planning in all
its complexity, including a subsidiary reg-
istered in a loyal jurisdiction and having
connections with a tax haven. Moreover,
with the help of this model we can find
out which methods of countering such
sophisticated tax planning strategies are
likely to be most efficient.

3.4. Complex scenario focused on national
welfare. Model of a tripartite financial
structure with incomes previously shifted
to a tax haven

The above-described scenarios con-
sidered models of tax equilibrium re-
garding the interests of economic entities.
However, national economies comprise
not only private but also public enterpris-
es financed by taxes. It is obvious that the
interests of the states are much wider than
those of private economic entities and,
therefore, require us to take into account
the tax revenues of national governments.

If we formulate our research question
in such a way, the logic of mathemati-
cal modelling will change: while in the
above-described models we focused on
corporate income equilibrium regardless
of the jurisdiction (and, therefore, regard-
less of which jurisdiction will benefit from
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these assets), now we are going to look at
the situation from the perspective of the
national interests of jurisdiction A by tak-
ing into account the global incomes of a
multinational corporation accumulated
within this jurisdiction (including “grey”
incomes) as well as tax revenues T of ju-
risdiction A.

In this case, the economic equilibrium
model will consider the equilibrium of
incomes of different territories and the in-
comes of territory A will be calculated the
following way:

c _
Dipc +T =

— 1) a p p p

=D +(D5M +DSCB +D5M +DL)+

+D(};A + T;BC B T;EC' (11)
where D, is the income from three ter-
ritories (as distinct from the previous sce-
narios, which took into account only the
company’s income from the territory of its
registration and tax haven C);
D;, ,Dg , Dy —are the dividends ob-
tained by the parent from its subsidiary
(from active business operations - D;_; in
the form of passive income - D§_, Dg ).
Taxes T charged by state A include
taxes on incomes from territories A, B and
C and on incomes repatriated to jurisdic-
tions B and C (T;.), reduced by the sums
of payments saved by TNCs as a result of
tax planning (Tsc):

_T°c et _
T - TABC TABC -

=[(Tic T+ (T),, + T, )+
(T, + T, T, ~ T )+
HT +T5) — (T + T+
HIL A+ T+ (T + Tl

(T +Te) - (TG + 15Dl (12)
where T, signifies the tax revenues of
jurisdiction A from the active business op-
erations of the parent company;

T,¢ means the losses in tax revenues
of jurisdiction A from active business op-
erations of the parent company and the
passive operations when incomes are
shifted from jurisdiction A to offshore ju-
risdiction C as a result of tax planning;

T/ TRRA ., are the tax revenues of

IACA 4

jurisdiction A in the form of taxes on re-
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patriated passive income (interests and
royalties) when the income is paid from
jurisdiction A to offshore jurisdiction C;
T,IA W T,fA ,, are the tax revenues of juris-
diction A in the form of taxes on repatriat-
ed passive income (interests and royalties)
when the income is paid from jurisdiction
A to loyal jurisdiction B;

T means the tax revenues of juris-
diction A in the form of the tax on divi-
dends from the subsidiary’s active busi-
ness income;

T;' stands for the losses in tax rev-
enues of jurisdiction A in the form of
taxes on dividends from the subsidiary’s
income from active and passive opera-
tions when the income is paid from loyal
jurisdiction B to offshore jurisdiction C as
a result of tax planning;

TICB TRC" are the tax revenues of juris-
dlctlon A in the form of taxes on dividends
from passive operations when the income
is paid from offshore jurisdiction C to loy-
al jurisdiction B;

T, Te" are the losses in tax rev-
enues of ]urlsdlctlon A in the form of taxes
on the subsidiary’s passive income when
the income is paid from offshore jurisdic-
tion C to loyal jurisdiction B as a result of
tax planning;

T;;‘*A Ts[z;‘f\ are the tax revenues of ju-
risdiction A in the form of taxes on the
income from passive operations when the
income is paid from jurisdiction A to loyal
jurisdiction B;

T/ , Ta* are the tax revenues of juris-

dictloﬁAA in the form of taxes on passive
income (interests, royalties) when the in-
come is paid from loyal jurisdiction B to
jurisdiction A;
T.,, TS, are the tax revenues of juris-
diction A in the form of taxes on passive
income (interests, royalties) when the in-
come is paid from loyal jurisdiction C to
jurisdiction A;

TS, T are the losses in tax revenues
of jurisdiction A in the form of taxes on
passive income (interests, royalties) when
the income is paid from offshore jurisdic-
tion C to jurisdiction A;

Tic = [D,(1- dRAB - dIAB - dRCA - dICA MNEass

Tic =D,A@,cutsn + D, (A¢RACA + A(pl,m ans
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TR

RACA

TI

IACA

TI

[ABA

A(/’IAC Laca” APr, R,

R

IAE IABA 4 RABA RAE RABA 4

Tex =Dy, A b

Tey =Dy Ay, b,
=Dy(1-dy, —4d,

X(1—tg)ts,,
5n = DAy (1= typ)ts,, +
+ DBAgoRBCB (1- tBB)tSW
+D A, (1—ty)t
o (1=

a
TSEAA RCB ICB ) X

Tu+

+

Spaa’

Tl =D,

SB/\/\

tI/\BA - tl/\m; )tsfm/\ 4
RCB —
SBAA

TSIBC.Z: = (DICBA¢ICBE t’CB )tSBAA ;

Rep+ _
TSBAA -

Tl =D,

SBAA

T&s =D

SBAA

TIBA —

I BAA

D B (1 - tRABA - tRABB )tSBAA ;

( RCB A ¢RCBB tRCB )tSBAA ;

L=t

s,
- t - tRABB )tSBAA ;
IBAE ))tIBAA ;
(DRBA (1 - tRBAE ))tRBAA ;

Dt ;T8 =D

Iea "l

RAB (1 RABA

=(D,, (-t
TRBA

RBAA

T., = t

ReaReq 7
I+ _ .
TCA - DICAA(DICAA tICA 4
R+ _
TCA - DRCAA¢RCAA tRCA °

Together the models show the move-
ments of capitals and incomes inside
the TNC structure operating in different
countries. The company redistributes its
incomes among these countries by using
methods of tax planning while pursuing
its own economic interests. An important
factor in the TNC’s choice of strategies is
the policy of each country in the sphere
of international taxation (how efficiently
their governments manage to prevent
profit shifting). This factor determines
changes in the international capital flows
and, consequently, the amount and struc-
ture of taxes, performance of transnation-
al corporations, and trends in national
welfare.
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3.5. Implementation
of the mathematical models

The mathematical models were cal-
culated by using spreadsheet software
Microsoft Excel. First, we checked the
models for adequacy (whether the model
reacts logically to external regulators
such as taxes, tax planning and coun-
ter-measures). Second, we designed a
program of computational experiments
(see Table 1) to investigate the efficien-

cy of different policy measures in this
sphere.

The mathematical models were then
parameterized, that is, we assigned numer-
ical values to variables. For this purpose we
chose the countries which are of particular
interest to the Russian Federation as trade
partners and those that are often used for
tax planning - loyal (Laos, Malta, and Cy-
prus) and offshore (British Virgin Islands,
Panama) jurisdictions (Table 2).

Table 1
Description of computational experiments and their variants
Experiment 1 A
CFC rules are not applied, the B
Corporate corporate income tax rate is nominal | A between countries A and B
profits Experiment 2 A
CFC and CT rules are applied, the B
corporate income tax rate is nominal | A between countries A and B
A
No measures CFC rules are not B
are taken to Experiment 3 applied C
repatriate Analysis of the effect of CFC and A
the incomes CT rules at nominal rates of the  |CFC and CT rules are B
shifted to corporate income tax applied
lower-tax c
jurisdictions | National A for country A
welfare A
. 100% participation B
Experiment 4 C
Analysis of the losses in tax revenues ] . A
if CFC rules are not applied and the | 207 part1c1pfat10n
tax rates are effective (avoidance of CFC B
rules) C
A of country A
Experiment 5 A
CFC and SA rules are not applied, B
the corporate income tax rate is K
Corporate nominal A between countries A and B
profits Experiment 6 A
CFC, CT and SA rules are applied, B
th tei t tei
¢ corporarfolrr;ciﬁrarfe PTAEIE | A between countries A and B
Measures CFC and SA rules A
are taken to . are not applied in B
repatriate _ Experiment7 country B C
the incomes Analysis of the effect of CFC, CT and A
shifted to SA rules if the corporate income tax
lower-tax rate is nominal CFC, CT and SA g
jurisdictions | With rgspect A for country A
to national A
welfare L
. 100% participation B
Experiment 8 C
Analysis of the losses in tax revenues 20% T A
if CFC and SA rules are not applied 0 oé)artmlpfangn B
and the tax rate is effective (aVOéTa;Scel g A? G c
A for country A
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As a result, for our computational
experiments we selected Russia as a par-
ent jurisdiction, Laos as a typical loyal
jurisdiction for opening subsidiaries, and
the British Virgin Islands (BVI) as a typi-
cal offshore jurisdiction. Instead of these
countries we could have used any other
countries corresponding to the given
types of jurisdictions since in this case
what matters is not the intricacies of tax
legislations of specific countries but the
key factors that determine TNCs’ behav-
iour and efficient policies in the sphere of
international taxation.

The purpose of our experiments was
to analyze the most relevant situations
in international taxation, first regarding
TNCs" economic interests and then, re-
garding the national welfare of the parent
jurisdiction. The series of experiments also
tested the efficiency of such key methods
of tax regulation of international capital
flows as CT, CFC and SA in different situ-
ations and in different combinations.

4. Modelling results and discussion

The results of the computational ex-
periments are shown in Table 3.

This table contains the description
of each experiment and the economic in-
terpretation of its results (regarding cor-
porate economic interests and national
welfare) as well as the information about
the net (of taxes) incomes allocated to dif-
ferent jurisdictions and the difference (A),
which is used to check the profitability
of investment, including the net income,
taxes and “grey” incomes shifted to an
offshore.

4.1. Efficiency of controlled transactions
(CT) rules

When the government resorts to such
tough measures as CT rules, it may be
detrimental to the economic interests of
TNCs (see Experiment 1 in Table 3).

As the results of our computational
experiments have shown, when CT rules
are not applied to the subsidiary, the net
income of the parent in home jurisdiction
(39.6 units) is slightly lower than the in-
come of its subsidiary in Laos (46.0 units),
which means that the parent company in
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Russia may be economically motivated
to establish a subsidiary in a loyal juris-
diction (Laos) and use it for its economic
activities — debit and credit operations. It
thus makes sense for the TNC to engage
in tax planning and benefit from the op-
portunities provided by the offshore ju-
risdiction (BVI) even though the nominal
rate of the corporate income tax in juris-
diction B (24%) is higher than in jurisdic-
tion A (20%).

It should be noted that the more ef-
ficiently the rules are enforced, the less
income is left to the company in the par-
ent jurisdiction since these funds are re-
distributed in the form of tax revenues
for the benefit of the government. Conse-
quently, the TNC becomes interested in
avoiding the CT rules through expanding
its activities in the loyal and offshore ju-
risdictions to the detriment of the parent
jurisdiction. For the government, CT rules
may turn into a source of problems since
instead of the extra tax revenues the result
might be the shrinking tax base and tax
revenue losses. This result appears even
more disappointing from the perspective
of national welfare since the country risks
losing capitals (which may entail losses of
jobs, production outputs and so on) and
tax revenues.

There is yet another important point
worth considering. As far as intangible as-
sets are concerned, CT rules usually prove
to be ineffective since accelerated digitali-
zation has been changing the principles of
price-setting, which means that TNCs will
always find ways of shifting a part of their
income and avoiding taxes through trans-
fer pricing of intangibles.

4.2. Efficiency of controlled transactions
and controlled foreign corporation rules
(CT+CFC)

For TNCs the introduction of CFC
rules in addition to CT rules (Experi-
ment 2 in Table 3) increases the negative
effect since, if these rules are imposed on
the subsidiary in the loyal jurisdiction, the
offshore company will be also subject to
these rules. The result is the fall in the sub-
sidiary’s income (redistributed in the form
of taxes for the benefit of the parent juris-
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Results of the computational experiments for the cases of Russia
(parent jurisdiction A), Laos (loyal jurisdiction B) and the BVI (offshore C)

Table 3

Total income

. net taxes .”gr ey’
mcomes mcomes
Scenarios Total includ- in- includ-
ing clud- ing repa-
total divi- total ing tax total triated
dends saving incomes
2 A 77.6| 39.6 00/-224] 00| 380 2.0
g 'S | Experiment 1 B 85.0| 46.0|  456/-246| 9.6 39.0 -1.0
£ | Abetween Aand B | -7.4| -64| -456| 22| -9.6| -1.0 -1.0
< | A 77.6| 39.6 00/-224/ 00| 380 -2.0
g £'| Experiment 2 B 631|241  23.7/-36.9|  0.0] 39.0 -1.0
S v A between A and B | 14.5| 15.5| -23.7| 14.5 0.0| -1.0 -1.0
5 p A | 63.0] 40.0 00| 23.0 0| 38.0 -2.0
59 without CFC | B 60| 45.6]  45.6| 14.4| -9.6| 39.0 -1.0
g c | 770 77.0
5.9 Experiment 3
£ A | 849 40.0 00| 449/ 00| 380 -2.0
530 CTand CFC | B | 381| 23.7| 237 144 00| 39.0 -1.0
2 %S c | 770 77.0
G A for A -219 0.0 00/-21.9/ 00/ 00 0.0
g—q g . | A |1038] 60.0] 39.6| 43.8] -0.7| 38.0 2.0
5 |2 100;;52?0- B | 192| 00| 00| 192 -127/ 390  -10
g 2 . Cc | 770 77.0
z Experimentd ), articipa- | A | 711] 283 79| 428] -01] 380  -20
g tion (avoidance| B | 51.8| 358/  35.8| 16.0| -10.7| 39.0 -1.0
<ZD of CECrules) | < | 770
A for A 327|317 317 10| -06 0.0 0.0
L le A 79.6| 79.6 00/-204| 00 00  -40.0
£ | |Experiment5 B 85.0| 46.0| 456/ -24.6| 9.6 39.0 -1.0
% _@ Abetween Aand B | -54| 33.6| -45.6| 4.2 -9.6/-39.0 -39.0
- |E A 79.6| 79.6 00/-204] 00 00  -400
£ | £ Experiment 6 B 625 625 625/-375 00| 00| -40.0
é o Abetween Aand B | 17.1| 17.1| -625| 171]  0.0| 0.0 0.0
E hout cpe | A 1010/ 800 00/ 21.0/ 00/ 00  -400
IS withou
2, S dSAinp | B | 600/ 456 456 144 -96 39.0 -1.0
a8 C | 390 39.0
f—)‘% Experiment 7 A |116.9| 80.0 0| 36.9 0.0, 0.0 -40.0
R FecTand 75 1831] 601 601) 230 00| 00  -400
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diction). In this case, the parent’s income
in home jurisdiction will remain the same
and will be 39.6 units while that of its
subsidiary in Laos will fall to 24.1, which
means that for the parent it is no longer
feasible to open a subsidiary in a loyal ju-
risdiction, that is, CFC rules are effective
in this case. Nevertheless, the same way
as with CT rules, the “grey” income shift-
ed to an offshore is not affected by these
measures and, therefore, in this case the
government fails to prevent profit shifting
and tax base erosion. Furthermore, if we
look at this situation from the perspective
of national welfare (see Experiment 4 in
Table 3), these rules do not give any ad-
vantage to the parent jurisdiction in com-
parison with the situation when CFC rules
are not applied since an increase in tax
revenues is compensated by the decrease
in the dividends from the subsidiary (re-
duced by the amount of difference be-
tween the tax calculated according to CFC
rules and the tax paid by the subsidiary in
the loyal jurisdiction and thus making it
possible for the TNC to claim tax relief un-
der the double tax treaty).

Moreover, we should remember that
there are means and ways of dodging CFC
rules. One of the ways widely used by
TNCs is to reduce the de jure (on paper)
participation of the parent in the subsid-
iary’s equity to the minimal required level
(in Russia - 25% or less), which is detri-
mental to the national welfare of jurisdic-
tion A as the dividends are attributed and
paid to other affiliates which buy shares
of the subsidiary or are residents of other
(usually offshore) jurisdictions.

Our calculations (see Experiment 4
in Table 3) have shown that if country A
imposes CT and CFC rules on the subsid-
iary while the TNC tries to dodge these
rules, the national welfare of A (the sum
of tax revenues and net incomes) will fall
by 32.7 units due to the drop in the net in-
come of the parent company (from 60 to
28.3) in the form of dividends from the
subsidiary (from 39.6 to 7.9). Losses in tax
revenues are 1.0 units. Thus, the appli-
cation of CFC rules in combination with
CT rules can bring some paradoxical out-
comes: instead of enhancing the country’s
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economic development through efficient
anti-base erosion measures, the govern-
ment may fail to increase the tax revenues
and at the same time face a massive out-
flow of capitals (due to increased hidden
incomes in off-shore jurisdictions - in this
case up to 77 units).

4.3. Efficiency of controlled transactions,
controlled foreign corporation and
secondary adjustments rules (CT+CFC+SA)

The application of CFC and SA rules
in relation to the offshore will push TNCs
towards moving back their now taxable
“grey” incomes from the parent’s opera-
tions with an offshore (see Experiment 5
in Table 3). On the one hand, if we look at
it from the perspective of national welfare,
it is an obviously positive result. On the
other hand, such policy encourages TNCs
to compensate for their losses by trans-
ferring some of their profits to offshores
through a loyal jurisdiction. At the end of
the day, this will mean that despite all the
harsh anti-base erosion measures applied
by country A in relation to the offshore,
the schemes of tax planning will still be
effective because the companies will be
realizing them through their subsidiaries
in loyal jurisdictions. In this situation, if
CFC and SA rules are not applied to the
subsidiary in a loyal jurisdiction, the net
profits of the parent in Russia (79.6) will
be considerably higher than the profits of
its subsidiary in Laos (46.0 units), which
means that by trying to return the hidden
income from the parent’s operations with
the offshore, country A increases its net
income. From the company’s perspective,
however, the net income of its subsidiary
in jurisdiction B (inclusive of “grey” in-
come) is 85,0 units, which makes a slightly
larger sum than the income of the parent
company. Moreover, about a half of these
funds will be accumulated in the offshore.
In other words, if there is only one country
engaged in the struggle (Russia) and this
struggle is directed only against offshores,
these efforts are doomed to failure.

As alogical next step, the government
of the home jurisdiction can impose CT,
CFC, and SA rules on the parent com-
pany’s subsidiaries in loyal jurisdictions.
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Chances are that such scheme would be
effective because in this case the TNC will
be unable to resort to tax planning as it is
bound by the law in all jurisdictions. As
Experiment 8 demonstrates, in the situa-
tion similar to that of Experiment 4, TNCs
can take measures to counter the govern-
ment’s efforts by de jure (on paper) reduc-
ing their participation in the capital of the
subsidiary in loyal jurisdiction B to the
level below 25%. Therefore, the govern-
ment of country A won’t be able to impose
CFC rules and, consequently, SA rules on
the subsidiary.

In this case, there will be a consider-
able decline in the welfare of territory A
(by 32.7 units) due to the fall in the net
income of the parent company (from 100
to 68.3). The losses in tax revenues of
the country in question will be 1.0 units
(41.8-40.8). Such negative effect can be
explained by the drop in dividends paid
by the subsidiary in loyal jurisdiction B to
jurisdiction A (from 39.6 to 7.9).

In other words, if higher-tax parent ju-
risdiction A (Russia) has rigorous anti-off-
shore legislation, the TNC will be tempted
to look for loopholes to avoid CFC and SA
rules and operate through loyal jurisdic-
tions (in our case Laos) and still enjoy the
opportunity of shifting its “grey” incomes
to the offshore (39.0).

Thus, in this scenario, a TNC has five
main alternatives to choose from:

1) to accept the “inevitable” and play
by the fair rules of the parent jurisdiction;

2) to try to partially compensate for
the losses incurred from the imposition
of these rules, for example, by using tax
planning schemes involving transfer pric-
ing of hard-to-value intangibles;

3) avoid these rules by reducing its
participation in subsidiaries and affiliates
to less than 25%, which is quite a big risk;

4) de facto reduce its participation in
the business to less than 25%, that is, all
but withdraw from active business;

5) leave this business altogether.

Which alternative the TNC will go for
depends on different factors. From the per-
spective of national welfare, the first and
second alternatives are more preferable but
they are not very likely to be the TNC's first
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choice. It all depends on the impact of other
factors, in particular how comfortable and
convenient it is for companies to operate in
the parent jurisdiction, whether the “rules
of the game” are short-lived or not, how
well protected are companies’ property
rights, how favourable is the business cli-
mate and how low are the transaction costs
for companies to remain competitive in the
home market and international markets. If
the transaction costs are too high and dam-
age the company’s performance, it will
probably choose alternatives 3-5, which
cannot be considered as a positive outcome
in terms of national welfare.

5. Conclusion

In the modern globalized economy,
measures to counter tax base erosion and
profit shifting to lower- or zero-tax jurisdic-
tions can often bring some unpredictable or
contradictory results, in other words, some
gain may also entail some loss.

Normally, when approaching this
problem, scholars justify the application
of such measures in relation to TNCs by
pointing out the revenue losses incurred
by national governments. However, if we
assess the efficiency of such measures not
from the fiscal perspective but from the
point of view of national welfare, it be-
comes evident that governments should
proceed with extreme caution. Reduction
of tax avoidance can be accompanied by a
decline in business activity and the shrink-
ing national tax base, which will naturally
hamper the country’s economic growth.

As the results of mathematical model-
ling and computational experiments have
shown, when seen from the perspective of
national welfare, CT rules, meant to cur-
tail tax base erosion, fail to provide the an-
ticipated outcomes when applied within
the extensive tax planning network, in
particular in the conditions of accelerated
digitalization. The same can be said about
the combination of CT and CFC rules. All
of the above casts doubt on the efficiency
of the whole system of countering income
concealment and tax base erosion used by
national governments.

It doesn’t follow, however, that any
attempts to improve or develop this sys-



ISSN 2412-8872

Journal of Tax Reform. 2019;5(2):148-165

tem need to be abandoned. What it means
is that punishments and prohibitions are
hardly a panacea, especially if there is a
lack of coordination in the efforts of na-
tional governments on a higher, interna-
tional level.

Therefore, the policy makers should
be concerned not only with improving
national mechanisms of countering base
erosion and profit shifting (the negative
stimuli) but, first and foremost, with cre-
ating positive stimuli - favourable condi-
tions for retaining the capital in the long
run such as a good investment climate,
low business transaction costs, economic
incentives for innovation based on terri-
torial and technological principles, and
so on.

The Russian government seeks to ad-
dress these problems by creating stimuli
for foreign investors, although there is still
along way to go in this respect since in the
Corruption Perceptions Index Russia is at
the bottom of the list.

As for international economic rela-
tions, the following recommendations can
be formulated. An efficient fiscal policy
should be aimed at a slow, gradual change
rather than at a radical breakthrough.

1. All the key policy measures should
be thoroughly tested before being imple-
mented and the reactions of economic en-
tities to these measures should be moni-
tored.

2. Another important requirement is
transparency in tax regulation: the lack
of transparency creates an atmosphere of
distrust and suspicion. In this case, inves-
tors will either find ways to avoid taxes
or leave the jurisdiction and/or business
altogether. Therefore, a fiscal policy, in the
way similar to a monetary policy and its

forward guidance tool [28], should ensure
efficient communication between the cen-
tral fiscal authorities and taxpayers about
the future course it is going to take.

3. It is important to enhance mutually
beneficial international cooperation in the
sphere of taxation based on the shared un-
derstanding of the fact that policies limited
to one national territory cannot be effective
in the modern globalized and digitalized
world where cross-border transactions in-
volving digital goods and services are be-
coming widely spread as well as the use of
loyal and offshore jurisdictions.

We would also recommend the Rus-
sian government to focus on the following
policy areas:

1) bring CT rules for digital transac-
tions in accordance with the BEPS require-
ments®, since CT are crucial for countering
transfer pricing - the core of tax planning;

2) extend CFC and CT rules not only
to offshores but also to loyal jurisdictions;

3) test and introduce SA rules in com-
bination with CFC and CT rules in the
Russian Federation;

4) lower the foreign dividend tax rate;
introduce exemptions from the additional
tax on unreturned dividends should they
be repatriated to Russia;

5) improve the mechanisms for iden-
tifying the real beneficiarity and enhance
international cooperation in this sphere.

If such principles and recommenda-
tions are implemented, they will stimulate
investment into Russian economy and
stimulate the country’s socio-economic
development in general.

8 OECD. BEPS Action 1: Address the Tax
Challenges of the Digital Economy. Public
Discussion Draft / OECD. 2014. 24 March-14
April.
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ABSTRACT

The article analyzes the impact of the 2009 VAT reform in China on investment and
employment. This reform was a key step in improving the VAT tax system in the
long term, and one of the key measures to structurally reduce taxes in response to
the global financial crisis in the short term. The data for this analysis were provided
by the “National Tax Survey” jointly conducted by the Chinese Ministry of Finance
and State Administration of Taxation. We measured the impact of the VAT reform
using the difference-in-differences method: we compared the difference between
the experimental group and the control group before and after the reform. There
were two kinds of organizations in our control group. The first kind consisted of
enterprises that did not pay the VAT and small-scale VAT-paying enterprises
that did not subtract the input taxes for fixed assets investment. The second kind
comprised organizations that had not been included in pilot experiments before 2009
and foreign-invested corporations that were allowed to deduct the input tax for fixed
asset investment before and after 2009. The experimental group consisted of ordinary
VAT-paying enterprises that had not been included in the pilot study before 2009 and
were affected by the 2009 reform. Our estimations lead us to the conclusion that the
VAT tax reform of 2009 significantly enhanced the companies” physical investment
in machinery and equipment, but had no impact on employment. When comparing
physical investment and employment in 2007 with 2008 and 2009, we detected
a downward trend, which may reflect the impact of the global financial crisis on
Chinese business. The total corporate profits and profit margins have little impact
on business investment and employment, while the asset size and the tax burden
show a significant positive impact. Thus, the reform significantly increased business
investment in fixed assets, but had no obvious effect on employment.

KEYWORDS
value-added tax reform, investment in fixed assets, employment, difference-in-
differences method
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AHHOTAIIMSI
B crarbe aHaM3MpyeTCs BIIMSHME pedOpPMbI HajIora Ha J00aBIeHHYIO CTOVMOCTS,
nposegenHon B Kurae B 2009 ., Ha MHBeCTUIINM M 3aHATOCTB. B monrocpouHoi riep-
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criekTMBe pedpopMa IOJDKHA ObUIa KapAMHAJIBHO YIIYUIIUTh HaJIOTOOOJIOKeH e 10-
0aBJIeHHOVI CTOVMMOCTY, @ B KPaTKOCPOYHOV — OTBETUTH CTPYKTYPHBIM CHVDKEHVIEM
HaJIOTOB Ha ITI00aIbHBIVI (PVHAHCOBBIV Kpusuc. Vicrionb3oBaHe! aHHble «Harrmo-
HaJIPHOI'O HaJIOTOBOTO MCCIIEOBAHMS» IIPOBOAVIMOIO COBMECTHO MIUHIMCTEPCTBOM
dunancos Kuras v I'ocyrapcrBeHHOV HajloroBoy agMmHMCTpauyen. BimsHme pe-
dopmbr HIC orieHMBaIOCE METOIIOM «Pa3HOCTB-B Pa3sHOCTSX», IyTeM CpaBHEHVI
9KCIIePUMEHTAILHOV VI KOHTPOJIBHOVI IPYIIIL O M II0CTIe pedpOpMBL. B KOHTpOJIBHYIO
IpyILy OBUIV BKITIOUEHEI [IBa BUIla OpraHm3auit. Bo-mepsrix, Herutaresbiyky HIC
VI MeJIKVe HaJIOrOIUIaTesIbIIMKY, He IIpuMeHstorye BbraeT sxogHoro HIC mo ma-
BECTVLIVSIM B OCHOBHOVI KaIllUTaJl. BO-BTOPBIX, OpraHm3alii, BKIIIOYeHHbIe B IIVUIOT-
HB1 9KcrtepuMeHT 110 HIIC mo 2009 r. m Kopriopalinm ¢ MHOCTPaHHBIMW VTHBECTVI-
LVSIMY, KOTOPBIM OBUIO pas3pereHO BBIYMTATh BXOISIINI HAJIOT IS MHBECTULIN
B OCHOBHOW Karmrai 1o u mocste 2009 r. B skcreprMeHTaIbHYIO TPYIITY BKJIIOYeHbI
oOprurere opraavsanym — wiaTensinyky HIIC, koTopsle He ObUIN BKIFOUEHBI B M-
storHbI 3KcepumeHT 110 HIIC 1o 2009 r., Ha xoTopeix pedpopma HIIC okasasia ceoe
Bo3zevicTBye. Ha ocHOBe IIpoBeneHHOV OLIEHKN OBUI CHeJIaH BBIBO, 4TO pedpopMa
HJIC 3HaumMTeIpHO yBeIM4IIa 00beMbl MHBECTUIINY B MaIllVHBL 1 000pyIoBaHe,
HO He OKa3aJla BO3[IEVICTBIS Ha 3aHATOCTb. [Ipu 3TOM, cpaBHeHMe dpu3myuecknx o0b-
emoB mHBecTmimn 1 3adsaTocT B 2007 11 2008-2009 rr. mmokasbiBaeT TeHIEHIMIO I10-
KasaTesievi K CHVDKEHIIO, UYTO OTpaykaeT BIVsSIHVIE Ha KMTaCKU OusHec r7100a/IbHOTrO
dunaHcoBOrO Kpmsuca. OOIIast KopropaTBHas NPUObUIb ¥ Map)KMHAJIbHAS IPU-
OBUTb MaJIo IIOBJIVISUIV Ha VIHBECTVILIVN VI 3aHATOCTh, B TO BpeMs KaK BeJIMYMHA aK-
TMBOB ¥ HaJIOTOBasl Harpy3Ka OKas3aJIil Ha HNX 3HaUNMTeIbHOe II0JI0KNUTEITEHOE BIIV-
stHvie. OCHOBHBIM BBIBOJIOM VICCIIEZIOBAHMS SIBJISIETCS TO, UTO pedpopMa IIOBJIMsIIa Ha
CYIIIeCTBEHHOE yBeJITdeHIe MHBECTIIINII OM3Heca B OCHOBHOW KallnTaJl, HO He OKa-

3aJIa 3aMeTHOI'O BJIVIAHNMA Ha 3aHATOCTDb

KITFOYEBBIE CJIOBA

pedopma Hasiora Ha H006aBIIeHHYIO CTOMMOCTE, MHBECTUIINY B OCHOBHEBIE CPEJICTBa,
3aHATOCTb, MEeTOJ], Pa3HOCTb-B Pa3HOCTAX

1. Introduction

Before 2009, China’s value-added tax
was different from that in other coun-
tries. In brief, China’s value added tax
(VAT) system was a production-type VAT
that did not allow the deduction of input
value added taxes for investment in fixed
assets. After many years of pilot experi-
ments starting in 2004, China introduced
on January 1, 2009 a nationwide VAT re-
form, which allowed business investment
input value added taxes in machinery
and equipment to be deducted from out-
put value added taxes, but not in plants,
buildings and other real estate.

On the background of 2009 VAT re-
form, this paper will figure out how the
tax policy change will affect enterprises
behavior. From a global perspective, val-
ue-added tax has expanded rapidly in just
65 years since its birth in France in 1954
and more than 140 economies have intro-
duced VAT [1, p. 1]. As the currently larg-
est tax category in China, VAT has under-
gone the process from pilot, establishment
to transformation during the 40 years.
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After the reform and opening up, in
order to establish a main tax system which
is compatible with the market economy,
China introduced the VAT pilot in 1979
[2, p. 64]. And in the second phrase of
“replacement of profit by tax” in 1984, the
value-added tax has been separated from
industrial and commercial tax. But the tax
base was only the sale of some industrial
products in the industrial sector.

In 1994, China implemented a tax-
sharing reform. At the same time, the
VAT tax system was formally established,
which expanded the scope of VAT and
adopted the system of invoice deduction.
This system allowed the raw materials and
other intermediate inputs to be included
in the VAT deduction chain but excluded
the enterprise’s fixed asset investment in-
put. However, this production-type VAT
was relatively rare in the world. Under
the national conditions in 1994, there were
two main reasons for the adoption of the
production-type VAT tax system [3, p. 37]:
one is to dampen the overheating econo-
my by restricting investment expansion;
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the other is to guarantee the stability of
fiscal revenue.

However, problems such as repeated
taxation, uneven tax burden, and sup-
pression of investment in fixed assets of
enterprises became increasingly promi-
nent in production-type VAT. It had al-
ways been an important task to change
the production-type VAT to the interna-
tionally accepted consumption-type VAT
in China’s tax reform. The government
followed the way of gradually-advanced
reform [3, p. 38]. In 2004, China began the
pilot reform of VAT in eight industries of
the three northeastern provinces. The spe-
cific method was to allow the enterprise
machinery and equipment investment in
the input tax to be included in the VAT
deduction chain. In 2007 and 2008, the
“VAT Transformation Reform” program
was promoted in 26 old industrial base
cities in six provinces of central China,
five cities in Inner Mongolia, and severely
affected areas by earthquake in Sichuan.
It can be seen that during this period, the
“VAT reform” pilot was a regional prefer-
ential policy. Since January 1, 2009, China
has fully implemented the “VAT Reform”
in all regions and industries across the
country. However, it should be noted that
China’s VAT reform has not completely
changed the VAT tax system to the inter-
nationally accepted “consumption-type
VAT”, which is mainly reflected in the
fact that the input tax on fixed assets in-
vestment in plants, buildings or other real
estates is still not allowed to be deducted.
So China’s VAT system after the reform
can only be called “half consumption-type
VAT” [4, p. 43].

After two years, the Chinese govern-
ment introduced a policy of replacing
the business tax with VAT. After the tax
reform in 1994, the value-added tax base
was mainly limited to the industrial sec-
tor, while most service sectors implemen-
ted business tax. For the VAT not covering
all industries, the breaking of VAT deduc-
tion chain and repeated taxation cannot
be ignored [5, p. 36]. In 2012, the replac-
ing BT with VAT reform was first piloted
in Shanghai’s transportation industry. In
August 2013, “one (the transportation in-
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dustry) plus six (six modern service indus-
tries)” pilot became a nationwide reform.
By the end of 2015, the tax base of VAT
covered all the service industries.

For the VAT reform of China, the re-
form of 2009 was China’s most important
tax reform in recent years. First, the pro-
portion of VAT tax revenue in China’s to-
tal tax revenue had been more than 40%
[6, p. 18]. Secondly’, the reform cut so
much tax revenue that in 2009 tax rev-
enue was estimated to drop by more than
140 billion, i.e. 2.35% of the total national
revenue. Moreover, the reform was a key
step in improving VAT tax system in the
long term, and one of the foremost mea-
sures to structurally reduce taxes in re-
sponse to the global financial crisis in the
short term.

What is the impact of the reform on
enterprises’ behavior, especially during the
global financial crisis? Did the reform pro-
mote the enterprises” fixed assets invest-
ment? Would it affect employment? All
these questions drew the attention of the
public and the Chinese decision-makers.

The paper is organized as follows. The
next section presents the literature review.
And the third section introduces the data
and the method of analysis. The forth sec-
tion of the paper presents the main results
and discusses the possible problems. The
last part concludes.

2. Literature Review

The impact of tax incentives for busi-
ness investment is a hot topic in the aca-
demic literature. According to the new
classical theory [7, p. 392; 8, p. 5; 9, p. 1306],
since tax policy changes the marginal
cost of fixed-asset investment, it signifi-
cantly affects business investment. Many
people tested this conclusion when some
countries changed their tax policies. Cum-
mins et al’s [10, p. 237] study on 14 OECD
member countries found that the conclu-
sion was valid for almost all countries.
Cummins, Hassett and Hubbard [11, p. 5]
used aggregate and macro-level data to
study the tax reform in the United States

1 Data source: http://www.gov.cn/20101h/
content_1550075.htm
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between 1962 and 1988, and found that
tax incentives had a strong impact on the
level of business fixed investment. House
and Shapiro [12, p. 35] studied the tax in-
centive policy by price data on 2002 bo-
nus depreciation in the United States, and
concluded that the policy noticeably in-
creased investment in types of capital that
benefited substantially from bonus de-
preciation and increase the employment.
Cohen, Hansen and Hassett [13, p. 465]
also found that the depreciation allow-
ances increases the incentive to invest
in equipment significantly. However, in
Hassett and Hubbard [9, p. 1338] and Au-
erbach and Hassett's [14, p. 248] overview
the conclusion differed depending on the
specific situation. And Yagan [15, p. 3531]
used corporate income tax data to test the
2003 dividend tax cut in US but found no
promotion effect on corporate investment.

Compared with a focus on the income
tax policy such as investment tax credits,
depreciation policy changes and addition-
al depreciation, VAT reform in China is to
increase business investment deduction in
the field of consumption tax. Before 2009,
China conducted a pilot VAT reform in
three provinces in the Northeast in 2004,
and in 28 cities in six central provinces
in 2007. Theoretically, this reform should
reduce the investment cost of machinery
and equipment, and thus promote corpo-
rate investment; plant and building invest-
ment may be accompanied by machinery
and equipment investment but may be re-
placed under tax incentive, so the impact
of the reform on plant and building type
investment is depend on the relative size
of expansion effect and substitution effect;
nevertheless because of the combined in-
come and substitution effects, the reform’s
impact on employment is controversial.
According to the CGE simulation analysis
of Chen et al [16, p. 29], the VAT reform
in China played a limited role in increas-
ing investment and had a great negative
impact on employment. While Li and Li
[17, p. 26] researched the 2004 pilot found
the tax reform pilot lowered the corporate
tax burden and increased the fixed-asset
investments. Nie, Fang and Li [18, p. 445]
studied the three northeastern provinces
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and found that there were both a signifi-
cant increase in the fixed-asset investment
and a decrease in the employment after the
reform. Nie and Liu’s finding [19, p. 1] on
the six central provinces revealed a signif-
icant promotion on both investment and
employment. Cai and Harrison [20, p. 23]
came to the conclusion that, while the re-
form seldom increased investment, it had
a great negative effect on employment.
Overall, there was a lack of consensus
about the impact of the VAT reform.

For the policy of “replacing BT with
VAT” in 2012, there are many empiri-
cal studies evaluating the effect of the re-
form recently. Business tax was the most
important source of tax for local govern-
ments, and the reform of “replacing BT
with VAT” would change the tax alloca-
tion pattern between central and local gov-
ernments [21, p. 46; 22, p. 6]). According
to the simulation of Input-output table, Li
and Fang [23, p. 33] found that the reform
will lead to significant reduction in tax rev-
enue of provincial governments if there is
no change on VAT sharing proportion. Shi
and Lou [24, p. 105] used the model of CGE
and concluded that the VAT policy had
played a positive role in China’s GDP and
would reduce energy consumption coeffi-
cient. For the tax reform effects on indus-
try, Liand Yan’s [25, p. 18] study on the tax
reform of the service industry found that
the tax cut effect promoted the upgrading
of China’s manufacturing industry. Chen
and Wang [26, p. 36] used the Chinese list-
ed company data to prove that “the replac-
ing BT with VAT” reform indeed promote
the specialized division of labor. Tian and
Hu [27, p. 29] found that the tax burden
of some industries that transformed from
business tax to VAT would still rise in the
long run. Tong, Su and Wei’s [28, p. 14]
study showed that company’s bargaining
power would lead to tax shifting and influ-
ence the effect of tax reform on enterprise’s
actual tax burden.

Contrary to the above studies, this pa-
per evaluates for the first time the effect
of the nationwide reform of 2009. Another
distinguishing feature of our research is
our data source. The previous research
was supported by the Chinese National
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Bureau of Business survey data, and our
data are the joint “national tax survey”
data from the Chinese Ministry of Finance
and State Administration of Taxation. The
data collects more information on corpo-
rate investment in fixed assets and can
clearly identify the corporations affected
by the policy.

3. Data and method of analysis

The data for this analysis come from
the “National tax survey” jointly collected
by the Chinese Ministry of Finance and
State Administration of Taxation. The sur-
vey collected information on production
and operations, fixed assets investment,
taxes, the financial situation and employ-
ment. After cleaning, we obtained a bal-
anced panel data from 2007 to 2009 of
about 230 thousand corporations a year.

As Nie, Fang and Li [18, p. 450], Nie
and Liu [19, p. 5], Cai and Harrison’s
[20, p. 11], we also use the difference-in-
differences method, i.e. we measure the
impact of VAT reform by comparing the
difference between the treatment group
and the control group before and after
the reform. There were two kinds of cor-
porations in our control group, one was
the non-VAT taxpayers and small-scale
VAT taxpayers that were irrelevant to the
subtraction of input taxes for fixed assets
investment, another was the corporations
that had been included in pilot experi-
ments before 2009 and the foreign-invest-
ed corporations, which were allowed to
deduct input tax for fixed asset invest-
ments before and after 2009. The treat-
ment group was the ordinary VAT-paying
enterprises that were not included in the
pilot before 2009 and were affected by the
2009 reform. The model specification is as
follows:

Y, = a+ Ppolicy, + pI'reat, +
+X0+n+n+¢,,
where y., is the company’s investment in
fixed assets (FAI) or the annual average
number of employees (EMP), policy,, is the
variable capturing the effect of policies,
that is, the product of the year dummy
for 2009 and the treatment group dummy.
The control variables X, include the size
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of enterprise assets (Assets), the total prof-
it (Profit), the profit margin (Profit rate)
and the tax burden rate (Tax rate). Among
them, the tax burden of enterprises is the
sum of all the taxes paid by the enterprise.

Except for fixed asset investment
(FAI), which is very special and can only
be obtained through complex calculations,
the above variables are directly available
in the “National Tax Survey” dataset or
can be obtained through a simple calcula-
tion. The previous papers using the data
from National Bureau of Statistics could
only get the fixed assets investment data
by taking the first differences in the fixed
assets balance. Thus we design four fixed
asset investment (FAI) indicators. This is
the unique character of our paper.

FAIl covers all the enterprise’s fixed
assets investment, FAI2 focuses on fixed
assets investment on operation, FAI3 and
FAI4 are somewhat the same as FAI2, but
they are only a part of FAI2, the former
pays more attention on machinery and
equipment, while the later cares more
about housing and building. Because the
2009 VAT reform is to allow enterprises to
deduct input tax of machinery and equip-
ment in operation, we can expect that the
FAI3 is the most important variable affect-
ed by the reform.

Another important point is that the
reform itself affects the book value of
the fixed assets. According to China’s ac-
counting system, relevant taxes and fees
are also included in the book value of the
fixed assets investment. For the corpora-
tion affected by the reform, the book value
of the fixed assets investment after 2009
loses the input VAT deduction. Therefore
we made an adjustment: the book value
in 2008 remains unchanged, the adjusted
fixed assets investment of the treatment
group in 2009 is calculated as follows: ad-
justed value = original value + “the input
VAT tax on import machinery and equip-
ment” + “the input VAT tax on domestic
machinery and equipment purchase”.

4. Main results

The main results of the estimation are
given in Table 1 and 2. Table 1 uses all the
data available, that is, it includes all the en-
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Table 1

Full sample estimation (units: thousand yuan for investment and persons for

employment)

Variables FAIl1 FAI2 FAI3 FAI4 EMP
Policy effect -2638.0 3301.3 3185.4* 115.9 -11.40
(-0.52) (1.50) (1.88) (0.10) (-1.48)
Treatment group dummy -331.6 -1733.6 -1523.1 -210.5 6.37
(-0.16) (-1.00) (-0.96) (-0.40) (0.98)
Year dummy for 2009 1807.9 -3194.8* -2644.6 -550.2 -11.63
(0.39) (-1.73) (-1.64) (-0.91) (-1.56)
Year dummy for 2008 -1320.0* -867.8 -496.7 -371.0 -10.99%**
(-1.89) (-1.32) (-0.90) (-1.18) (=5.16)
Profit 0.177 0.0934 0.106 -0.0131 0.00
(0.99) (0.71) (0.91) (-0.54) (1.45)
Profit rate -0.0936 -0.00847 -0.0321 0.0236 0.00
(-0.46) (-0.05) (-0.23) (0.81) (0.03)
Assets 11169.6*** 8891.3*** 4271.2%%* 4620.1* 59.50%**
(3.97) (2.98) (3.20) (1.93) (5.42)
Tax rate 65.05* 51.81* 24.02* 27.78 0.35**
(1.87) (1.68) 1.72) (1.38) (2.04)
constant -97302.0%%*| -74995.8***| -32904.4***  -42091.3* -345.4%%*
(-3.49) (-.64) (-2.72) (-1.82) (-3.26)
Number of observations 691469 691469 691469 691469 691469

Notes: Coefficients and f statistics are reported. Significance levels of 1%, 5% and 10% are represented

by ***, ** and * respectively.

terprises in the control group listed above.
As we can see from Table 1, it is only when
we use FAI3 to measure corporate invest-
ment in fixed assets that the impact of the
reform is significantly positive on invest-
ment, and the reform has little impact on
employment (EMP). Table 2 only includes
the enterprises in the industrial depart-
ment that are subject to VAT tax®

As is shown in Table 2, whether we
use FAI1, FAI2 or FAI3 to measure cor-
porate investment in fixed assets, the
impact of the reform is significantly posi-
tive, whereas there impacts on corporate
plant and building investment (FAI4)
and on employment (EMP) are not sig-
nificantly different from zero. With the
estimation, we get the conclusion that
the VAT tax reform in 2009 significantly
enhanced the company’s physical invest-
ment in machinery and equipment but
had no impact on employment. The con-
clusion regarding the impact on invest-
ment is almost the same as the findings

2 The industrial department includes manu-
facturing, electricity, gas, steam and air condi-
tioning supply, mining and quarrying, water
supply, sewerage, and waste management and
remediation.

by Nie, Fang, and Lie [18, p. 460] and Nie
and Liu’s [19, p. 14] findings, but differ-
ent from Cai and Harrison’s [20, p. 21]
study. When comparing physical invest-
ment and employment in 2007 with 2008
and 2009, we find a reduction in trend,
which may reflect the impact of the glob-
al financial on Chinese business. The total
corporate profits and profit margins have
little impact on business investment and
employment, while asset size and the tax
burden show a significant positive im-
pact. That the tax burden has a positive
effect on investment and employment is
counterintuitive. In our opinion, in Chi-
na, more tax may mean more glorious
prospects for the company?®.

Three questions could be raised to put
in doubt the positive effect of the VAT re-
form on physical investment in fixed as-
sets. First, is it because we adjust the book
value of the treatment group’s fixed as-
sets in 2009 that we get the above conclu-
sions? Second, is it because in the firms of
the treatment group investment in fixed

* In our survey, business managers and front-
line tax collectors and management staff provided
us with this view.
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assets just tended to increase in recent
years? Are the conclusions affected by the
fact that in our sample around 30% of the
corporations did not add any new invest-

ment in fixed assets?

In response to the first question, Ta-
ble 3 presents estimates obtained with the
data that have not been adjusted for the
book value in 2009. We find that the con-

clusions still hold. In addition, whereas

Table 2
Estimation based on industrial department data
(units: thousand yuan for investment and persons for employment)
Variables FAI1 FAI2 FAI3 FAl4 EMP
Policy effect 4602.6** 4630.1** 3422.0%* 1208.0 -1.02
(2.41) (2.44) (2.33) (1.51) (-0.22)
Treatment group dummy -2560.3 -2267.0 -2207.7 -59.36 -1.61
(-1.26) (-1.16) (-1.21) (-0.17) (-0.27)
Year dummy for 2009 -5849.0%**  -4880.5***|  -3503.7*** = -1376.8*** -29.36%**
(-4.14) (-3.42) (-2.82) (-3.44) (-6.51)
Year dummy for 2008 -2671.1%** -1944.4** -1155.1 -789.3** -13.47%*
(-2.82) (-2.09) (-1.45) (-2.04) (-6.15)
Profit -0.218 -0.224 -0.179 -0.0445 0.00
(-1.16) (-1.18) (-1.19) (-0.78) (0.94)
Profit rate 3.581 2.294 1.646 0.648 0.02
(0.54) (0.35) (0.31) (0.34) (1.03)
Assets 15793.9%%* | 14235.5*** 9872.0%** 4363.5** 67.41%*
(5.36) (4.93) (6.41) (2.46) (9.84)
Tax rate 1914.8%** 1799.6*** 1254.5%** 545.2%* 747
(3.51) (3.40) (3.74) (2.09) (4.25)
constant -132899***| -120219.0***| -80944.9***|  -39274.1** -369.5%**
(-4.77) (-4.41) (-5.73) (-2.29) (-5.47)
Number of observations 405188 405188 405188 405188 405188

Notes: Coefficients and t statistics are reported. Significance levels of 1%, 5% and 10% are repre-

sented by *****, *

Table 3

Estimation without adjusting the fixed-asset input tax of the treatment group in 2009
(units: thousand yuan)

Variables Full sample VAT general taxpayer in industry sector
FAI3 FAIl1 FAI2 FAI3 FAI4

Policy effect 2614.0 3951.8** 3979.2** 2771.2* 1208.0
(1.55) (2.07) (2.10) (1.89) (1.51)

Treatment group dummy -1543.0 -2541.2 -2247.9 -2188.6 -9.36
(-0.97) (-1.26) (-1.15) (-1.20) (-0.17)

Year dummy for 2009 -2633.9| -5807.1***| -4838.6***| -3461.8*** -1376.8***
(-1.63) (-4.11) (-3.39) (-2.79) (-3.44)

Year dummy for 2008 -496.0| -2638.6"**|  -1911.9** -1122.6 -789.3**
(-0.90) (-2.79) (-2.05) (-1.40) (-2.04)

Profit 0.106 -0.215 -0.221 -0.177 -0.0445
(0.90) (-1.15) (-1.17) (-1.18) (-0.78)

Profit rate -0.0319 3.450 2.163 1.514 0.648
(-0.23) (0.52) (0.33) (0.28) (0.34)

Assets 4191.8***|  15503.6***| 13945.2%** 9581.7%** 4363.5**
(3.15) (5.27) (4.84) (6.24) (2.46)

Tax rate 24.19* 1869.2%** 1754.0%** 1208.8*** 545.2%*
(1.71) (3.46) (3.35) (3.67) (2.09)

Constant -32118.3***| -130113***| -117433***| -78159.1%** -39274.1**
(-2.66) (-4.67) (-4.31) (-5.54) (-2.29)

Number of observations 691469 405188 405188 405188 405188

Notes: Coefficients and t statistics are reported. Significance levels of 1%, 5% and 10% are represented

by ***, ** and * respectively.
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the coefficient of the tax policy is insignifi-
cant for the full sample, it is significant for
the sample of the ordinary VAT-paying
enterprises and in the industrial depart-
ment. This shows that the adjustment of
the book value of the treatment group in
2009 is not what is generating the result

that value-added tax reform promotes
business investment.

In response to the second question,
we have used the 2007-2008 data to redo
what has been done in Tables 1 and 2.
Table 4 uses the data that removed the ob-
servations in 2009. The policy variable is

Table 4

Estimation with 2007-2008 data (units: thousand yuan)

Variables Full sample VAT general taxpayer in industry sector

FAIl FAI2 FAI3 FAIl FAI2 FAI3
Policy effect 491.2 650.1| 1177.1 866.5 200.7 734.6
022)] (0.28) (0.58) (0.33) (0.07) (0.30)
Treatment group 220.5 224.3 72.67 -333.4 368.0 -250.6
dummy (0.11)] (0.12) (0.04) (-0.15) (0.17) (-0.13)
Year dummy for 2008 -897.7| -693.4| -998.5 -3669.4 -2369.8 -2349.8
(-0.51)| (-0.40)| (-0.67) (-1.52) (-0.96) (-1.07)
Profit 5135.2| 4786.5| 2490.6| 16665.4***|  15253.9***  12787.9***
(1.57)|  (1.46) (0.84) (6.42) (5.83) (5.33)
Profit rate 0.280 0.224 0.191 -0.383* -0.384 -0.408*
0.87)]  (0.69)] (0.64) (-1.67) (-1.63) (-1.88)
Assets -0.213| -0.170| -0.145 14.82 14.40 19.62
(-0.86)| (~0.70)| (-0.64) (0.76) (0.73) (1.00)
Tax rate 277 .4 264.8 138.6 1963.5%** 1820.5%** 1559.2%**
(1.14)]  (1.10)  (0.73) (2.93) (2.85) (2.78)
constant -41236.9| -38905.7| -18260.8|  -141537***|  -130642***| -108435***
(-1.44)| (-1.36)| (-0.71) (-6.04) (-5.57) (-5.05)
Number of observations| 452143| 452143| 452143 265245 265245 265245

Notes: Coefficients and t statistics are reported. Significance levels of 1%, 5% and 10% are repre-

sented by ***, ** and * respectively.

Table 5

Estimation with Logit model (units: thousand yuan)

Variables FAIl FAI2 FAI3 FAI4
Policy effect 0.689***| 0.690***| 0.688***| 0.688***| (.723***| (.723*** 0.013 0.013
Q7.60)) (27.61)] (29.97) (29.97) (3252)] (3252)| (051))  (0.50)
Treatment -0.344*%*%| -0.343***| -0.298***| -0.298***| -0.264***| -0.264***|  -0.019| -0.019
group dummy | (-9.07)| (-9.07) (-846) (-846) (-7.72) (-7.72)| (-047) (-0.47)
Year dummy | -0.621***| -0.622***| -0.365***| -0.365***| -0.0148| -0.0151|-0.825***| -0.827***
for 2009 (-26.62)| (-26.64)| (-17.16)| (-17.17)| (-0.72)| (-0.74)| (-34.41)| (-34.46)
Year dummy | -0.203***| -0.203***| -0.106***| -0.106***|  -0.017| -0.017*| -0.224***| -0.226***
for 2008 (-17.85)| (-17.88) (-9.85)| (-9.87) (-1.63) (-1.65) (-18.68) (-18.76)
Assets 0.543*** | 0.549***| 0.501***| 0.504***| 0.472***| 0.474*** 0.577*** 0.588***
(30.36)| (30.16)| (28.90)| (28.72) (27.11)| (26.97) (25.19) (25.30)
Profit 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
071)|  (070)) (1.08)] (1.08) (142)| (1.42)| (-013) (-0.17)
Profit rate 0.001*|  0.001* 0.000 0.000 0.000 0.000 0.000 0.000
(1.66)|  (1.66)| (1.56)] (156) (1.19) (119) (0.46)| (0.45)
Tax rate 0.015* 0.010 0.009 0.057%*
(1.79) (1.08) (1.04) (2.83)
Number of 144946| 144946, 161684| 161684| 172401 172401, 125312 125312
observations

Notes: Coefficients and t statistics are reported. Significance levels of 1%, 5% and 10% are represented

by ***** and * respectively.
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now defined as the product of a dummy
variable in 2008 and a dummy variable
for being in the treatment group. We find
that no matter which sample we use and
which type of fixed asset investment we
consider, the regression results are not
significant, some factors are even reversed
and become negative. It shows that the
second objection does not hold.

For the last question, we use the
Logit model to analysis the impact of the
2009 VAT reform on corporate fixed as-
sets investment. If there are newly added
corporate fixed assets, FAI is assigned
the value 1, otherwise it is 0. The policy
regression coefficient in this model rep-
resents the impact of VAT reform on the
log odds ratio that a corporation will in-
vest in fixed assets. As can be seen from
Table 5, the VAT reform in 2009 increased
significantly the probability of fixed assets
investment but shows no significant effect
on the investment on fixed assets such as
plant and building (FAI4).

5. Conclusion

In this paper we used “National Tax
Survey” enterprise data to evaluate the im-
pact of China’s nationwide VAT reform in
2009 on enterprise fixed-asset investment
and employment. Our conclusion is that
the VAT reform in 2009 significantly in-
creased business investment in fixed assets
but had not much effect on employment.
Specifically, the reform mainly enhanced
the investment in fixed assets for operation
such as machinery and equipment, but not
the investment in plants and buildings.

According to our study, the VAT re-
form in 2009 is not only a critical step in im-
proving the Chinese tax system, but it also
played an important role in fighting the
global financial crisis. Meanwhile, as the
renovation of machinery and equipment is
an important way for firms in developing
countries to achieve technological prog-
ress, the VAT reform is also conducive to
China’s structural transformation.
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TpeboBaHUA K cTaTbAAM, NyOAMKYEMbIM B )XypHaAe
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Tpe6oBaHUA K CTPYKTYpE U COAEP)KAHUIO CTaTbU

1. Crarps, ipefcTaBIsieMast TS Ty OTMKanvwy, JO/DKHa 00JTafaTh HOBU3HOV, OBITH
CaMOCTOSITE/ILHBIM, 3aBePIIEeHHBIM, XapaKTePU3YIOIIMCS BHY TPEHHVIM €IVIHCTBOM VIC-
CIIeoBaHMeM aKTyaIbHOV IIPO0OJIeMbl, CBSI3aHHOVI C HAJIOTOBBIMI pedpopMaMI1 Ha MeX-
IYyHapOIHOM M HAllMIOHAJILHOM YPOBHSIX.

2. TexcT cTaThy cjleflyeT CTPYKTYPHO pa3OmBaTh Ha pasjiesibl C 3arojIoBKaMu, oTpa-
JKaroIrye:
aKTyaJTIBHOCTBH TEMBI VICCIIEITOBAHVISE;
CTeTIeHb M3Y4eHHOCTV U TIPOPabOTaHHOCTY TTPOOIeMET;
IIpeyiaraeMble MeTObI, IIOIXOMbI U VIX OPUITIHAIBHOCTE;
aHaJIN3 II0JTy YeHHBIX Pe3yJIbTaTOB;

® OCHOBHBIE BBIBOIIBIL, 000OIIIaIOIINe II0JIyUYeHHble Hay4uHble pe3ysIbTaThl, a TakKe
o0o3HauaroIVe HarlpassIeH Vs TaJIbHeIIINX MCCIIefIoBaHmIA 10 ITpobsieMe.

3. CraTpd IOJDKHa cofieprKaTh WITIOCTPATUBHEBIV MaTepuasl, J1eMOHCTPUPYIOIII
pe3yJibTaThl CCIIeIOBaHIA.

MpaBuna opopmMmaeHUA cTaTbU

1. Texct craTbyt HaOMpaeTcs B TeKCTOBOM pemakTope Microsoft Word m coxpamsror-
cst B popmare .docx.

2. ITpu Habope HeOOXOIMMO YUMUTHIBATE CIIeAyIOIIee:

e dopmar smmcra — A4;

e mpudpt — Times New Roman; pasmep ocHoBHOro Tekcra — 14 nr., Bcriomora-
TEJIBHOTO (aHHOTALWS, KIIIOYeBble CJIOBa, TaOJIMIIBL, PUCYHKM, JIuTeparypa) — 12 mr.,
MOCTPaHUYHBIX CHOCOK — 11 1IT.;

® MEXCTPOYHBIVI MHTEPBAJI — OAMHAPHBIV;

e dopmaTupoBaHMe — IIO IIVPUHE;

e absarHem orcryn — 1,25 cm;

e oyt — 20 MM cO Bcex CTOPOH;

® HyMeparys — BHU3Y CTPAHMIIEL

3. O0pem cTraThy He MeHee 18-25 cTpanwMII,

4. Cratpd [HO/DKHa coflepXKaTh Cileflylolue 3jeMeHThl, 0popMIeHHbIe B COOTBET-
CTBUM ¢ TpeOoBaHMAMM KXypHasia (cM. oOpaser] o(popMIIeHNs CTaTh):

o yHmekc YIK;

e JEL xompr;

® 3arjlaByie CTaThbl Ha PyCCKOM V1 @HIJIMVICKOM SI3BIKaXx;

e yHdOpMaIMIo 00 aBTope (ax) Ha PyCCKOM M aHIJIUVICKOM sI3bIKax;

® aHHOTAITMIO Ha PyCCKOM U aHIJIUVICKOM SI3BIKaX;

e 5-10 KIIOUeBbIX CJIOB HAa PYCCKOM U aHIJIMIICKOM $I3bIKaX;

® CITMCOK WCITOJIb30BaHHOV JTnTepaTyphl (References);

® CCBUIKM Ha JIMTepaTypy, odOopMIeHHble COIVIACHO CIMCKY JIMTepaTypbl B KBa-
I paTHBIX CKOOKax.

5. Bce aieMeHTHI, IlepeurciieHHbIe B II. 4, YKa3bIBAIOTCS CHavdala Ha aHIJIMIICKOM
SI3bIKe, a 3aTeM Ha PYCCKOM $I3BIKe.

PekomeHAQUUU NO NOArOTOBKE aHHOTALUU CTaTbU
AHHOTaIMS SBJIA€TCS MCTOYHMKOM MHMOPMany O COfepKaHWMI CTaTby I M3JI0-
JKEHHBIX B HeTl pe3yJIbTaTaX VCCIIedOBaHA.
1. AHHOTaIVIA BBIIIOJIHSAET CilelyoIue pyHKITNN:
® JjaeT BO3MOXXKHOCTb YCTaHOBUTH OCHOBHOE COIlep>KaHWe CTaThV, OIpeeInTh ero
PeJIeBaHTHOCTD U PeILNT, CJIeflyeT JI1 o0paIlaThCs K IIOJIHOMY TeKCTY CTaTbl;

177



Journal of Tax Reform. 2019;5(2):177-180 ISSN 2412-8872

e IperocTaBisieT MHAOPMAIIMIO O CTaThe W yCTpaHseT HeoOXOMVIMOCTh UTeHMs
ITOJIHOT'O TeKCTa CTaThM B CJIydae, eCjli CTaThsl IIPe/iCTaBJIseT IS YnTaTesIs BTOpoCTe-
IEeHHBIV HTEepec;

® VICIIOJIb3yeTcsl B MH(OPMAaIIMOHHBIX, B TOM UMCIIe aBTOMAaTU3MPOBAHHBIX, CHCTe-
Max J1jIs IIOMCKa HeoOXOIMMBIX cTaTelt 1 MH(OpMaIin.

2. AHHOTALIM K CTaThe JOJDKHA OBITh:

o yHpOPMaTMBHOM (He Coflep>XaTh OOIIMX CIIOB);

® OpuUrMHAaJIbHOW,

® comep)KaTeIbHOV (OTpakaThb OCHOBHOE COIepKaHVe CTaTbV VI pe3yyIbTaTbhl VC-
CJIeJIOBAHMIA);

® CTPYKTypMpPOBaHHON (CjIe10BaTh JIOTMKe OIMCAaHUsA pe3ysbTaToB B CTaThe
VI pasfesleHHOV Ha II03aroJjIOBKN: IIeJIb MICCIIeOBaHMs, METOIbI, pe3ysIbTaThl, 3a-
KJIIOYUEHIS);

® KOMITaKTHOW (YKJla/ibIBaThcsl B 00beM oT 200 mo 250 ci1oB).

3. AHHOTaIs BKITIOYAeT CJIeyIOIe aclleKThl COIePKaHs CTaThI:

® IIpe[MeT, I1eJIb MCCiIeqoBaHs (YKa3bIBalOTCS B TOM CJIydae, eciIvt OHV He SICHBI U3
3aryIaBuis CTaTbI);

® MeTOJI, VTN METOZ0JIOI VIO IIPOBefieH s paboThI (LieriecooOpa3HO OIVCHIBATh B TOM
cJIydae, eciIv OHV OTJIMYAIOTCS HOBU3HOV WIIN IIPEICTaBIISAIOT MHTepeC ¢ TOUKN 3peHvis
TaHHOVI paboThL. B pedeparax craTeri, ONMCHIBAIOIINX SKCIIEPUMeHTaIbHbIE PabOTHI,
YKas3bIBafOT VICTOYHVIKI JTJAaHHBIX V1 XapaKTep nx 00paboTkm);

® pe3ysIbTaThl PaboThI (OIMCHIBAIOTCS IIpeIeIbHO TOYHO U MHpopMaTuBHO. [Tpn-
BOJISATCSI OCHOBHBIE TeOpeTrdecKye ¥ KCIepyMeHTaIbHble pe3ysIbTaThbl, (paKTidecKye
IaHHbBIe, 0OHapy>XeHHbIe B3aVIMOCBS3IL M 3aKOHOMepHOoCTI. [Tput aToM oTHmaercs mpen-
IIoYTeHe HOBBIM pe3yiIbTaTaM U JaHHBIM [I0JIFOCPOYHOIO 3HAYeHVIs, BAXKHBIM OTKPBI-
THUSIM, BBIBOJIaM, KOTOPbIe OIIPOBePraloT CYIIecTBYIOIIe TeOPUN, a TakKe JIaHHBIM, KO-
TOpbIe, II0 MHEHWIO aBTOPa, MMEIOT IIpaKTIIecKoe 3HaYeHe);

e o0J1acTh IpMMeHEeHIs pe3ysIbTaToB;

® BBEIBO/BI (MOTYT COIPOBOXKIIATHCS PEKOMEHIAMVISIMY, OLIeHKaMV, IIPeJJIOKeHs-
MM, TYIIIOTe3aMVI, OLVICAHHBIMM B CTaTbe).

4. B TeKCTe aHHOTAIIVN CJIeAyeT YIOTPeOIIATh CHTaKCYecKr e KOHCTPYKIIV, CBOVI-
CTBEHHBIEe SI3bIKY Hay4YHBIX M TEXHUYECKMX JJOKYMEeHTOB, M30eraTh CJIOKHBIX IpaMMaTH-
9ecKVIX KOHCTPYKINIL. TeKCT ToJDKeH OT/INYaThCsl 9eTKOCTBIO (POPMYIIMPOBOK 11 COIlep-
JKaTh TOJIPKO 3HauMMYylo MHpopMalinio. CBefeHms, cofeprKalliyiecss B 3aIjlaBUi CTaTbl,
He JIOJDKHEBI IIOBTOPATLCS B TeKCTe aHHOTAIMM. B Helt ciefyeT IpuMeHsITh 3HauMMble
CJI0Ba M3 TeKCTa CTaThL.

PekomeHaauuu no Bbl60py KAKOYEeBbIX CAOB

1. KiroueBble cj10Ba BBIPaKalOT OCHOBHOE CMBICIIOBOE COep KaHIe CTaThbl, CIIyXKar
OPMEHTMPOM JIJISI YATATEIIS U VICIIOIIB3YIOTCS [JIsI TIOVICKA CTaTell B 3JIEKTPOHHBIX Dasax,
IIO3TOMY JIOJDKHBI OTpakaTh IVICIIUIUIMHY (00J1acTh HayKM, B paMKaxX KOTOPOVI HalIvca-
Ha CTaTbhs), TEMY, L1eJIb 11 OOBEKT MCCIIeIOBAHVIS.

2. B xkayecTBe KIIIOYEBBIX CJIOB MOTYT MCIIOJIb30BAThCS KaK OFVHOYHBIE CJIOBA, TaK 1
CJIOBOCOYETAHMS B eIMHCTBEHHOM 4McIe U VIMeHUTeILHOM najexe. KojmmuecTBo 0B
BHYTPU KITIOUeBOV (Ppaskl (CTTIOBOCOYETaHM) MOXeT OBITh He Dortee Tpex.

3. OcHOBHBIE IPVHIIATIBI TTOI00Pa KITFOUEBBIX CIIOB:

e TIpuMeHsTITe 0a30BBle TEPMIUHBI BMeCTe ¢ Oorlee CJIOKHBIMU (OyXTraaTepCKuii
y4eT OCHOBHBIX CPEJICTB, OyXTaJITepCKIUIL YUeT, OCHOBHBIE CPeZCTBa); IIOBTOPHI M CU-
HOHUMEI (TPY30Bble IePeBO3KIM — TPAHCIOPTHAs JIOTUCTUKA, OpraHM3allns IIepeBo-
30K — JIOTMCTHKA);

® He VCIIOJIB3YMTe CIIMIIIKOM CJIOXKHEIE CJIOBa (CJIOBOCOYETaHVs, B KOTOPBIX IIPVBO-
ImTcs OOIbIIIe Tpex CJIOB, Yallle BCero MOXKHO pa3OmTh Ha HECKOJIBKO KITIOYEBBIX CIJTOB
(obpaboTka 1 aHAIIM3 JaHHBIX — 00pPabOTKa JTaHHBIX, aHAJIN3 JIAHHBIX)); CJIOBA B KaBbIU-
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kax (OAO «VpkyTcksHepro» — VIpKyTCK3Hepro); csioBa C 3ansTeIMM (paKTOpPHI, ompe-
HeJISIolIVe KauecTBO — (haKTOPBI KayecTBa, OIlpesiesIeHNe KayecTBa);

® KaXjoe KIIIOUeBOe CJIOBO — 3TO CaMOCTOSATEIbHEIVI teMeHT. Kimoueprre ciroBa
HOJDKHBI IMETh COOCTBeHHOe 3HaueHVIe (JelIoBeIecKii KalliTaJl, ero OIjeHKa — JesIoBe-
YecKuyi KalluTal, OlleHKa YeJIOBeUeCKOro KaluTaia).

PekoMeHAALUU N0 0POPMAEHHUIO CCLIAOK Ha UCMOAb30BaHHYIO AUTEpaTypy

1. Hymepanus B cricke JIMTepaTy phl OCYILeCTB/ISeTCs 110 Mepe LuTuposanmst. [Tpn
IIOBTOPHOM LVUTVIPOBaHMM MCTOYHMKA €My IIpUCBavBaeTcsi HOMep IepBOHAYaIbHOTO
LUTUPOBAHVISL.

2. CcpUIKM Ha VCIIOJIb30BaHHYIO JIMTepaTypy HPUBOIATCSA B TeKCTe B KBaJpaTHBIX
cKoOKax ¢ yKazaHMeM B HVX HOMepa MCTouHMKa 110 CIMCKY VCIIOJIb30BaHHOM JINTepa-
TYPBI I CTpaHUIIBI IUTUpPYyeMoro dparmenTa, Hamp.: [5, c. 115].

3. B opurunaibHON HayYHOM CTaThe HeoOXOIMMO yIioMMHaHMe He MeHee 25-40 vic-
TOUYHVKOB, MMEIOIINX aBTopa, B Hay4HoM o03ope — 50-80, B ToM umciie He meHee 50 %
VICTOYHIMKOB Ha MHOCTPAaHHOM si3bIKe. PeflakiiMoHHast KojUIerusi peKoMeH/IyeT IUTUpPO-
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