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Abstract

The approach of fiscal policy in Romania covering both macroeconomic issues, implementing a
certain philosophy fiscal budget to maximize the role of general government revenue in order to
improve the function of redistribution and social issues, psychology, influence consumer by fiscal
levers, focusing on the behavior of aggregate demand. From this perspective, this document
addresses the pact between the consumer behavior and etatist behavior regarding fiscal

philosophy and its implications for tax redistribution function.

1. Introduction

Tax policy in Romania is defining for functionality of
the economic system as a whole, both in terms of the
economic agent duties and taxes payer and from
consumer's perspective, being commonly recognized
that most revenue collection in Romania, unlike other
European states come from indirect taxes or levies on
consumption of economic goods. This requires
considerable labor tax burden, creating pressure on
real income or on purchasing power and thus to meet
the demand.

Current actions, to flexibilise the fiscal policy are
part of a broader reform process with the aim to get to
the surface of the economic document income of the
gray and black area of economy for the benefit and for
the renewal of Romanian economic system. Current
changes looming in fiscal policy are designed to
stimulate economic activity as a provider of welfare and
prosperity, access to these goals for every citizen being
possible through an improvement of the collection
process following onerous payment legitimate amount
of tax.

2. Literature review

It is argued (Gramlich, 1999) that it is critical that
fiscal policy delivers its stimulus in a ,timely, targeted
and temporarily” manner to achieve quickly enough
politically advantages in good times to preserve fiscal
sustainability. The current approach of fiscal policy is to
almost exclusively focus on the study of optimal
taxation that minimizes tax wedges and maximizes
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fiscal revenue (Gali, Lopez-Salido, Valles, 2007)!. Wolff
(2012) advocates a euro area fiscal capacity of up to 2
per cent of euro area GDP to large output gaps for
stabilization of asymmetric shocks at the level of
national budgets. Additionally, a borrowing capacity
would allow to address to area-wide recessions and to
serve as a fiscal backstop for banking crises?. Bénassy-
Quéré (2014) recommend moving forward with the
common consolidated corporate tax base project at the
EU level, possibly under enhanced cooperation; the
financial sector is seen a particularly useful nucleus of a
common approach to broader corporate income
taxation.

3. Methodology of research

The paper does a dissertation on the necessity of
reforming fiscal policy in order to stimulate economic
activity, favoring growth processes of investments,
creation of jobs through flexibility, adaptability and
accuracy.

4. The tax burden, element of rejection of fiscal
policy

In Romania, economic activity is strongly affected
by the tax burden, which is actually a consequence of
the high level of underground economy in GDP.
Reducing legal tax rates in conditions of a budget which
collects revenue located less than a third of GDP
compared to a European average of 45% of GDP
cannot be done without a considerable increase in the
level of revenue collection. Increasing the number of
taxpayers will be subject to the conditions set already,
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namely when public benefits obtained from the process
of taxation expense will exceed actual taxation in terms
of economic utility.

Taxation of labor is an operation which results in the
generation of revenue by the state in order to support
social assistance through income redistribution
phenomenon in society. Obviously, the revenues are
obtained from both production factor labor exploitation
and from combining it with capital production inputs,
nature or production neo-factors in economic activity,
which requires a deposit of state revenues from direct
taxation - if economic activity is onerous, lawful and
esoteric in relation to indirect taxation. Taxation
involves "identifying" an algorithm through which
taxpayer's satisfaction to exceed the tax burden by
reference to the utility of public goods, the result of the
collection of revenues. Otherwise, the tax is evaded,
rejected, with ripple effects on the whole society, from
failure of the process of social assistance , up to
reduction of investment flows, with direct consequences
on employment levels and supporting purchasing
power.

From the point of view of the taxpayer employee is
a considerable burden on labor, even if the flat is small
at European standards (single rate of 16% is the third
lowest level of taxation in Europe, after Bulgaria with
10% and Lithuania with 15%), low taxes on labor is
actually very high in Romania: the rate of VAT is one of
the largest in Europe (third highest after Hungary with
27%, Sweden and Denmark with 25% ), while the share
of social security contributions is the 8th largest in
Europe. Thus, we consider that it is essential to reduce
taxation on labor, while the contribution of labor to
potential GDP should grow significantly in the following
years to accelerate the process of real convergence of
the economy.

Romania is based on indirect taxation, therefore
consumption tax revenues are higher than the
European average. The implicit tax rate (defined as the
ratio of actual revenues collected for a specific type of
tax and the corresponding tax basis macro) stood at
20.9% in 2012, up 1.1 percentage deck above the
European average. The proportion of labor taxes in
GDP is 11.3%. Between 2000 and 2011 it decreased
by 2 percentage points, but then, in 2012, it increased
by 0.1 points. The default rate of taxation on labor was
30.4% in 2012, below the European average of 36.1%.

The need to stimulate labor, both as economic
value, creating economic competitive goods and also
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as a basis for increasing the tax base, requires
investment in training, deepening specialization in line
with requirements of the businesses in order to
increase economic competitiveness of goods produced,
as argument for income generation in society.

The financial crisis has impacted the economies for
reaching the target in various ways. First, the financial
crisis obliged many governments to introduce tough
fiscal consolidation measures, prioritizing other issues
over R&D, technology, educational or medical system.
In 2012 the share of public know-how expenditure in
total government spending was lower than in 2007 for
half of the EU member states® . The necessity to
balance expenditure on innovation against expenditure
on other policies, is very important to improve or
consolidate the standard of life, the quality of growth.

Second, the drop in economic activity put even
more emphasis on the need to find new sources of
growth. Innovation is such a source - and one which is
underutilized in Europe: recent evidence suggests that
European firms have significantly lower rates of return
in R&D than American firms (Cincera and Veugelers,
2014).

Thus, the structure of taxation in Romania has

certain peculiarities, as follows:

= Prevalence of revenue from indirect taxes (in
2012 represented 47.2% of tax revenues,
compared to 34.5% in Europe) than in receipts
from social security contributions (in 2012
represented 31.2% versus 32.4% in the EU)
and direct tax receipts (in 2012 represented
21.6% versus 33.4% in the EU)

»  Asymmetry in the distribution of proceeds from
the central budget and local budgets, with
negative repercussions in the economic
support of local projects necessary for regional
functionality and development (63.5% of
revenues collected are for the central budget,
compared to only 3.6% of revenues collected
are for local budgets);

» Maintain parity with the EU average in terms
of allocation of budget revenues to funds for
social assistance: 32.2% of tax revenues,
while the European average is 32.0%.

»  Moderate upgrading compared to the average
European social fund revenue ratio: 9.1%
versus 12.6% in the EU.
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Table 1. Structure of budget revenues in Romania, 2000-2012

Romania 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012

A. Structure of revenues % of GDP Ranking (') €bn

Indirect taxes [ 122 13 116 123 117 129 128 126 120 10 121 132 134 16 176
VAT 65 6.2 71 72 67 8.1 79 81 79 66 76 87 85 9 1.2
Excise duties and consumption taxes 30 28 26 35 36 33 32 30 27 32 33 35 35 10 46

Other taxes on products

st Pl s 22 16 13 10 10 10 12 07 06 04 04 04 07 18 10
Other taxes on production /05 06 06 06 05 05 06 08 08 07 07 06 06 23 | 08
Direct taxes | 70 64 58 60 64 53 60 67 67 65 61 62 61| 25 | 80
Personal income 35 33 27 28 29 23 28 33 34 35 33 33 35 26 16
Corporate income 30 25 26 28 32 27 28 31 30 27 23 24 22 7 29
Other 06 05 04 03 03 03 03 04 03 04 05 05 05 21 06
Social contributions 11 109 107 94 91 96 97 97 93 94 86 90 88 21 | 16
Employers | 81 71 65 62 59 64 63 62 60 59 55 57 57 18 | 75
Employees [ 30 38 42 31 30 30 33 33 32 33 29 29 29 6 | 38
Self- and non-employed /00 00 01 02 02 02 01 02 01 02 02 04 03 21 | 04

Less: amounts assessed

4 na. na na na na na nNa na na na na na na
but unlikely to be collected

Total 302 286 281 277 272 278 285 290 280 269 268 284 283 25 373
B.Structure by level of government 9% of total taxation
Central government 595 597 601 628 634 630 630 622 629 6l1 635 640 635 12 237
State government (%) na. na na nNa na na na na na na na na na na. na.
Local government | 39 38 31 35 34 31 34 40 32 35 40 38 36 23 | 13
Social security funds 1366 365 368 337 332 339 336 330 329 345 319 315 322 11 12.0
EU institutions na. na. na na na na na 09 09 08 07 07 07 na. na.
C. Structure by economic function 9% of GDP
Consumption |5 106 109 115 1.1 123 121 118 112 103 113 126 128 | 10 | 168
Labour 132 129 123 11 107 Mo 16 n8 1e ns8 11 112 13 27 [ 149
Employed . 132 128 123 111 1007 Mo N5 n8 1Us5 nNée 109 110 111 26 146
Paid by employers 81 71 65 62 59 64 63 62 60 59 55 57 57 18 75
Paid by employees 52 57 59 49 48 46 52 56 54 57 54 53 54 26 [ 7
Non-employed | 00 00 00 00 00 O00 00 01 0.1 02 02 02 02 22 | 03
Capital | 55 51 48 50 54 45 49 54 52 48 43 47 42 | 22 | 56
(Capital and business income 43 39 38 40 45 36 39 42 42 38 32 36 33 21 43
Income of corporations 30 27 26 28 32 27 28 3] 30 27 23 24 22 17 29
Income of households 1.2 11 10 09 10 06 07 08 09 09 06 07 07 13 09
Income of self-employed (incl.SSC)| 01 02 02 03 04 03 03 04 03 03 03 06 04| 25 | 06
Stocks of capital wealth 72 12 11 w0 09 09 10 11 w0 w0 11 10 0] 23 | 13
D. Environmental taxes % of GDP
Environmental taxes 34 24 21 24 24 20 19 21 18 19 20 19 19 24 26
Energy 32 19 17 20 21 18 1.7 1.7 14 16 1.8 1.7 1.7 19 . 23
of which transport fuel taxes & 3 : : : ¢ : 13 13 16 16 14 15 | 17 |
Transport (excl. fuel) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 03 04 03 02 02 02 24 | 02
Pollution/resources 015 036 034 028 016 011 009 002 001 001 001 001 006 16 0.1
E. Property taxes % of GDP
Property taxes | 07 07 07 07 07 07 08 10 08 08 08 08 08 19 | 10
gfgggftgt taxes on immovable |05 06 05 05 05 05 06 07 06 06 07 07 06 15 08
Other property taxes 0.2 0.1 0.1 02 02 02 03 03 02 02 02 0.1 0.1 24 0.2
F. Implicit tax rates %
Consumption | 170 156 162 177 164 179 178 180 177 169 181 203 209 15
Labour employed | 336 312 312 297 291 281 301 302 273 286 300 330 304 21
CB pital . - . . . . - - . . s . .
Capital and business income
Corporations
Households ; : 3 2 > ; : : ~ 2 : : s
Real GDP growth (annual rate) 24 57 51 52 B85 42 79 63 73 -66 -l 22 07

() The ranking is calculated in descending order. A “1"indicates this is the highest value in the EU-28. No ranking i given if more than 10% of data points are missing.

(?) This level refers to the Lander in AT and DE, the gewesten en gemeenschappen / régions et communautés in BF and comunidades auténomas in ES.

Source: DG Taxation and Customs Union and Eurostat (online data codes: gov_a tax_ag,gov a tax strandgov a tax itn
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5. Charging in Europe

The tax burden in Europe ranges from less than
30% - in countries such as Romania, Bulgaria, Latvia
and lreland (28.7%), to over 40%: Denmark (48.1%),
Belgium (45.4%), France (40.5%), Sweden (44.2%),
Finland (44.1%), Italy (44%) and Austria (43.1%).
Between 2011 and 2012, the share of taxes in GDP
increased by more than one percentage point in
Hungary (from 37.3% to 39.2%), ltaly (42.2% to 44%),
Greece (32, 4% to 33.7%), France (from 43.7% to
45%), Belgium (from 44.2% to 454%), and
Luxembourg (from 38.2% to 39.3%) following the
undertaking of efficiency measures of the degree of
collection and evasion of eradication practices. There
are countries where the collection rate fell amid job
losses or fiscal easing to stimulate business: Portugal
(from 33.2% to 32.4%), UK (35.8 % to 35.4%) and
Slovakia (28.6% to 28.3%).

The largest share of tax revenues in Europe have
had on labor taxes in most European countries, but
Romania is not among them. In the EU 28, more than
half of the tax revenues come from the work ones:
51%, followed by consumption taxes - 28.5% and taxes
on capital - 20.8%. Most labor taxation is in Sweden -
58.6%, followed by the Netherlands - 57.5%, Austria -
57.4% and Germany - 56.6%. The lowest employment
taxes apply in Bulgaria - with a share of 32.9%, Malta -
34.6%, Cyprus - 37.1% and the UK - 38.9%.

20

On the other hand, consumption taxes had the
largest share of GDP in four European countries:
Romania, Bulgaria, Croatia and Malta. In Bulgaria, the
share of these taxes accounted for more than half of
the revenues from taxes, 53.3%, in Croatia the ratio
reached 49.1% and 451% in Romania. On the
opposite side was Belgium, with a share of taxes on
consumption to 23.7% of GDP, France and ltaly -
24.7% of GDP. Clearly, taxes on capital had the lowest
share of taxes and revenues collected only in
Luxembourg, UK, Malta Cyprus they are above 25%
and in Estonia Slovenia they are below 10%.

The need to improve taxation at EU level is required
in order to create financing facilities for a number of
programs with long-term impact on the community,
through the Europe 2020 objectives, of the
implementation of the principles of sustainable
development of society.

The EU emphasizes the importance of pursuing
fiscal consolidation in a growth friendly, differentiated
manner. This characteristic was reflected in the tax-
related priorities of the EU: "tax should be designed to
be more growth-friendly, for instance by shifting the tax
burden away from labor on to tax based linked to
consumption, property and combating pollution”.*
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Table 2. Taxes on income in the EU-28

Tax revenue

Tax revenue, Tax revenue by type of tax base as a % of total tax revenue™:
% of GDP Labour Consumption Capital

2002 | 2011 | 2012 | 2002 | 2011 | 2012 | 2002 | 2011 | 2012 | 2002 | 2011 | 2012
EU28** 38.8 38.8 39.4 50.8 50.9 51.0 28.8 289 28.5 20.7 20.4 20.8
EA18* 38.5 39.5 40.4 53.0 53.3 53.3 274 27.3 26.8 19.8 19.8 20.2
Belgium 452 442 454 549 546 539 2432 241 237 206 208 220
Bulgaria 285 273 279 418 338 329 4186 519 533 16.6 143 13.8
Czech Republic 346 346 35.0 529 519 51.7 279 329 334 19.3 152 14.9
Denmark 479 477 481 545 513 510 330 315 310 12.8 176 18.4
Germany 389 385 391 607 56.0 566 268 282 276 125 158 15.9
Estonia 310 323 325 545 521 510 384 413 419 71 66 7.1
Ireland 283 282 287 353 43.0 427 388 348 348 26.0 222 225
Greece 337 324 337 383 365 419 367 386 363 250 250 218
Spain 341 318 325 481 550 530 277 268 265 257 209 229
France 433 437 450 515 523 523 262 252 247 229 232 236
Croatia 379 353 357 389 414 40.7 50.5 473 491 10.7 1.3 10.3
Italy 405 424 440 499 520 511 26.1 253 247 239 227 242
Cyprus 309 353 353 325 35.7 371 385 36.2 36.8 2350 28.1 26.1
Latvia 286 276 279 51.7 50.0 490 367 383 364 116 "7 126
Lithuania 291 274 272 508 46 4 465 401 411 398 97 127 13.9
Luxembourg 393 382 393 385 442 443 273 278 281 342 280 275
Hungary 380 373 39.2 50.3 473 46.4 37.0 39.1 40.0 126 136 13.5
Malta 300 330 336 369 335 346 393 402 368 238 263 266
Netherlands 37T 386 390 497 56.3 575 302 288 283 201 149 14.2
Austria 436 422 431 552 567 574 285 279 276 16.5 156 15.2
Poland 327 323 325 411 384 40.4 36.3 39.1 36.3 237 229 237
Portugal 314 332 324 377 M7 414 381 366 374 2432 216 211
Romania 281 284 283 439 393 400 389 442 451 17.2 16.4 15.0
Slovenia 378 372 376 543 522 525 361 373 379 97 106 98
Slovakia 330 286 283 458 441 454 327 36.2 334 214 19.7 21.2
Finland 447 437 441 522 523 532 299 323 324 179 154 14.3
Sweden 475 44 4 442 625 575 586 267 289 284 10.8 137 13.0
United Kingdom 348 358 354 386 39.1 389 330 332 338 284 27T 27 4
Iceland 352 359 368 : : : 376 36 350 : : :
Norway 431 427 422 432 40.7 415 297 258 257 271 33.5 328

®

HE

Shares may be more than 100% for Member States, where a recording of amounts assessed but not collected is chosen to approximate
accrual. Please refer additionally to methodological notes in Annex B of the Taxation trends publication.
EUZ28 and EA18 aggregates are calculated as GDP-weighted averages of the Member States.
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6. Conclusion

Shaping the image of this painting leads to the
identification of an adjustment in the EU-28 in terms of
budget revenues, labor productivity, efficiency and
economic competitiveness. Thus, as the system-level
economic activities are onerous legal, the economic act
surface, the level of budget revenues are higher, both
in terms of direct taxation and indirect taxation, with an
advance of direct taxation on the indirect one. This
element leads to enforcement of a fiscal discipline as a
measure to boost economic acts, on the one hand, and
to improve the process of redistribution of revenues, as
a measure of socially action to minimize societal
gaps.Therefore, fiscal policy plays an important role in
ensuring societal balance, both by obtaining a
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consensus among the economic environment, the
manufacturer of income, and state, as a distributor of
revenue and in the efficiency of the maximizing utility
function of public goods provided by the state in its
entirety and financed or supported by money from
direct and indirect taxation.
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