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ABSTRACT

The article examines recent trends in tax level and structure changes within developed
and developing economies in relation to economic growth. The study’s significance
stems from increasing geo-economic turbulence and emerging risks in the global
economy, necessitating fiscal regulation. The analysis spans the period from 2009,
post the Great Recession, to the present day.

We tested the hypothesis that discernible patterns could be identified through statistical
analysis regarding the relationship between tax indicators (level and structure) and
economic growth indicators. However, no such clear patterns were found. In essence,
it cannot be definitively concluded that reduced tax levels and/or increased indirect
tax shares do explicitly foster national economic growth. Tax impact on economic
growth varies significantly across developed and developing economies, presenting
a complex and nuanced picture. The nature and strength of this influence are largely
shaped by the specific circumstances of each location and period. In order to identify
their unique impact, counterfactual analysis is required.

In the course of further research, it is important to consider, firstly, the increased fiscal
activism of the post-pandemic period: in this case, the research outcomes may be
different from those obtained for the period already examined. Secondly, considering
the ongoing processes of geo-economic fragmentation, it is recommended to re-
examine the influence of taxes on economic processes. This investigation should
adhere to the evolving framework of new macro-regions worldwide, rather than
the conventional dichotomy of developed and developing economies. Participants
within these macro-regions, interconnected through supply and value chains, will
need to work together to align their tax rules and policies for mutual benefits.
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AHHOTALIV

CraTbs IIOCBAIIEHA aHaJIN3Y ITOCJIETHMX TeHIEeHII 3MeHeH s YPOBH: V1 CTPYKTY PbI
HaJIOT'OB B Pa3BUTBIX ¥ Pa3BVMBAIOIIVIXCS SdKOHOMMKaX B CBSI3U C HpO6HeMaMVI SKOHOMM-
YeCKoro pocra. AKTyaJ'IbHOCTB TICCIIeIOBaHMIA OOBSICHSIETCS aKTuBU3aLMen IIpo1IeCccoB
T€O3KOHOMIMYECKMX TpaHCCpOpMaLH/IVI, a TakKXXe HOBBIMM PUCKaMW Pa3sBUTVSI MUPO-
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BOVI 9KOHOMWKV, TpeOyIomymMu (pUCKaJIbHOTO peryimpoBaHys. [lepuon aHam3a —
¢ 2009 r., xorma Bermxkas Perteccrist B OCHOBHOM 3aKOHYIIIACh, U ITO HACTOsIIIIee BpeMsl.
MEe1 ipoBepsv pabodyo IMIIOTE3Y O TOM, UTO, OIVIPAsICh Ha aHaJIV3 CTATUCTITIECKVIX
JaHHBIX, MOXXHO OOHApYXXWTh SBHO BbIpa)kKeHHBIE PEryJIAPHOCTV B COOTHOIIEHVISIX
TIOKa3aTesierl HaJIoroB (MX YPOBHS M CTPYKTYPBI) C HOKa3aTeIsIMI SKOHOMITIECKOTO
pocTa, KOTopble ObI XapaKTepM30BaJIV BEKTOP BJIVSHVIS HaJIOIOB B OTHOCUTEJIBHO OfI-
HOPOIHEBIX IPYIIIaxX CTpaH (OTOEIFHO PasBUTEIX, M OTHAEIIPHO pasBuBaromnxcs). ITpu
9TOM pe3yJIbTaThI aHaJIM3a II0Ka3aJIn, YTO pabodasi IMIIoTe3a He IIOATBEPAIIIACh: TaKye
SIBHO BEIpa’KeHHBIe PeryIIsipHOCTV 0OHapy keHbI He ObUTI. TO eCTh Heslb3sl OMHO3HAYHO
YTBEpXKIaTh, YTO CHYDKEHVE YPOBHS HAJIOTOB 11/ VIV POCT YIeJIBHOIO Beca KOCBEHHBIX
HaJIOTOB SIBHO CITOCOOCTBYeT HallMOHJIbBHOMY 3KOHOMIYeCKOMy pocTy. PeasibHasi Kap-
TVIHA B Pa3BUTBIX M B Pa3BMBAIOIINXCS SKOHOMMKaX CIIMIIIKOM IECTpast VI He IOf1aeTcst
OITHO3HAYHOMY TPaKTOBaHMIO. VI3 3TOTO CjIeflyeT, UTO XapaKTep ¥ Cwla BIIVSTHMS Ha-
JIOTOB Ha KOHOMWYECKMVI POCT BO MHOTOM OIIPEIeISIOTCS OOCTOSTeIILCTBAMIL MecTa
VI BpeMeHM, ¥ UTO BbIsiB/IeHVie 0COOeHHOCTeN VX BIVSHMS TpeOyeT IIpoBefeHns CIle-
OVaIPHOTO KOHTpadaKTIHIecKoro aHav3a. B xofe MaIbHEVITIVIX MCCIIeTOBAHMIL BaK-
HO YUUTBIBaTh, BO-TIEPBEIX, BO3POCIINI (PUCKIBHBIN aKTUBV3M ITOCTIIAHIEMUITHOTO
IIepuofa, TaK YTO aHaJIN3 MOXKeT IT0Ka3aTh VHBIE pe3yJIbTAThL, 9eM B YKe pacCMOTpeH-
HOM 1iepriozie. Bo-BTOPBIX, UTO B CBsI31 C IIpoOLieccaMyl Te03KOHOMITYECKOM pparMeHTa-
LMV BJIVISTHYIE HAJIOTOB Ha 9KOHOMWUECKIe ITPOLIeCCH I1eiecoo0pa3sHo MCC/IeIoBaTh He
B TPaJIVILIMIOHHOM pa3pe3e Pa3BUTHIX U Pa3BMUBAIOIINXCS SKOHOMUK, a B COCTaBe HOBBIX
MaKpOPErvoHOB, POPMIPYIOIIVIXCS cerdac B MUPe, yUYaCTHVKIM KOTOPBIX, OO beqVIHEH-
Hble LIeITOYKaMM ITOCTaBOK V1 CO3[aHVs CTOMMOCTY, JIOJDKHBI KOOPOVHIPOBATh CBOM
HaJIOTOBBI€E ITpaBIJIa U ITOJIUTUKM C 11eJIBI0 JOCTVDKEHMS KOOIIepalvioHHOTO 3 deKra.

KITFOUEBBIE CJIOBA
HaJIOroo0JIOXKeHVIe, HAJIOTOBas ITOJIATIKA, (PVICKaJIBHBIVI aKTUBU3M, SKOHOMWYECKUT
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POCT, pa3BUTble SKOHOMMKY, pa3BMBaroniyrecss SKOHOMUKNU

1. Introduction

In recent years, the significance of
tax policy for the economy and econo-
mic growth has increased, as its impact
became particularly pronounced during
the COVID-19 pandemic. Many countries
turned to fiscal instruments for crisis sup-
port, aiding the most affected population
groups and economic sectors - a situation
reflecting the natural correlation between
tax policy and economic dynamics. Mone-
tary policy demonstrates effectiveness in
stabilizing economies when nations tack-
le their internal economic issues autono-
mously. Nevertheless, in instances where
shocks and responses transcend national
boundaries, fiscal policy takes precedence,
provided that tax and budgetary mea-
sures are promptly implemented [1].

Moreover, it is important to note that
unlike monetary policy, which focuses on
regulating the overall money supply, fis-
cal policy - using various tax measures -
is more easily tailored to the current objec-
tives of the government.

In today’s reality, characterized by
frequent exogenous shocks and rising
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risks!, fiscal activism - used, among other
things, to deal with the issues of economic
growth - has become a dominant trend in
many countries worldwide [2].

The relevance of this study is deter-
mined by the intensification of geo-eco-
nomic transformation processes, as well as
new risks in the development of the world
economy, necessitating fiscal regulation.

This article aims to analyze recent
trends in the changes of the level, compo-
sition, and structure of taxes in developed
and developing economies in the context
of post-crisis economic growth (following
the Great Recession of 2007-2008).

The hypothesis of the study is that statis-
tically, it is possible to identify clear pat-
terns in the relationships between tax in-
dicators (the level and structure of taxes)
and economic growth indicators. To grasp
the nature of tax impact in relatively ho-
mogeneous groups of countries, we need
to understand the presence or absence of
such regularities, while also giving due re-

TWorld Economic Forum. The Global Risks
Report 2023. 18" ed. Insight Report. Geneva,
2023. 97 p.
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gard to the distinction between developed
and developing nations.

The article structure comprises an anal-
ysis of the tax trends and economic growth
indicators in developed countries, followed
by the discussion of developing (emerging)
economies, with the final section summa-
rizing the results and brief conclusions.

2. Literature review

Changes in fiscal policy and tax sys-
tems are often examined in relation to
economic growth challenges, given their
significant importance for many countries
worldwide. However, research evidence
of the precise and substantial impact of
taxes on economic dynamics remains con-
tradictory.

On the one hand, while logical and
mathematical models simulating tax re-
sponses of economic agents often predict
a significant impact, many empirical stu-
dies do not confirm this prediction.

Myles [3; 4] analyzed a series of theo-
retical and empirical studies of the impact
of taxes on economic growth and found
that taxes have an insignificant effect on
economic growth.

Saez et al. [5] did not find a clear cor-
relation between changes in tax rates and
economic growth.

Burman & Randolph [6] also found
no compelling evidence of the influence
of changes in tax rates on capital accumu-
lation or economic growth indicators, etc.
(see Table 1).

On the other hand, there are studies
confirming the influence of taxes on eco-
nomic growth.

Canto et al. [7] provided analytical
evidence confirming the negative impact

of the growing tax burden on production
volumes and the intensity of the use of
factors of production.

Independent researchers from various
countries, analyzing fiscal policies over
different time periods, have found con-
sistent evidence that increasing tax rates
leads to slower economic growth, while
reducing tax rates, on the contrary, tends
to boost growth (Engen & Skinner [8],
Leibfritz et al. [9], Karras & Furceri [10],
Romer & Romer [11], Woldy & Kano [12]
(for more on this - see Table 1).

Alongside these studies, a number
of economists have sought to determine
which taxes are the most distorting and
harmful to economic development. As
aresult, a consensus has been reached that
taxes on consumption and property have
less negative impact than taxes on perso-
nal and corporate incomes. Such conclu-
sion was reached by Kneller et al. [13].

Lee & Gordon [14] argue that an in-
crease in the corporate tax rates leads to
a slowdown in the pace of growth, while
a reduction in these tax rates by 10 percen-
tage points results in an increase in annual
growth rates by 1-2 percentage points.

In general, when it comes to the cor-
porate income tax, it ranks first in the
unofficial list of the most detrimental
taxes for economic growth.

Johansson et al. [15] show that the
corporate income tax has a distorting
effect on the overall volume of invest-
ments, the type of investment projects,
the choice of financing sources (borrowed
funds, newly issued shares, or undistri-
buted income), the location of the tax
base, the choice of the legal form of busi-
ness, and other factors.

Table 1. Summary of research findings: impact of tax increases

and reductions on economic growth

No.| Author, year

Empirical foundation

Findings

1 Cantoetal.
[7] and 1964

2 Engen &
Skinner [8]

Data on tax reforms in the USA, 1962 An increase in tax rates has

a negative impact on production
volumes and the intensity of the use
of production factors

Endogenous growth models, general A decrease in marginal tax rates by
equilibrium models, historical data
on the economy, and tax reforms in

5% and average tax rates by 2.5%
increases GDP growth rates on

the USA, spanning from 1959 to 1994 average by 0.2-0.3%
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End of Table 1

No.| Author, year

Empirical foundation

Findings

3

10

11

12

15

16

Leibfritz et
al. [9]

Myles [3]

Karras &
Furceri [10]

Gravelle [18]

Romer &
Romer [11]

Woldy &
Kano [12]

Saez et al. [5]

Burman &
Randolph [6]

Srithongrung
& Sanchez-
Juérez [19]

Alinaghi &
Reed [20]

Stoilova &
Todorov [21]

Simulation econometric models
from the European Commission and
the Ministry of Finance of Canada;
research on the impact of taxation on
economic indicators, labor markets,
and capital in OECD countries,
spanning from 1976 to 1993

Theoretical models of the impact
of tax levels on economic growth,
empirical assessments of taxation
effects (USA, UK) in economic
studies over the past 20 years

Panel methodology. Statistical
data from 19 European countries,
1965-2003

Statistical data on small business
income in the USA, spanning from
2006 to 2011.

Data on U.S. tax reforms in 1945-2007

Statistical data for 40 sub-Saharan
countries in 2000-2019

Data on income tax declarations, tax
obligations, and tax rates in the USA,
spanning from 1960 to 2006. Tax
reform of 1993

Data on the maximum rates of the
tax on capital gains and GDP growth
rates in the USA, spanning from 1950
to 2011

Data on subnational state finances
of 32 Mexican states, spanning from
1993 to 2011

Metadata of 49 studies on the
impact of taxes on economic growth
in OECD countries, spanning the
period from 1993 to 2020

Annual Eurostat data for 2007-2019
on ten new EU member states from
Central and Eastern Europe - Bul-
garia, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland,
Romania, Slovakia, and Slovenia

A 10% increase in tax rates leads
toa 0.5% decrease in growth rates,
while a 10% decrease increases GDP
growth by 0.5-1%

Tax structure has a greater impact on
economic growth than the level of
taxation

Increasing the overall tax rate by 1%
has a negative long-term impact on

GDP per capita ranging from -0.5%

to-1%

Tax rate increases only affect 2% to
3% of small businesses

An exogenous increase in taxes by
1% reduces real GDP by almost 2.5%

Budget consolidation reduces real
GDP and private demand. Budget
consolidation also depends on
economic cycles, as production losses
become smaller during economic
booms

Evidence of the real economic
response to changes in tax rates is
not found. The expansion of the tax
base and the reduction in tax evasion
may influence the type of behavioral
response

No clear connection between the
rates of the tax on capital gains
and economic growth has been
established

Every 1% increase in taxes in Mexico
leads to a 0.9% decrease in GDP in
the short term perspective

In OECD countries, a 10%

increase in taxes is associated with

a decrease in annual GDP growth

of approximately 0.2%, or an increase
in this parameter by 0.2%, depending
on the specifics of the «taxes -
government spending - budget
deficit» relationships

The growth rate of production is
negatively affected by receipts from
direct taxes, while receipts from in-
direct taxes do not have a significant
impact on it
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Moreover, Ljungqvist & Smolyan-
sky [16], whose study focused on the
experience of the USA, did not find any
compelling evidence that a reduction in
the corporate tax stimulates economic ac-
tivity, except during a recession.

Hanappi et al. [17] showed that the
sensitivity of enterprises to the corporate
income tax, and the negative aspects of its
application, significantly depend on the
type of business, the assets used, national
tax mechanisms, and other factors.

It is evident that much of the results
obtained, and their differences, depend on
the circumstances of place and time.

Gruen & Sayegh [1] argue that it is
important to consider the consequences
of the complex and contradictory pro-
cesses observed in the global economy as
a whole and in the economies of several
countries around the world after the Great
Recession of 2007-2008.

Aiyar et al. [22] show that this period
in the global economy is characterized by
a transition from globalization to fragmenta-
tion, including increased geopolitical risks.

In this context, it would be logical to
adopt a conceptual approach and analyze
recent trends in global tax levels and struc-
tures, with a specific focus on economic
growth from 2009 to the present.

3. Methodology

The analysis was conducted separate-
ly for developed and developing econo-
mies, given their distinctly disparate fiscal
capacities and different approaches in the
tax sphere.

Out of the 40 developed countries in-
cluded in the IMF classification?, 17 were se-
lected for analysis. The remaining countries
were excluded for the following reasons:

- for 10 countries no statistical data
were available (Andorra, Cyprus, Puer-
to Rico, San Marino, Hong Kong, Macao,
Malta, Taiwan, the Republic of Korea, Sin-

gapore);

2 IMF. World Economic and Financial
Surveys. World Economic Outlook Database -
WEO Groups and Aggregates Information. 2022.
Available at: https://www.imf.org/external/
pubs/ft/weo/2022/01/weodata/groups.
htm#ae (accessed: 24.01.2024).
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- 13 countries have lower GDP per
capita at PPP than the selected ones
(Greece, Israel, Spain, Italy, Latvia,
Lithuania, Slovakia, Slovenia, the Czech
Republic, Estonia, Japan, Portugal, New
Zealand);

- Luxembourg was not included in
our graphs because its indicators signi-
ficantly differ from the average values of
other developed countries.

Out of the developing and emer-
ging economies, we selected 12 countries,
including Eastern European (Bulgaria,
Poland, Hungary), post-colonial South
American and African (Argentina, Brazil,
Colombia, Mexico, Chile, South Africa),
Muslim (Indonesia, Turkey), and China.
Other countries are not included in the
analysis due to the lack of necessary sta-
tistical data.

As previously mentioned, the analy-
sis covers the period from 2009 onwards,
when the Great Recession largely ended
or began to decline (in the second half of
2009, many countries around the world
overcame the economic downturn and
entered a trajectory of economic growth)
until present, considering the available
statistical data.

This is a relatively long period, which
IMF experts [1] characterize as “slowba-
lization” (a word coined from the com-
bination of “slow” and “globalization”).
Slowbalization is characterized by a shift
from offshore policies (transferring busi-
ness operations from developed industri-
al countries to less developed/developing
countries to reduce costs) to reverse pro-
cesses (“onshoring”, “reshoring”, “near-
shoring”, “friendshoring”). It is also cha-
racterized by the rapid advancement and
integration of digital technologies and Al
in tax administration, which is a critical
aspect of fiscal policy.

Methodologically, this study relies
on various methods of analysis such as
comparison (horizontal, vertical, trend),
grouping, and graphical analysis. We
deliberately chose simple and visual me-
thods as they were most suitable for test-
ing our hypothesis about the existence of
clear patterns in the relationships between
tax indicators (level and structure) and
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economic growth indicators. This explo-  particularly in relation to concerns about

ration aims to characterize the vector of  economic growth.

tax influence in relatively homogeneous It is clear that the mere existence of

groups of countries, with developed and  such regularities (if they indeed occur), or

developing nations considered separately.  their absence, will not serve as proof of the
The study also involves the search for  positive or negative impact of taxes on eco-

hypothetical patterns based on common nomic growth, but may serve as a starting

assumptions. Specifically, we examine point for further, more advanced analysis.

the potential correlation between higher

growth rates, lower taxes, and a reduced 4. Results

proportion of direct taxes compared to

P ] 4.1. Developed economies
indirect taxes, assuming that other factors

remain constant. The study aims to shed 4.1.1. Tax level

light on how these variables affect the in- As states become more prosperous,
comes of economic entities and their ca-  they can increase their spending on public
pacity for savings and investment. goods, leading to a higher overall tax-to-

Before applying more advanced math- ~ GDP ratio. This trend aligns with Wag-
ematical tools, such as Romer’s model of  ner’slaw, where government expenditures
endogenous technological change [23], grow faster than national income [26]. Re-
Vishnevsky & Polovyan’s mathematical — markably, direct taxes usually play a more
model of coevolution [24], Gross & Klein’s  significant role in this process.
simulation model [25], etc., it would make Figure 1 illustrates the correlation be-
sense to first gain a comprehensive un-  tween the tax level and GDP for 17 deve-
derstanding of the global status of tax loped countries over the past 14 years. The
systems, including prevailing trends in  entire dataset is divided into deciles based
tax levels, composition, and structure, = on GDP per capita (in constant prices and

Thousand GDP growth rate, % o, Thousand GDP growth rate, %
US dollars 0.9 13 13 20 % USdollars 0.9 1.3 13 2.0
80 60 80 4
60 - -45 60 - 3
40 - / 130 40 2
20 - -15 20+ 1
A B C D A B C D
T T T 0 0 T T T
42.6 479 50.7 69.6 42.6 479 50.7 69.6
GDP per head, thousand US $, constant GDP per head, thousand US $, constant
prices, constant PPPs, reference year 2015 prices, constant PPPs, reference year 2015
== Tax revenue as % of GDP == Direct to indirect tax ratio

Figure 1. Relationship between tax levels and income across groups of developed
countries, 2009-2022

Note: By income level (GDP per capita at PPP), in 2009-2022, developed countries were divided
into four groups: Group A, comprising the UK, Canada, France, and Finland; Group B, comprising
Australia, Belgium, Germany, and Sweden; Group C, comprising Austria, Denmark, Iceland, the
Netherlands; and Group D, comprising Ireland, Norway, the United States, and Switzerland.
The GDP growth rates are calculated by taking the average of the GDP growth rates per capita
based on PPP for each group of countries.

Compiled by the authors by using the data from: OECD. Tax revenues as a percentage of GDP.
Global Revenue Statistics Data Set. 2024. Available at: https:/ /stats.oecd.org/viewhtml.
aspx?datasetcode=REV&lang=en#; OECD. Revenue Statistics - OECD countries: Compara-
tive tables. Global Revenue Statistics Data Set. 2024. Available at: https:/ /stats.oecd.org/index.
aspx?DataSetCode=REV#; OECD. Regional GDP. Regional Economy - OECD. Stat. 2024. Available at:
https:/ /stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM# (accessed: 24.01.2024).
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PPP-adjusted) and the tax level for the
corresponding period. Figure 1 shows the
median GDP and tax levels for each decile.

Each group of countries exhibits a dis-
tinct correlation between tax levels and
economic growth rates: for example, in
Group D, characterized by the highest in-
comes and taxes, including direct taxes, the
average GDP per capita growth rates at PPP
were 2.0%, while in Group A, with lower
incomes and taxes, it was 0.9%. Groups B
and C occupy intermediate positions.

This picture clearly contradicts the
common view that, all else being equal,
small taxes are better for economic growth
than large ones, and indirect taxes are
preferable to direct ones (see, for exam-
ple, [10; 12; 13]). While this notion may
generally hold true over extended periods
under normal development conditions,
the unprecedented strain of the pandemic
has introduced new circumstances. It has
demonstrated that wealthier countries with
a more developed public sector are better
equipped to handle exogenous shocks.

The pandemic adversely affected eco-
nomic growth worldwide, including many
developed countries, which led to an un-
foreseen reduction in tax revenues due to
decreased production volumes, especially

5A

in service sectors, as well as a decline in the
purchasing power of many households.

As aresult, in 2019, there was a down-
ward trend in the total amount of nomi-
nal (and even more so, real) tax revenues.
In 2020, despite a noticeable decrease in
nominal tax revenues, the decline in GDP
was even more significant, showing ne-
gative dynamics. In 2021-2022, nominal
and real GDP growth was restored, but
during this time, the level of nominal tax
revenues continued to decrease in several
countries (see Figure 2).

This clearly was a result of fiscal sti-
mulus measures implemented as part of
government economic support programs
such as the American Rescue Plan Act of
2021 [27] and EU post-Coronavirus re-
covery plan [28], which helped overcome
the pandemic-induced slump. However,
real growth rates in developed countries
remain sluggish, with 1.6% in 2023 and
an expected further decrease to 1.5%
in 2024%.

3 IMF. World Economic Outlook Update,
January 2024: Moderating Inflation and Steady
Growth Open Path to Soft Landing, 2024. Available
at: https:/ /www.imf.org/en/Publications/ WEO/
Issues/2024/01/30/world-economic-outlook-
updatejanuary-2024 (accessed: 24.01.2024).

Netherlands I\

—\

Changes in nominal GDP, %

U

N

Sw1tzerland .
g Belgium

of = b

Canada

o= UK]

-15 -10 -5

0

5 10 15

Changes in nominal tax revenues, %

Figure 2. Changes in nominal tax revenues and nominal GDP in developed countries
in 2022 compared to 2021

Compiled by the authors by using the data from: OECD. Revenue Statistics - OECD countries:
Comparative tables Global Revenue Statistics Data Set, 2024. Available at: https:/ /stats.oecd.org/index.
aspx?DataSetCode=REV#; OECD. Regional GDP. Regional Economy - OECD. Stat, 2024. Available at:

https:/ /stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM# (accessed: 24.01.2024).
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Thus, according to statistical data,
differences in historically established tax
levels and the dynamics of the tax burden
in developed countries have not demon-
strated a clearly pronounced influence
(or this influence has been insignificant)
on the pace of economic growth. At first
glance, this contradicts the results of the-
oretical research. However, it is impor-
tant to take into account that the main
instrument of macroeconomic regulation
in the period under consideration (after
the financial-economic crisis of 2007-2008)
was monetary, not fiscal policy. The situ-
ation changed significantly only in recent
years, as central banks such as the Federal
Reserve and the European Central Bank,
along with other regulators, were com-
pelled to sharply raise key interest rates to
combat inflation. In light of these circum-
stances, the results of the analysis can be
deemed understandable and consistent.

4.1.2. Composition and structure of taxes

While tax systems in different coun-
tries may vary, all of these systems im-
pose taxes on personal income, corporate
income, sales, and property. The elements
of taxes (tax base, rates, exemptions, etc.)
are determined depending on the specifics
of the current economic situation, as well
as each country’s historical, institutional,
socio-cultural conditions, and traditions.

The analysis of the relationship be-
tween GDP and tax structures in de-
veloped countries showed that as GDP
increases, the growth in revenues from
corporate income taxes is not as signi-
ficant as the growth in revenues from
personal income taxes. However, the dif-
ferences in the percentages of corporate
income taxes and individual income taxes
as a share of GDP vary depending on the
income groups of the countries: for coun-
tries whose incomes (GDP) fall within the
top three deciles, corporate income ta-
xes and individual income taxes make up
to 7.4% and 24.3% of GDP, respectively,
while countries in the bottom three deciles
collect 2-2.4% and 8.1-10.0%, respectively.

The high level of income tax revenues
in the upper deciles can be partially attri-
buted to countries like the USA, Germa-
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ny, the UK, and France, which boast high
GDP levels and host numerous multina-
tional corporations, attracting substantial
foreign direct investments and thus gene-
rating significant income.

The new OECD rules on taxing mul-
tinational corporations, coupled with cor-
porate income taxation reforms in Europe
(including the introduction of a tax on un-
foreseen income), may lead to some chang-
es in this distribution. However, substantial
alterations to income taxation are unlikely.

Until 2020, taxes on goods and ser-
vices, including VAT, as well as property
taxes, had been growing alongside eco-
nomic prosperity. In the post-pandemic
years of 2021-2022, the level of taxes on
goods and services quite expectedly de-
creased while GDP was growing.

Developed countries with lower GDP
levels have the highest rates of indirect
taxes: in this study, these are Finland,
Denmark, and Ireland with VAT rates of
24%, 25%, and 23%, respectively*.

As for countries with high GDP levels
(such as the USA, Germany, the United
Kingdom, France), they have achieved sig-
nificant results in taxing digital goods and
services, as well as in ensuring efficient
tax administration and combating fraud.
Recent reductions in indirect tax rates or
exemptions of specific goods from VAT in
European countries have been limited to
a relatively short period and are intended
to alleviate the consequences of a signifi-
cant inflation spike [29].

Certain disparities between the tax
structures of the developed countries ty-
pically result from historically established
economic relationships, institutional and
national factors, including differences in
tax objects, tax rates, the breadth of the tax
base, and so on.

For example, in 2022, the largest share
of total tax revenues from income tax was
found in Denmark, the United States, Ice-
land, Canada, Switzerland, and Ireland;
taxes on goods and services predominated
in Iceland, Finland, the United Kingdom,

4 OECD. Consumption Tax Trends 2022:
VAT/GST and Excise, Core Design Features and
Trends. OECD Publishing, Paris, 2022. https://
doi.org/10.1787/6525a942-en (pp. 265-266).


https://doi.org/10.1787/6525a942-en
https://doi.org/10.1787/6525a942-en

eISSN 2414-9497

Journal of Tax Reform. 2024;10(1):63-83

and Denmark; social security contribu-
tions were highest in Germany, Austria,
the Netherlands, France, and Belgium.
Property taxes played a less significant
role in all countries (Figure 3).

There is a widely held view that eco-
nomic growth is better promoted by a re-
venue structure characterized by a smaller
proportion of taxes on the income of persons
and businesses [1; 31; 32]. However, the data
in Figure 3 do not confirm this, as no clearly
defined dependence of this kind is observed

here. This can be explained by the fact that
consistently high levels of revenue from in-
come taxes deter governments from making
drastic changes to the tax structure, due to
the lack of opportunities for quick compen-
sation. Additionally, the inertia of tax rela-
tionships makes such patterns more visible
over longer time intervals.

The dynamics of major tax revenues
from 2009 to 2022 indicate that, overall, the
corresponding tax bases and effective tax
rates remained relatively stable (Figure 4).
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Figure 3. Tax structure of developed countries, 2022

Compiled by the authors by using the data from: OECD. Revenue Statistics - OECD countries:
Comparative tables. Global Revenue Statistics Data Set. 2024.
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The increase in revenues from income
tax reflects the positive effects of income
support policies. The decrease in corpo-
rate income tax revenues is attributed to
lower economic activity and poor finan-
cial performance during the COVID-19
pandemic. Additionally, measures aimed
at easing the tax burden, such as tax pay-
ment deferrals and reductions in tax ad-
vances, contributed to this decline.

No significant changes were observed
in other types of taxes, while the proportion
of taxes on goods and services continued
to gradually decrease. Revenues from fuel
excise taxes decreased due to mobility re-
strictions, and VAT rates were temporarily
reduced during the COVID-19 pandemic.

The analysis of tax rates reveals a con-
sistent trend in many developed countries
toward decreasing the burden of direct
taxation while enhancing its progressivi-
ty. Maximum income tax rates were raised
in Austria, the UK, Denmark, Canada,
Iceland, Luxembourg, Norway, Finland,
France, and corporate income tax rates in
Iceland and the Netherlands®.

> OECD. Statutory corporate income tax
rate. 2023. Available at: https://stats.oecd.org/
index.aspx?DataSetCode=TABLE_lI1#; OECD.
Top statutory personal income tax rates. 2023.
Available at:  https://stats.oecd.org/index.
aspx?DataSetCode=TABLE_I7#; California De-
partment of Tax and Fee Administration. Histo-
ry of Statewide Sales and Use Tax Rates. 2023.
Available at: https://www.cdtfa.ca.gov/taxes-
and-fees/sales-use-tax-rates-history.htm; OECD.
Consumption Tax Trends 2022: VAT/GST
and Excise, Core Design Features and Trends.
OECD Publishing, Paris, 2022. https://doi.
org/10.1787/6525a942-en (accessed: 24.01.2024).

Despite the changes described above,
the overall tax structure evolves slow-
ly. Direct taxation continues to outweigh
indirect taxation in most of the countries
examined. The statistics show no clear
signs of any transformations in the tax
structure (Table 2).

Recent tax reforms aim to preserve
and mobilize tax revenues, while also pro-
tecting businesses and households from
high inflation. This is achieved by redu-
cing value-added tax and excise duties, in-
dexing income tax to account for price in-
creases, lowering tax rates for low-income
families while simultaneously increasing
property taxes for high-income indivi-
duals, and so forth.

However, such reforms are unlikely to
significantly change the general situation.
The introduction of broad tax incentives
and preferences for innovation and in-
vestment, crucial for maintaining interna-
tional competitiveness in the face of global
fragmentation, may somewhat narrow the
tax base. Nevertheless, the development
of digital solutions for tax administra-
tion will help increase the revenues from
indirect taxes, potentially shaping a new
tax structure that better meets the need to
stimulate economic growth.

4.2. Developing (emerging) economies

4.2.1. Tax level
Similar to developed countries, many
emerging economies are implementing re-
forms that increase the overall tax burden
as a percentage of GDP as their prosperity
grows.

Table 2. Types of tax structure in developed countries

Type of tax structure ‘

Countries

Prevalence of direct taxa-
tion over indirect taxation

Australia, Belgium, Canada, Denmark, Ireland, Luxembourg, Swe-
den, Switzerland, the United States, and Norway (in recent years,

these countries have been transitioning to equal tax revenues)

Prevalence of indirect taxa- France, the Netherlands (in recent years, these countries have been

tion over direct taxation

Relatively equal revenues
from direct and indirect

taxes these countries)

transitioning to equal tax revenues)

Austria, Finland, Great Britain; Germany and Iceland (in recent
years, direct taxation has been dominant over indirect taxation in

Note: Indirect taxes can be defined as taxes related to the production and import of goods and services. They
include VAT, import duties, excise duties and other specific taxes on services as well as financial and capital
transactions. Direct taxes are defined as current taxes on incomes and wealth, such as personal income tax,
corporate income tax, as well as capital acquisitions tax (a tax on gifts and inheritances). See: European Com-
mission. Data on Taxation Trends. Methodological and Explanatory Notes. 2023. (p. 6) Available at: https://
taxation-customs.ec.europa.eu/system/ files /2023-06/ Methodology2023.pdf (accessed: 24.01.2024).
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As our calculations show, the higher
is the country’s income, the more signifi-
cant is the role of its direct taxes. The en-
tire dataset is divided into deciles based
on GDP per capita (in constant prices ad-
justed for PPP) relative to the level of tax-
es for the corresponding period. Figure 5
shows the medians GDP and tax levels for
each decile.

As can be seen from Figure 5, there is
no clearly pronounced correlation between
the level of taxes and the rate of economic
growth in this case. For example, the av-
erage GDP per capita growth rates at PPP
in groups A and D (the poorest and the
richest countries) in the given period were
comparable, standing at 3.2% and 3.7%,
respectively. These groups include large
Asian countries with high population den-
sity such as China (147 people/sq. km) and
Indonesia (141 people/sq. km), as well as
“modest Europeans” - Poland, Hungary,
and the distinctive case of Turkey. Mean-
while, in groups B and C, the average GDP
per capita growth rates at PPP were signifi-
cantly lower - 0.2% and 1.5%, respectively.

In China, which ranks among the
top countries with the highest GDP in
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the world at PPP, the tax level increased
slightly, reaching 20.1% in 2021, which is
close to the average value in the selected
sample of developing countries (the low-
est being in Indonesia at 10.0% and the
highest in Hungary at 35.5%).

A tax burden level similar to that of
China is observed, for example, in Co-
lombia (19.2%). However, Colombia faces
significantly higher unemployment and
inflation rates compared to China, with
Colombia’s GDP per capita being only
half of China’s. Moreover, the proportion
of the population living below the poverty
line in Colombia is close to 50% (42.5% in
2020), whereas in China, it is 0%®.

Indonesia has the lowest level of ta-
xes among developing countries. In 2020,
its value was the lowest (10.1%) amid the
general economic downturn (-2.1%), dri-
ven by the economic consequences of the
COVID-19 pandemic. In 2021, the coun-
try managed to restore economic growth

¢ The World Bank. Poverty headcount ratio at
national poverty lines (% of population) - China |
Data. 2023. Available at: https:/ /data.worldbank.
org/indicator/SI.POV.NAHC?locations=CN
(accessed: 24.01.2024).
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Figure 5. Relationship between the level of taxes and income
in developing countries, 2009-2021

Note: By income level (GDP per capita at PPP), from 2009 to 2021, developing countries were divided
into four groups: Group A, comprising Indonesia, China, Colombia, and South Africa; Group B,
comprising Brazil; Group C, comprising Argentina, Bulgaria, Mexico, and Chile; and Group D,

comprising Hungary, Poland, and Turkey. The GDP growth rates are calculated by taking
the average of the GDP growth rates per capita based on PPP for each group of countries.

Compiled by the authors by using the data from: Tax revenues as a percentage of GDP. Global Revenue Sta-
tistics Data Set. 2024. Available at: https:/ /stats.oecd.org/viewhtml.aspx?datasetcode=REV &lang=en#;
Revenue Statistics. Global Revenue Statistics Data Set. 2024. Available at: https:/ /stats.oecd.org/index.
aspx?lang=en; Regional GDP. Regional Economy - OECD. Stat. 2024. Available at: https:/ /stats.oecd.
org/Index.aspx?DataSetCode=REGION_ECONOM# (accessed: 24.01.2024).
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(+3.7%), thanks to the stimulus package
aimed at supporting infrastructure deve-
lopment and consumption growth, as well
as allocated social assistance’. This inevi-
tably led to a slight increase in the overall
tax level (10.9%), which partially resulted
from the increase in the top income tax
rate and excise taxes®.

The highest level of taxes among
the developing countries in 2021 was re-
corded in Hungary (33.7%) and Poland
(36.7%), which is hardly surprising since
they are in the same socio-economic field
as developed European economies, where
such a level of taxes is the norm.

At the same time, Poland and Hunga-
ry have shown different trends in terms
of the tax burden: in Poland, since 2010,
there has been a gradual increase in the
tax burden (from 31.3% to 36.7%), while in
Hungary, the dynamics of changes from
2009 to 2016 were somewhat chaotic, ho-
wever, since 2016, there has been a gra-
dual decrease in the tax-to-GDP ratio
(from 39% to 33.7%).

Brazil has a relatively high level of ta-
xation (35.5%). In this country, about 45%
of all tax revenues come from taxes on
goods and services, which is why the rise
in prices of fuel, minerals, and food pro-
ducts in 2021 became one of the key factors
influencing the growth of tax revenues’.

In general, the level of taxes in de-
veloping countries varies significantly,
ranging from 10.0% (Indonesia) to 36.7%

7 The World Bank. Economic Reforms
and Investments in Health, Social Protec-
tion and Infrastruc-ture Will Support Indo-
nesia Sustainable Recovery. 2020. Available
at: https:/ /www.worldbank.org/en/news/
press-release/2020/07/16/economic-reforms-
and-investments-in-health-social-protection-
and-infrastructure-will-support-indonesia-
sustainable-recovery (accessed: 24.01.2024).

8 The World Bank. Indonesia: Support for
Public Health and Affected Households and
Firms Critical for a Secure and Fast Recovery.
2020. Available at: https://www.worldbank.
org/en/news/press-release/2020/12/17/
indonesia-support-for-public-health-and-
affected-households-and-firms-critical-for-a-
secure-and-fast-recovery (accessed: 24.01.2024).

9 Xinhuanet. Brazil sees record-high tax
collection in 2022. 2023. Available at: https://
english.news.cn/20230125/036bb31a1fc945a6b8e
91ad01c7aa61f/c.html# (accessed: 24.01.2024).
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of GDP (Poland, a moderately developed
European country) in 2021.

Measures to prevent mass layoffs and
preserve jobs in sectors hit by the pande-
mic have allowed national governments
to restore economic activity, resulting in
GDP growth in all developing countries.
However, unlike developed countries, in
2021, there was also an increase in nomi-
nal tax revenues (Figure 6), resulting from
by less stringent restrictions on economic
activity, as well as relatively strict fiscal or
quasi-fiscal measures'’.

Thus, judging by the macroeconomic
data, developing countries are following
their own, often distinct paths in deve-
loping fiscal systems and tax policies,
where measures taken to regulate taxes
have helped mitigate emerging issues but
have not significantly impacted econo-
mic growth (at least in the medium term).
Instead, governments tailored fiscal poli-
cies to follow changes in the economy.

4.2.2. Composition and structure of taxes

Similar to developed countries, in
emerging economies, the main taxes in-
clude personal income tax, corporate in-
come tax, sales taxes, and property taxes.
However, unlike developed countries,
the share of these taxes in GDP varies
significantly. For example, in 2021, the
share of personal income taxes in GDP
ranged from 1-1.2% (Indonesia, China)
to 8.7% (South Africa); consumption taxes
ranged from 4.8% in Indonesia to 15.9% in
Hungary; social insurance contributions
ranged from 0.3% in South Africa to 13%
in Poland. Corporate income tax shares
in GDP were more similar, ranging from
1.4% in Hungary to 5.0% in South Africa,
and property taxes ranged from 0.1% in
Indonesia to 3.1% in Argentina.

The analysis of the relationship be-
tween GDP and tax structures in develo-
ping countries revealed a positive correla-
tion between revenues from the personal
income tax and GDP in most such coun-
tries (with the exception of Hungary, Bra-
zil, and Turkey).

10 OECD. Tax Policy Reforms 2021: Special
Edition on Tax Policy during the COVID-19 Pan-

demic. OECD Publishing, Paris, 2021. https://
doi.org/10.1787/427d2616-en
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Figure 6. Changes in nominal tax revenues and nominal GDP
in developing countries in 2022 compared to 2021
Compiled by the authors using the data from: Revenue Statistics. Global Revenue Statistics Data Set. 2023.
Available at: https:/ /stats.oecd.org/index.aspx?lang=en; Regional GDP. Regional Economy - OECD.
Stat. 2023. Available at: https:/ /stats.oecd.org/Index.aspx?DataSetCode=REGION_ECONOM#
(accessed: 24.01.2024).

Across income groups, differences in
income taxes are significant (similarly to
developed economies): for countries that
were in the top three deciles in the ana-
lyzed period, median values of corporate
income taxes and personal income taxes
amounted to around 4.9% and 8.5% of
GDP, respectively (while countries in the
bottom three deciles of GDP per capita
collect an average of 1.8% and 1.2%, re-
spectively).

Revenue from taxes on goods and
services (including VAT) and property
taxes increases alongside the prosperity of
countries; however, this is not true for all
income groups. For example, in 2021, their
revenues increased in parallel with GDP
growth from 16.3 to 25.2 thousand US dol-
lars per capita (5* to 8" deciles).

In the given countries, tax structures
vary considerably as a result of differences
in historical development paths, financial
constraints, and uneven income distribu-
tion. This partially explains why many of
them do not fully use the potential of in-
come and property taxation. For example,
in 2021, the majority of revenues in many
countries came from taxes on goods and
services: Argentina (53.6%), Chile (53.1%),
Bulgaria (48.6%), Hungary (45.9%), among
others, while social insurance contribu-
tions comprised the largest share of total
revenues in Poland (35.4%).
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Property taxes played a less promi-
nent role in the revenues of most develop-
ing countries (except for South Africa and
Colombia) (Figure 7).

Taxes on income (personal income
tax (PIT) and corporate income tax (CIT))
accounted for half of all tax revenues in
South Africa and around 40% in Mexico
and Indonesia. However, the trends in
these countries are different, with South
Africa and Indonesia experiencing a no-
ticeable increase in the share of personal
income tax and a decrease in the share of
corporate income tax revenues until 2021,
while Mexico saw a gradual increase in
the proportion of these taxes.

In developed countries, there is
no clear correlation between economic
growth and tax structure.

The dynamics of revenues from major
tax types from 2009 to 2021 (Figure 8) indi-
cate that there were no significant changes
in the development of tax systems in the
pre-pandemic period. Meanwhile, person-
al income tax and corporate income tax
showed a weak tendency towards gradu-
al growth. However, the COVID-19 crisis
negatively impacted economic and finan-
cial performance of businesses, leading
to a reduction in the proportion of these
taxes in recent years, alongside a simulta-
neous increase in the relative importance
of social insurance contributions.
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The average share of indirect taxes on
goods and services remained consistently
high in the given period, except for 2019
and 2020. Social contributions surged in
the pandemic year of 2019. There were two
main reasons behind this trend: firstly, this
increase was caused by the redistribution of
shares as other taxes decreased. Secondly,
it resulted from national governments ex-
panding the tax base and increasing contri-
bution rates, aiming to ensure the stability
of social insurance systems during the pan-
demic, disrupted by significant wage fluc-
tuations throughout the economic cycle.

For instance, Mexico implemented
a comprehensive pension reform, resul-

ting in a significant increase in benefits
and contributions tied to wages. Many
countries have raised the retirement age,
expanding the tax base for social contri-
butions'.

The analysis of changes in tax rates in-
dicates that despite some common trends,
there are noticeable differences among de-
veloping countries’.

I OECD. Pensions at a Glance 2021: OECD
and G20 Indicators. OECD Publishing, Paris,
2021. https:/ /doi.org/10.1787/ ca40lebd-en

12 KPMG. KPMG'’s Global Online Tax Rates
Tool. 2023. Available at: https://kpmg.com/sa/
en/home/services/ tax/tax-tools-and-resources/
tax-rates-online.html (accessed: 24.01.2024).
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Figure 7. Tax structure of developing countries, 2021

Compiled by the authors using the data from: Revenue Statistics. Global Revenue Statistics Data Set. 2024.
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Hungary has gradually decreased
the corporate income tax and personal in-
come tax while keeping the VAT rate un-
changed, continuing pre-crisis trends.

Several countries have reduced their
corporate income tax rates in response to
the pandemic (Colombia, Turkey, Chile,
South Africa, Indonesia), which aligns
with long-term global trends. In Argenti-
na, the corporate income tax rate was re-
duced for enterprises engaged in know-
ledge-related economic activities (from
25% to 15%), while in Turkey, it was lo-
wered for companies that first list at least
20% of their shares on the Istanbul Stock
Exchange since January 2021 (from 22%
to 20% for five years).

Meanwhile, several other developing
countries, on the contrary, have decided
to increase their direct tax rates: Colom-
bia, Mexico, Turkey (income tax), and
South Africa. In response to the falling
tax revenues due to COVID-19, Chile
reformed the personal income tax sys-
tem by restoring the maximum PIT rate
to 40% in 2020, which had been reduced
from 35% in 2017. In the given period, the
direct tax rates and VAT remained un-
changed in Bulgaria, Brazil, China, and
Poland.

The analysis has shown that it is quite
difficult to identify common features and
trends in the tax structures of developing
countries; however, statistical data on
major taxes clearly indicate the predomi-
nance of indirect taxation over direct taxa-
tion in most of them (Table 3).

Table 3. Types of tax structures
in developing countries

Type of tax structure Countries

Prevalence of South Africa
direct taxation over

indirect taxation

Prevalence of
indirect taxation
over direct taxation

Argentina, Bulgaria,
Brazil, Chile, China,
Colombia, Hungary,
Poland, Turkey
Roughly equal Indonesia, Mexico
revenues from direct

and indirect taxes
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The formation of a tax structure
with the prevalence of indirect over di-
rect taxation indicates certain issues in
income taxation, partly linked to such
well-known factors as fluctuating wages
due to irregular pay and seasonal work,
lobbying by wealthy taxpayers with eco-
nomic and political sway, and sometimes
ineffective tax administration. In many
developing countries, the marginal in-
come tax rate for individuals significantly
exceeds the corporate income tax rate, in-
centivizing taxpayers to opt for collective
or corporate forms of business. Another
characteristic of developing countries is
the absence of unified marginal tax rates
for corporate income, which significantly
distorts the processes of market resource
allocation.

5. Discussion

5.1. Tax trends

The analysis of statistical indicators
of tax levels, tax revenues, tax rates, and
the level and dynamics of GDP in both
developed and developing countries has
shown that in the period after the global
financial and economic crisis of 2007-2008
(the Great Recession), tax policies were
relatively predictable and stable.

There’s a famous saying: “an old tax
is a good tax”. Stable taxes, based on clear
rules aimed at ensuring fiscal responsi-
bility and manageable public debt [35],
empower businesses to make decisions
without being hindered by the state’s tax
policy, while also helping governments
confidently plan tax revenues and ex-
penditures.

Additionally, it should be noted that
discretionary tax policy is less well-sui-
ted to promptly respond to emerging is-
sues compared to monetary policy, as it is
more susceptible to political influence and
depends on lengthy and unpredictable
democratic procedures.

In recent years, there has been a surge
in global fiscal activism driven by several
factors, including the depletion of mone-
tary policy’s regulatory potential in many
countries and the growing importance of
government support for R&D, propelled
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by increased global technological com-
petition and worsening environmental
conditions, alongside the urgent need to
mitigate the consequences of such unex-
pected events as COVID-19 and military
conflicts. Specifically, in the given peri-
od, the COVID-19 pandemic emerged as
a “black swan” event, compelling many
countries to mobilize financial resources,
often through tax and budgetary meas-
ures [36].

Fiscal decision-making affects the
national tax level and economic growth
rates. Statistical data, however, do not
indicate any pronounced (or at least sig-
nificant) impact that differences in tax
levels and fluctuations in the tax burden
may have on economic growth in deve-
loped countries. Over the long term, taxes
have been increasing at roughly the same
rates (In some countries, slightly higher)
as GDP, as was shown for OECD states
by OECD experts, while in the short term,
their volatility mirrored fluctuations in the
business cycle®.

This doesn’t mean that taxes are not
important; rather it suggests that their
use was limited (except perhaps during
the pandemic), and in developed coun-
tries, monetary policies, including quan-
titative easing, held more sway than fis-
cal measures during the period under
review [37]. Additionally, the actual im-
pact of taxes was overshadowed by other
non-tax factors.

5.2. Developed economies

The tax structure in developed coun-
tries is dominated by taxes on personal in-
come, as well as mandatory contributions
to social funds. Taxes on goods and servic-
es account for a smaller share of the total
tax revenues of OECD member countries.

The share of the largest tax on goods
and services (VAT) is clearly smaller than
that of the personal income tax and man-
datory social contributions. Given that in-
come taxes and social contributions rank
highest in an informal ranking of taxes
that are the most harmful to economic

BOECD. Revenue Statistics 2023: Tax Revenue
Buoyancy in OECD Countries. OECD Publishing,
Paris, 2023. https:/ /doi.org/10.1787/9d0453d5-en
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growth [15], this situation could have
a negative impact on the economic growth
in developed countries.

The actual situation, however, is
much more complex than that. For exam-
ple, high and continuously rising social
contributions, driven by the processes of
demographic aging, on the one hand, re-
duce disposable incomes, consumption,
and investments. On the other hand, they
contribute to the struggle against poverty
and social stability, which are also crucial
for sustainable economic development,
especially in periods of exogenous shocks.

The differences between the tax
structures of many developed countries
are typically not very significant (on
a global scale), as are the differences in
tax objects, tax rates, and the breadth of
the tax base, which is explained by com-
mon patterns in economic and fiscal evo-
lution, years of integration efforts, and
processes of tax policy harmonization.
The similar strategic directions of the tax
systems’ evolution are often determined
by the historically high level of economic
development and shared social institu-
tions in the Western world.

However, recent trends towards es-
calating technological competition world-
wide and geo-economic fragmentation
may result in increased discrepancies and
even contradictions in the fiscal policies
of various groups of developed countries,
particularly between the EU and the USA.

One of the recent examples is the US
Inflation Reduction Act of 2022, which
provides for tax subsidies for environ-
mental initiatives and includes explicit
“Buy American” requirements. In the EU,
this law has raised concerns about possi-
ble hindrances to exports to the US and
the possibility of European firms being
forced to relocate. As a result, the EU has
responded with changes to state aid rules
under the Green Deal Industrial Plan [39]
and special climate subsidies™.

" European Parliament. Think Tank. EU’s
response to the US Inflation Reduction Act
(IRA). 2023. Available at: https:/ /www.europarl.
europa.eu/thinktank/en/document/IPOL_
IDA(2023)740087 (ac-cessed: 24.01.2024).
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5.3. Developing economies

Emerging economies differ from de-
veloped countries in their diverse fiscal
systems, encompassing varying levels
and structures of taxation. These diffe-
rences arise from unique historical tra-
jectories and national strategies aimed
at addressing economic, social, environ-
mental, and other pertinent challenges.

Unlike developed countries, many
developing nations have a much lower
overall tax level, with a larger proportion
of taxes coming from goods and services
rather than individuals’ and businesses’
incomes. However, this doesn’t necessa-
rily mean these countries have better fiscal
conditions for boosting economic growth
compared to developed ones. Instead, it
points to challenges in improving citizens’
well-being, organizing income taxation,
and a tendency to rely on raw materials in
developing their economies.

In many of these countries, taxes,
much like in developed nations, generally
did not have a significant impact on eco-
nomic growth. Instead, they often served
as tools to tackle economic issues and deal
with external shocks.

This trend, observed in advanced
emerging economies as well as many de-
veloped countries, involves the pursuit of
an active fiscal policy aimed at enhancing
scientific and technological progress and
fostering economic growth, driven by
escalating competition for cutting-edge
technologies [38]. This primarily concerns
the major economies that exert an increa-
sing influence on global economic pro-
cesses such as China, India, Brazil, Indo-
nesia, Mexico, and Nigeria.

For example, according to Reuters, in
2022, China planned a package of finan-
cial stimuli in the form of subsidies and
tax incentives to support its semiconduc-
tor industry, amounting to over 1 trillion
yuan (143 billion dollars)®. In India in 2022,
the government increased tax support for

5 Zhu ]. Exclusive: China readying $143
billion package for its chip firms in face of U.S.
curbs. 2022. Available at: https://www.reuters.
com/technology/china-plans-over-143-bln-
push-boost-domestic-chips-compete-with-us-
sources-2022-12-13/ (accessed: 24.01.2024).
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new semiconductor enterprises to 50% of
project costs and announced plans to abo-
lish the ceiling on maximum allowable in-
vestments to boost display production’®.
In 2019, Brazil provided tax deductions
from various federal taxes for producers of
goods used in the IT and communication
sectors that invest in R&D and innovation".

6. Conclusion

Our analysis of recent trends in tax
level, composition, and structure does not
corroborate the predictions of various the-
oretical models regarding the significant
impact of tax factors on economic growth.
In the aftermath of the global financial cri-
sis (Great Recession) of 2007-2008, the tax
policies of many countries, both developed
and developing, didn’t seem to have a pro-
nounced systemic impact on economic
growth according to statistical data. In-
stead, countries tended to exercise restraint
in their fiscal responses to the crisis, rather
than opt for a more proactive approach.

We found no confirmation for our hy-
pothesis that there are clear patterns in the
relationships between tax indicators and
economic growth, which would character-
ize the direction of tax influence in rela-
tively similar groups of countries. The ac-
tual picture is too varied and doesn’t lend
itself to a straightforward interpretation.

This conclusion, however, should be
interpreted very cautiously. Taxes undoub-
tedly influence the well-being and behavior
of economic entities. Thus, the following
considerations should be kept in mind:

Firstly, the influence of taxes should
be distinguished from the distorting in-
fluence of non-tax factors. This can be
done, for example, through a specific

16 Vengattil M. India expects at least $25 bln
investment under semiconductor incentive
scheme. 2022. Available at: https:/ /www.reuters.
com/markets/asia/india-offer-more-fiscal-
support-under-its-chip-production-incentive-
scheme-2022-09-21/ (accessed: 24.01.2024).

17 Rivas de Simone D.C., Caumo R.H. Brazil
to offer tax incentives for manufacturers of IT
and communication products. 2020. Available
at:  https://www.internationaltaxreview.com/
article/2a6a4ynkdzu2frfpr629s/brazil-to-offer-
tax-incentives-for-manufacturers-of-it-and-
communication-products (accessed: 24.01.2024).
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counterfactual analysis, i.e., by compar-
ing what actually happened with what
could have happened in the absence of
discretionary intervention.

Secondly, it is important to remember
that cautious fiscal policy, which gives
priority to monetary measures, is not an
absolute imperative but rather a charac-
teristic of a particular stage of economic
development. The situation could change
significantly due to new external shocks
and other challenges, which requires
active government intervention, for in-
stance, a government may resort to such
interventions to prevent increased eco-
nomic inequality as a result of advance-
ments in Al technologies.

Thirdly, rather than merely being eco-
nomic agents, taxpayers are individuals
endowed with free will, albeit constrained
by institutional frameworks and over
time, they can also change their behavior
patterns, influenced by the new digital
reality such as the rise of remote work,
freelancing, tax nexus for businesses, and
other factors.

Certainly, factors such as the digital
and new industrial revolutions, geo-eco-

nomic fragmentation, and global envi-
ronmental challenges - especially since
the onset of the pandemic - contribute to
the recent rise in fiscal activism, prima-
rily observed in influential developing
(emerging) economies that are likely to
shape new trends in the development of
tax systems worldwide.

A promising avenue for further re-
search would involve identifying and
analyzing these factors not uniformly
across all countries worldwide or with-
in the traditional divide between devel-
oped and developing (emerging) econo-
mies, but within the framework of new
macro-regions. These regions, where
participants are interconnected through
supply and value chains, will need to
coordinate their tax policies to achieve
maximum cooperative effect. It would
also be advisable to pay particular atten-
tion to macro-regions that include rap-
idly progressing countries of the Global
South, which have already concentrated
a significant portion of global industry,
including cyber-physical sectors - the
main drivers of development for the en-
tire global economy.
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