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Implicit tax rates: computation

� 3 base ITRs, one by economic function:

� ITR on consumption

� ITR on labour

� ITR on capital

� Base computation principle:� Base computation principle:

where EFi = economic function i 

� Further « refinement » for the ITR on capital:

� ITR on capital (incl. taxes on capital stock) � difficult to interprete

� ITR on capital and business income (excl. taxes on capital stocks)

ITR(EFi) = tax revenues from EFi / taxable base relative to EFi



Base allocation principle

� Allocate each piece of tax revenue to the most relevant 
economic function: « reflect the true nature of a tax »

� Some tax revenues need to be split between several economic
functions: 

� so-called « Personal income tax » (PIT) (L/K income)

local business taxes (L/K income/K stocks)� local business taxes (L/K income/K stocks)

� compulsory social contributions levied on self-employed labour, 
social transfers and pensions (L/K income)

� certain taxes on products* (C/K stock)

� 2 French taxes: 

� tax on accommodations (« taxe d’habitation ») (C/K stock)

� generalised social contribution & contribution for the reduction of the 
social security debt (« CSG & CRDS ») (L/K income)

* such as stamp taxes, taxes onfinancial and capital transactions,  export duties



Data sources

� Data sources:

� National accounts: Eurostat public database (formerly 

NewCronos)

� Disaggregated tax data: the National Tax List (NTL)

� Details of the personal income tax: micro/macro data from � Details of the personal income tax: micro/macro data from 

national tax administrations 



ITR on consumption

� Taxes on consumption 

� Value-added type taxes (VAT)

� Taxes and duties on imports (excl. VAT)

� Other taxes on products (except taxes on stock exchange & real 

estate)

Other taxes on production (incl. taxes on pollution)� Other taxes on production (incl. taxes on pollution)

� Other current taxes = expenditures made by households to obtain 

goods or services (poll taxes, licences, etc.)

� Taxable base: Final consumption expenditures of households





ITR on labour

� Taxes on labour = all taxes linked to wages

� Compulsory social contributions* (employers’ and employees’)

� Payroll taxes

� Part of the PIT related to earned income

� Other taxes susceptible of increasing the price of labour 

(state/municipality income tax, church taxes,…)(state/municipality income tax, church taxes,…)

� Taxes and social contributions levied on non-employed labour 

(social transfers and pensions) 

� Taxable base: 

� Compensation of employees 

� Wage bill and payroll taxes

* voluntary and imputed social contributions are not included 



Treatment of social transfers and pensions

� Social contributions levied on self-employed labour are 

allocated to capital income

Employed labour
(L)

Self-employed labour
(K income)*

SSC

Non-employed labour
(L)

� Taxes and social contributions levied on pensions are split 

between labour and capital income

* except for Italy where it is transferred to labour (partly to employers and employees)

(L) (K income)*(L)

State pension (1st pillar)
(L)

Private (3rd pillar)
(K income)

Taxes and SSC on pensions 

Occupational (2nd pillar)
(L)





Composition of the ITR on labour



ITR on capital

� Taxes on capital and business income

� Part of the PIT related to capital and self-employed income

� Taxes on the income or profit of corporations

� Other taxes on income (taxes on winnings of lottery,…)

� SSC paid by self-employed

� Taxes on capital stocks

� Taxes on products related to capital

� Other taxes on production (local business taxes, other taxes on 

land and on the use of fixed assets, licences)

� Other current taxes on capital (incl. wealth and inheritance taxes)



ITR on capital

� Taxable base: 

� Net operating surplus (NOS) of corporations

� Imputed rents of households and NOS of non-profit organisations

� Net mixed income of self-employed

� Net interests received by corporations, households and self-employed 

(= received – paid)(= received – paid)

� Net insurance property income (received by corp, HH and SE)

� Net rents on land (received by corp, HH and SE)

� Net dividends received by corporations 

� Dividends received by government

� Dividends received by rest of the world 

� Dividends received by households



ITR on capital

� ITR on capital and business income is further split between 

corporations, and households and self-employed

ITR on capital (incl. taxes on capital stocks)

ITR on capital and business income

ITR on corporate income
ITR on capital and business income of 
households and self employed







LimitationsLimitations



Hazardous split of the PIT

� Base principle

PITi = t(Wi – DWi + Oi – DOi – Ai) – Ci – CWi – COi

PIT(labour)i = τi .(Wi – DWi )

PIT(other) = τ .(O – DO )

where t() is the tax function, D denotes deductions, A allowances, C credits, W 
denotes labour, O other income and τ is the effective tax rate

� Micro approach: τi estimated at the level of individual taxpayers

� Macro approach: τi estimated for the whole population of taxpayers
or at the level of income classes/tax brackets

PIT(other)i = τi .(Oi – DOi )

τi = PITi / (Wi – DWi + Oi – DOi )



Hazardous split of the PIT

� Assumption: one single effective tax rate accross all sources of 

income

� Problem of attribution to the related income source for:

� deductions, credits and allowances

� corrections (in the case of withheld taxes)

� Progressive vs. flat taxation schemes

� Sensitivity to tax systems: held at source vs. tax returns

� Tax brackets can encompass households with very different 

income structure

� Effect of inflation and growth on tax brackets (« bracket creep »)



Hazardous split of the PIT

� What is the right taxable base?

� deductions, credits and allowances are sometimes complex and 

vary accross:

� household types (deductions granted to low wages, e.g. DK 95-99)

� nature of the expenditure (e.g. mortage interest payments)

� nature of the taxpayer (households vs. self-employed)� nature of the taxpayer (households vs. self-employed)

� taxable base for local taxes can differ from those for state taxes 

(e.g. DK 2001-present)

� Tax system evolve over time: comparison is tricky

� Other limitations:

� difficulty to seperate social benefits and pensions from wages

� joint assessment of households











The case of the self-employed 

� The allocation of taxes (PIT + SSC) levied on the self-employed 

and their related mixed-income varies across countries, 

depending on the availability of data

Taxes levied on self-employed / related income

� Motive: entrepreneurs incur risk of losses � capital income

� BUT different situations: shopkeeper ≠ doctor ≠ consultant…

� The case of Germany (partnerships), Finland and Luxembourg

Capital and business 
income

of households and self-
employed

Labour
Corporate income
(Austria & Portugal)

Capital and 
business income
of HH and SE

SPLIT

(Italy)



Limitations of the ITR on corporate income 

� Operating surplus ≠ profit 

� true taxable base = total profits, including financial gains

� base used for the computation of ITR = net operating surplus

� Operating surplus recorded where it is made, not where it is

« consolidated »

Taxation on retained earnings� Taxation on retained earnings

� Taxes on capital gains (made on the sale of financial products, real estate, 

companies,…) are included but the related base is not

� Problem of double taxation of profit:

� earnings taxed at the level of (i) the subsiadiary and (ii) the holding

� dividends



Sensitivity of the ITR on corporate income 

� ITR on corporate income is highly sensitive to:

� type of financing of firms (equity vs. debt)

� incurred losses and business cycles

� depreciation schemes

� inclusion or exclusion of self-employed

� NOW structural changes have happened:

� shift from debt to equity financing (stock exchange markets)

� economic shocks and crises: 2000 and then 2008

� Revision of depreciation schemes to enlarge taxable base

� Development of self-employed businesses (incl. as a labour policy)

� Thus, comparison of the ITR on corporate income over time and 

accross countries is hazardous



What hinders comparison

� Behavioural response to taxation (corporatization or, reversely, shift  of 

income from corporate to non-corporate sector)

� Variation in  the treatment of self-employed income and taxes 

� Structural changes in the economy

� Difficulty to encompass the « financial » side of the economy
(see capital gains/losses) 

� Difference between EU countries both in

� economic structure and “financiarisation” 

� tax system + taxation policy (double taxation, retained earnings,…)



Evolution of ITRs over time and tax Evolution of ITRs over time and tax 

incidence



Evolution of the tax burden



Evolution of ITRs



Evolution of the ITR on labour



The paradox of the ITR on capital



The paradox of the ITR on capital



The possible influence of capital gains



ConclusionsConclusions



Conclusions

� Limitations of ITR comparison over time and between 

countries due to:

� Difficulty to allocate taxes to the related income source

� « unachieved » allocation between labor and capital income

� attribution problems in allocating credits and tax corrections

� Difficulty to encompass all relevant elements in taxable base � Difficulty to encompass all relevant elements in taxable base 

� deductions and allowances vary accross countries and over time

� mismatches between taxes and related base (e.g. capital gains, and 

profits of corporations)

� Sensitivity of ITRs to tax systems, business cycles, taxation rules

� Lack of disaggregated data and differences of tax systems

� In conclusion, ITR give little information on tax incidence


