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HACTYNHI NOKOJIHHA CMOXUBA4IB — BUKITUKU | MOXKNUBOCTI ONA BPEHOIB
Monodb - pi3HopidHe cycninbcmeo, sike xapakmepu3lyembcsi 8idcymHicmio mepniHHs1 i yeazu, donumiuei, ane noeepxHesi, 3aexou Ha
38'A3Ky i 3aeX0u 6ikamb, 3 cunbHUM 6aXaHHSIM 8os100imu moeapamu, ane gid4yearomb Hecmadyy e 2powax. Mosodb makox € Halibinbw 6axaHor
aydumopieto dns 6peHdie 3 moyku 30py Ao820CMPOKOEO] SI08/IbHOCMI, ane 3 Hel HalibiNbw 8aXKO Mamu Crpasy, 8aXKo nepeKoHysamu.
Takum 4uHoM, aHe AocnidxeHHs1 cripsiMoeaHe Ha e U3Ha4YeHHs XapaKmepuCMmMUK MOKOiHHA Z, siKe eKstoYac nodeld, wo Hapodusucs e nepiod 3
cepeduHu 1990-x pokie i do 2010 poky, 8 nopieHsIHHI 3 io20 nornepedHiMu MokoniHHAMU: 6e6i-6ymepie, X, Y i Micmumb desiki npono3uyii npo me,

K 6peHOuU MOoXXymb 3pobumu cebe KopucHUMu Ons yiei ayoumopii.

Knro4oei crnoea: nokoniHHs Z, yugppoeuii, aydumopisi, 6peHOuU, 10si/IbHicMb.

A. Bynay, kaHA. 3KOH. HayK, acCUCT.
YHuBepcuteT umenu Jlyunana bnara, Cubuny, PymbiHus

CNEQYKOLWME NOKOJNEHNA NOTPEBUTENEN — BbiI3OBbl U BO3MOXHOCTU ANAd BPEHAOOB
Monodexb — pazHopodHoe o6uecmeo, KOmopoe xapakmepusyemcsi omcymcmeueM meprneHusi U HUMaHusi, 1l0603HamesnbHbIe, HO M08epXx-
HOcmHbIe, ecezda Ha cesi3u u ecezda 6eaywjue, ¢ cunbHbIM XenaHuem o6nadamb moeapamu, HO ucnbimbiearouue Hedocmamok e deHb2ax. Mo-
100éXb makxe siensiemcsi Hauborsee xenamenbHol aydumopueli 0551 6peH008 ¢ MOYKU 3peHuUsi 00s120CPOYHOU ST0SSILHOCMU, HO € Heli Hau6Gonee

mpyAdHo umems des10, mpyodHo y6exdamb.

Takum obpa3om, Hacmosiujee uccsedogaHue HanpassieHo Ha onpedesieHUe Xapakmepucmuk MokKoseHusi Z, kKomopoe eKnroyaem ntodeli, po-
duewuxcsi e nepuod c cepeduHbl 1990-x 20306 u Ao 2010 200a, Mo cpasHeHUIO ¢ e20 NPedbIOyuuMu nokoseHusmMu: 636u-6ymepos, X, Y u codep-
JKUum Hekomopble npedsIoKeHUs1 0 MoM, Kak 6peHObI Mo2ym cdenlamb cebs1 nose3HbIMU 051 amoli ayoumopuu.

Knroyeenle crioea: nokoneHue Z, yugppoeoli, aydumopusi, 6peHObl, J10551IbHOCMb.
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GRAPHICAL ANALYSIS OF LAFFER'S THEORY
FOR BENELUX COUNTRIES DURING 1995-2012

Concerns about finding a tax burden rate, that generates the largest amount of tax revenues, have attracted the attention of
researchers all the time. Law scarcity of public financial resources in relation to public expenditure determines the continuous
monitoring of the evolution of binominal concepts: fiscal pressure versus tax revenues. The most simple and practical approach
is given by the well-known Laffer's curve. This paper aims to determine in graphical representation of the curve for Belgium,
Netherlands and Luxembourg. The research is based on data provided by the European Commission for18 years. Conclusions
for Benelux countries refer to the fact that the optimum value of tax burden is very closed to the maximum tax burden applied by
them (the differences are below 1 percent), even equal for Belgium. Moreover, Luxembourg and Belgium are positioned in the

admissible area of this theory, while the Netherlands have a fluctuant position.

Keywords: fiscal optimum, tax, tax policy.

Introduction. Both theoretically and empirically, taxa-
tion is an attractive research topic, since real life chal-
lenges associated with collecting taxes are related to ana-
lytical concerns of scientists. Taxes are a category of
public revenues which differ from the other forms of fi-
nancing. A tax system should provide optimum perform-
ance for individual initiative in a market economy, but also
to take into account the psychological attitudes of citi-
zens. How the tax system of a country combines the prin-

ciples of taxation, choosing one way or another in solving
many complicated and conflicting situations, reflects po-
litical, economic and social priorities. Although the issue
of optimum tax was the subject of intensive debate, it
currently remains a vague concept.

Economists around the world have expressed interest
in establishing a threshold for optimal tax burden in order to
develop decision. The trend of increasing fiscal pressure
and exceeding the limits set by theory, have endangered
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the functioning of the capitalist economy, but its burden
was felt by the honest taxpayers, who never shrank to pay
all debts to the state.

Optimization theory has evolved from providing generic
solutions to optimization problems in areas with or without
constraints. It became mandatory attitude to plan, describe,
operate and manage resources and assets in an optimal
manner. Each individual can identify at least three reporting
criteria in terms of "optimality" in tax matters. A first ap-
proach argues that an optimal tax system is one that en-
sures minimization of costs for assessment and collection
of tax liabilities. A second approach argues that an optimal
tax system is a system characterized by justice, fairness
and equity. The third approach is that the tax system can
be classified according to criteria of economic efficiency,
which is the starting point for the theory of optimal taxation.
The best tax system is the one that minimizes the loss of
tax revenues. In terms of efficiency this tax system the
ideal one is corresponding to optimal allocation of re-
sources according to Pareto's theory. (Sandmo A., 1976)

The term "optimal taxation" describes attempts to com-
bine efficiency and equity criteria, by combining the relative
importance of each criterion. Most individuals accept effi-
ciency and equity characteristics as desirable in a tax sys-
tem, but it cannot be achieved both. An efficient tax system
cannot necessarily be considered fair, but an equitable tax
system cannot be effective. (Lamb M. et. all, 2005) It is
important to find the optimal amount of taxation, so that
people can cope with paying taxes and do not aim towards
tax evasion.( Kovarnik J., 2015).

Aim of the paper is to determine the position of the
Member States of the Benelux on Laffer's curve and to
identify the sense of tax revenues' modification to a change
in tax burden. Laffer's curve is a graphical representation of
two economic indicators, namely the annual flow of tax
revenues and tax burden rate. The approach was achieved
by raising tax revenues as including social contributions
without being differentiated by their sources.

The paper is structured as it follows: the first part pre-
sents a series of introductory issues, the second details
Laffer's theory on optimal taxation, the third part refers to
data and methodology, the fourth part shows results for the
graphical analysis in the Benelux countries and, in the end,
the paper outlines the overall conclusions. As research
methods we used besides own reasoning, deductive logic,
documentation as qualitative methods, the graphical analy-
sis performed by MS Office as graphical method.

Tax optimum in Arthur Laffer's view. Historically
"Laffer curve" has its roots in an article wrote by Jude
Wanniski in 1978 in "The Public Interest" called "Taxes,
income and Laffer curve". The article was published after a
dinner attended with Donald Rumsfeld, Dick Cheney and
Arthur Laffer, the latter drawing on a napkin a curve illus-
trating the relationship between taxation rates and tax
revenues. Arthur Laffer said in his "Laffer curve. Past, Pre-
sent and Future" that the origins of the curve does not be-
long to him, it has been shaped since the fourteenth cen-
tury by Muslim philosopher Ibn Khaldun, who wrote in his
"The Mugaddimah" that: "it should be known that at the
beginning of the dynasty, taxation yields meant higher
revenues from small assessments. At the end of the dy-
nasty, taxation yields meant smaller revenues from large
assessments." (Arthur Laffer, 2004).

Using as basis for analysis the U.S. market economy,
the economist Laffer shows through a curve the relation
between fiscal pressure rate and tax revenues. It claims to
reflect the macroeconomic impact of microeconomic effects
of taxation demonstrating how tax revenues evolve when
tax rates increase. Laffer presented the curve as a normal

statistical distribution (central and flattened-looking as a
bell section). It was easy to conclude that there is a maxi-
mum point of correlation between revenues and tax rates,
located in the top point of the curve, named by author as
maximum taxation rate. According to many authors Laffer
curve has no practical application because it does not
know its most important detail, the location of the maximum
point. Graphical illustration of this concept shows that at a
taxation rate of 0% authorities will not collect any money to
the budget as taxes, regardless of the size of the taxable
matter. Also, the same goes for a 100% taxation rate when
no one would work for the state. (Roger Arnold, 2011) Be-
tween these two extremes there are two rates of taxation
that can collect from the population the same amount of tax
revenue: a high tax rate applied to a small tax base and a
reduced rate of taxation applied to a large tax base.
(Bunescu L., Comaniciu C., 2013)

Specifically, the Laffer curve is divided into two areas:
the area on the left, called normal or acceptable which
stresses the idea that the growth rate of compulsory levies is
lower than the growth rate of tax burden. Allowable area is
the area where economic subjects "support" an increasing
fiscal pressure because they need higher amounts of public
utilities. Tax receipts grow although it took place a gradual
reduction of taxable base. Instead, the right side is called the
inadmissible one, which shows that any increase in the tax
burden is not sufficient to offset the decline in compulsory
levies obtained by the public authorities. Consequently, indi-
viduals and companies from economy restrict their taxable
activities and, directly, the taxable base reduces. As fiscal
pressures increase there is a decrease in production and
hence in tax revenues. It is desirable that when a country is
in the inadmissible area to achieve a large tax base leading
to increased tax revenues generated by the incentive effect
of the measures that are needed to boost production and
investment.(Bunescu L., Comaniciu C., 2013).

Arthur Laffer exemplifies his anticipated effects by
some concrete cases that confirm the theory. For example,
to show that cuts in taxes lead to economic leap, Laffer has
used statistics from three major periods of tax cuts imple-
mented in the U.S. for over 10 centuries. Laffer noted that
Harding-Coolidge cuts in the 1920s, Kennedy cuts in the
1960s and President Reagan's cuts in the 1980s were "re-
markable success measured by virtual and public policy".
(Arthur Laffer, 2004).

One of the most vehement critics of the Laffer curve
was Martin Gardner, he built neo-Laffer curve. This curve is
based on the classic Laffer curve, it starts with two ex-
tremes of 0% and 100%, but very quickly it collapses in an
incomprehensible chaos of the curve. Gardner wants to
illustrate that there is no linear, smooth, concave curve, but
the real curve is complex with maximum and minimum
points determined by the action of other economic factors.
Laffer curve literature explores the relationship between tax
rates and tax revenues with little consensus among
economists. This lack of consensus is because the Laffer
curve is based on an incomplete pedagogical theory. Con-
sequently, the Laffer curve literature is inconsistent and
often contradictory. (Lhotak James, 2011) For these rea-
sons, the Laffer curve should not be literally taken as a
model for the graphical representation of tax revenue
curve. Determining the optimal taxation rate is subject to
controversy because Laffer curve does not provide a clear
numerical answer, but rather suggests the existence of a
hypothetical optimal rate of taxation. Both supporters of
Laffer's theory and its opponents have made a number of
credible arguments to support their views, but do not forget
that most of the times the fiscal policy of a country is di-
rectly dependent on policy taken by the politicians in
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charge. Unfortunately they have not found the optimal tax
point, but both admit that Laffer curve theory can be the
closest ideea to what we can find. (Lisa Smith, 2012).

Methodology. In analyzing the correlation between the
tax burden and the volume of tax revenues collected by
several European tax authorities we start from primary sta-
tistical data provided by Eurostat for tax revenues, includ-
ing social contributions, expressed in absolute values and
in million national currencies. Tax revenues are collected
centrally and the data are updated on 07/24/2014. For the
overall fiscal pressure indicator, including social security
contributions, expressed in percentages, it was used Ap-
pendix A of the publication of the European Commission,
"Taxation trends in the European Union" published in 2014
and 2012. All figures cover the period 1995-2012. For tax
revenues it was accessed Eurostat database,
gov_tax_a_ag code.

We proceeded to plotting the Laffer's curve, on horizon-
tally it can be found taxation rate (including social contribu-
tions) for all three countries, and vertically it can be found
tax revenues denominated in national currency in the ana-
lysed period. Graphics processing was done in MS Office.

Results. As it can be seen in the following figures,
graphs for the three Benelux countries strengthen the

Tax revenues

43,5 440 445 450 455

Tax burden (%)

Relative variation of tax revenues (%)

Gardner's idea, Laffer's curve is not presented in a linear
curve, smooth and concave in any cases, but is closer in
case of Luxembourg. Laffer's curve customizes for each
state by alternating mutations from the allowable area to
inadmissible area, depending on fiscal policy decisions.
Except Belgium, for Luxembourg and the Netherlands it is
verified the claim that a lower rate of tax burden can be
used to collect more tax revenues than in the case of a
higher tax burden rate.

Belgium falls into the category of countries with the
highest tax rates in the European Union. In 2012, Belgium
recorded the second highest value of the tax burden after
Denmark, 45.4%, well above the average of the 28 mem-
ber states. Between 2000 and 2009 the annual tax burden
has slightly reductions, from 45.1% in 2000 to 43.4% in
2009. Annual changes of tax burden are less than half of a
percentage point, except in 2012 which brings a taxation
rate higher by 1.2 percents than in 2011. Tax revenues in
Belgium have annual and constant increases during the
period under review, increases ranged from a minimum of
1.6% in 2003 and a maximum of 5.8% in 2008. Last year
under review, 2012, brings an increase in tax revenues by
4.5% to EUR 177,643.4 min.
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Fig. 1. Laffer's curve for Belgium during 1995-2012

Source: Authorial calculation

Graphical representation of the Laffer's curve leads
to the observation of successive movements from one
area to another, but the predominance of admissible
area. Also, in the cloud of points it can be observed a
frame of the indicators' values around the main diago-
nal. This indicates variations with a similar intensity for
tax burden and tax revenues. In 2012, an increase in tax
burden by 1.2 percentage points generated an index of
104.5% for government revenues. According to the
Laffer's curve, in Belgium, the tax rate with the highest
degree of optimality was 45.4% and it coincides with the
maximum taxation rate.

Netherlands ranks the 11" in the EU-28 by decreas-
ing order of tax burden rate. In 2012, it reached 39%, only
0.4 percentage points below the EU-28 average (39.4%)

and 1.4 percentage points below the euro zone average
(40.4%). Compared to neighboring countries, the Nether-
lands registered a fiscal pressure below the levels re-
corded in Belgium and Denmark, but very close to those
recorded by Germany and Luxembourg. In terms of an-
nual trends, the evolution is uneven, it highlights a period
of decline in tax burden rate between 2000 and 2003, and
in the remaining years there are insignificant changes
under 0.5 percentage points. The extreme values are
located between the minimum of 37.4% in 2003, and a
maximum of 40.4% in 1999. Tax revenues, unlike tax
burden, have a uniform trend towards increasing annual
values between 0.8% in 2011 and 9.1% in 1999. For 2012
there is an index of 101.1% of tax revenues and a value
of EUR 234.948 min.
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Fig. 2. Laffer's curve for the Netherlands during 1995-2012

Source: Authorial calculation

It cannot be identified a constant position of Netherlands
in one and another side of optimal tax rate value, due to
segmentation of curvilinear, indicating the correlation be-
tween the tax burden and tax revenues. Passing from one
area to another are observed in the last three years (in 2010
it is in the economic zone, in 2011 it is in the non-economic
zone, in 2012 it is in the economic zone). For 2012 there is
an increase of tax burden by 0.4 percentage points which
led to an increase in tax revenues by 1.1%. The largest in-
crease in tax pressure (1.4 percentage points) generated an
increase in tax revenues collected in 2006, by 8.5%. If we
refer to the optimum tax rate, it was 39%, 1.4 percentage
points below the maximum value.

Luxembourg recorded a fiscal pressure value of
39.3%, slightly below the EU-28 average (39.4%). Luxem-

370

Tax burden (%)

Relative variation of tax revenues (%)

bourg records a tax burden below the neighboring coun-
tries, Belgium and France, slightly below Germany. In the
period under review, it cannot be identified uniform devel-
opments of the indicator, but increases succeed reductions
by approximately 2 years to 2 years. Extreme values of the
indicator were 35.6%, the minimum tax burden in 2007,
and 39.8%, the maximum tax burden in 2009. Tax reve-
nues have a uniform evolution and annual increases
throughout the entire period. Tax revenues indices ranged
from 112.9% in 2000 and 101.4% in 2009. The figures for
2012 indicate an increase in tax revenues of 5.8% and a
value of EUR 17,233.2 min.
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Fig. 3. Laffer's curve for Luxembourg during 1995-2012

Source: Authorial calculation

From the graphical representation of the Laffer's curve
appears Luxembourg's frequently positioning in the admis-
sible are, the tax burden and tax revenues fluctuate in the
same direction. It can find four pieces of convex curvilineat,
dependent on the variation in tax burden. For the past two
years, Luxembourg is in the allowable area. In 2012, the
tax burden increased by 1.1 percentage points and led to
an increase in tax revenues by 5.8%. In contrast, the larg-
est increase in tax revenues was 12.9% and the prerequi-
site for this was an increase in the tax burden by 0.9 per-
centage points. Tax rate with the highest degree of optimal-

ity was 39.3%, with a half a percentage point below the
maximum value.

Conclusions. The analysis undertaken in the three
Benelux states concluded that there is not a pattern by
which these three European economy works. On the con-
trary, diversity and the particularity manifest itself in the
correlation between the tax burden and receipts from taxes
and social contributions. It is considered that the tax opti-
mum is reached when a small tax burden rate generates
the maximum tax revenues.
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Tax burden values corresponding optimal tax rate was
45.4% in Belgium and it is equal to the maximum rate of
taxation, 39% in the Netherlands, i.e. 1.4 percentage points
below the peak, and respectively 39.3% in Luxembourg,
with only half a percentage point below the maximum
value. It can be seen that the differences between the two
values is insignificant.

Regarding framing into theoretical areas, it appears that
only for Luxembourg it can be seen an evolution in the same
direction of the two indicators. For Belgium, it is predominant
the position into the admissible area and the Netherlands
has chaotic variations from one area to another, without
allowing the identification of an annual trend.

Discussion block. Concerns about finding a tax bur-
den rate, that generates the largest amount of tax reve-
nues, have attracted the attention of researchers all the
time. Law scarcity of public financial resources in relation
to public expenditure determines the continuous monitor-
ing of the evolution of binominal concepts: fiscal pressure
versus tax revenues. The most simple and practical ap-
proach is given by the well-known Laffer's curve. This
paper aims to determine in graphical representation of the
curve for Belgium, Netherlands and Luxembourg. The
research is based on data provided by the European
Commission for18 years. Conclusions for Benelux coun-
tries refer to the fact that the optimum value of tax burden
is very closed to the maximum tax burden applied by
them (the differences are below 1 percent), even equal
for Belgium. Moreover, Luxembourg and Belgium are
positioned in the admissible area of this theory, while the
Netherlands have a fluctuant position.
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FPA®IYHUIA AHANI3 TEOPIi NA®®EPA AN KPAIH BEHIIIOKCY
NPOTAMOM 1995-2012 POKIB

3adaya 3HaxoO0XeHHs1 cmaeKu nModamkoeo20 ms2apsl, fika 2eHepye Halbinbwuli ob6csiz nodamkosux HaOxo0XeHb, Mpueepmana yeaz2y
docnidHuKie eecb 4ac. 3akoH degpiyumy OepxasHux c¢hiHaHcosuUX pecypcie Mo eidHoweHHI 00 Odep)xasHUX eumpam eu3Hayae nocmilHul
MOHiImopuH2 eeosnrouii 6iHOMIHaNbLHUX NOHSIMb: (hicKasIbHO20 MUCKY 8 MopieHsAHHI 3 Nodamkosumu HadxodxeHHsIMU. [Job6pe sidoma kpuea Jlagh-
¢gepa € Halinpocmiwum i npakmu4yHumM nioxodom. Mema uiei cmammi — eu3Hayumu 2paghiyHe npedcmaeneHHs1 yiei kpueoi Onsi benbeii,
HidepnaHndie ma Jliokcembypzay. [JocnidxeHHs1 3acHoeaHe Ha OaHux, HadaHux €eponelicbKoro Komicieto npomsizom 18 pokie. BucHoeku Onsi KpaiH
Benintokcy nocunaromscsi Ha me, U0 onNMuMa’sibHe 3Ha4eHHs1 Nodamkoeo20 msizapsi dyxe 6nusbke 0 MaKCuMaslbHO20 M1odamKoeo20 mseaapsi, Wo
euKopucmoeyemscsi HUMu (8ioMiHHocmi meHwe 1 sidcomka), Onsi Benbeii Hasimb AopieHroe. Kpim mozo, Jlrokcembype i Benbzis poamawoeaHi e
donycmumiii o6nacmi yiei meopii, 8 moii yac sik HidepnaHou Matomb KOnueHy no3uyito.

Knro4voei cnoea: ¢ickanbHuli onmumym, nodamok, nodamkoea rnosiimuka.
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3adaya HaxoxdeHusi cmaeKu HaJl0208020 6peMeHuU, Komopasi 2eHepupyem Haubosibwuli 06beM Haslo0208bIX MocmynsaeHul, npueseKana eHu-
MaHue uccnedoeamerel ece epemsi. 3akoH deghuyuma 20cydapcmeeHHbIX PUHAHCOBbIX PECYPCO8 M0 OMHOWEHUI K 20Cy0apcmeeHHbIM pacxo-
dam onpedenisiem MOCMOSIHHbIU MOHUMOPUH2 380J1I0UUU GUHOMUHAaNIbHbIX MOHIMUU: ¢hucKasbHO20 OassieHuUsi 8 CPaBHEHUU C Haso208bIMU 0~
cmynneHusimu. Xopowo u3eecmHasi kpueas Jlagpgpepa sienssemcsi caMbiM NPOCMbIM U MPaKMuYHbIM nodxodom. Ljens amoii cmambu — onpede-
nums e2pagpuyeckoe npedcmasseHue amol kpusol 0ns bBenbzuu, HudepnaHdoe u Jllokcembypea. UccnedosaHue 0CHO8aHO Ha OaHHbIX, Mpedoc-
maeneHHbix Eeponelickoli komuccueli 8 meyeHuu 18 nem. Bbieodbl Onsi cmpaH BeHuntokca ccbinaromces Ha Mo, Ymo onMmuMasibHoe 3HaYyeHue
Han0208020 6pemMeHU o4eHb 6/1U3KOe K MaKCUMaslbHOMY Haslo2o080My GpemMeHu, NpuMeHsieMoMy umu (pasnu4usi MeHee 1 npoyeHma), ons benbauu
Odaxxe paeHo. Kpome mozo, Jllokcembypz u Benbausi pacnonoxeHsl 8 donycmumoli o61acmu amol meopuu, 8 mo epems kak HudepnaHobl umerom
Kos1e6rowyrocsi Mo3uyuio.

Knrodeenie cnoea: ¢huckanbHbIl onmumMym, HaJl02, HaJlo208as Moslumuka.



