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Assessment of the fiscal effect of the tax reform options until 2019: 
the case of Russia

Abstract. The upcoming period is marked for Russian tax system with crucial reforms and restructuring. By 2019, the national tax 
reform of value added tax (VAT) and insurance premiums is expected to be completed. Three options of the proposed changes 
in tax rates will be considered in this article, as well as possible fiscal consequences for the national economy will be calculated. 
The purpose of the article is to assess fiscal effect of the three options for tax reform conducted until 2019. Computational-
analytical method was used as the main one. Possible fiscal consequences for the national economy were calculated on the 
basis of three options of the proposed changes in tax rates. The study was conducted on the example of four taxes: value added 
tax, corporate income tax, personal income tax, and insurance premiums. Based on the calculations, the possible consequences 
of changes in tax rates are determined taking into account possible changes in consumer behaviour, systems approach to the 
investigation of the tax system, and the appearance of the feedback loop effect. 
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ставок розраховано можливі фіскальні наслідки для економіки країни. Дослідження проведено на прикладі чотирьох 
податків: податку на додану вартість, податку на прибуток організацій, податку на доходи фізичних осіб та страхових 
внесків. Визначено можливі наслідки в результаті зміни податкових ставок з урахуванням можливої зміни поведінки 
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трех вариантов предполагаемых изменений налоговых ставок рассчитаны возможные фискальные последствия для 
экономики страны. Исследование проведено на примере четырех налогов: налога на добавленную стоимость, налога 
на прибыль организаций, налога на доходы физических лиц и страховых взносов. На основе проведенных расчетов 
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Tab. 1: Estimated income from payments to Pension Fund of Russia (PFR), Social Insurance Fund (SIF), 
Federal Compulsory Medical Insurance Fund (FCMIF), VAT, and corporate income tax in the consolidated budget 

of the Russian Federation, million euro (Options 1-3)

Source: Calculated by the authors

(1)

(2)

1. Introduction 
The upcoming three-year period is marked for the Rus-

sian tax system as a period of crucial reforms and restruc-
turing. By 2019 the national tax reform of value-added tax 
(hereinafter VAT) and insurance premiums is expected to be 
completed. We consider three options of the changes in tax 
rates.

Option 1. Compulsory payments to the social insurance 
system at the rate of 22% with levying from the entire pay-
roll (cancellation of «thresholds»), increase of the VAT rate to 
20%, and abolition of preferential rates in the 10% (hereinaf-
ter «option 1»).

Option 2. Aggregate payments to the social insurance 
system at the rate of 21% with levying from the entire pay-
roll (cancellation of «thresholds»), VAT at 21%, and cancella-
tion of preferential rates in the 10% change (hereinafter «op-
tion 2»).

Option 3. Aggregate payments to the social insurance sys-
tem at the rate of 21% with levying from the entire payroll (can-
cellation of «thresholds»), VAT at 20%, while maintaining pre-
ferential rates, applying trade fee in all regions, and rai sing the 
personal income tax to 15% (hereinafter «option 3»).

2. Purpose of the research is to assess the fiscal ef-
fect of three options for tax reform conducted until 2019 in 
Russia.

3. Brief Literature Review
The issues of taxation, fiscal policy and reforms are wide-

ly discussed in scholarly research. It is worth to mention the 
handbook edited by Greg N. Gregoriou (2007) on policy, prac-
tice, standards, and regulation in international taxation, and 
study of public finances by R. Tresch (2014).

The issues of tax and fiscal reforms are investigated in 
their different aspects in the researches by A. Keinsley (2016) 
for the USA, Z. Yang (2016), and W. Xing & J. Whalley (2014) 
for China, J. R. Afonso, E. C. Araújo & B. G. Fajardo (2016) 
for Brazil, K. Gangl, B. Torgler, E. Kirchler & E. Hofmann 
(2014) for Austria, P. Semerád (2016) for the Czech Repub-
lic, and I. Hajdúchová, M. Sedliačiková & I. Viszlai (2015) for 
Slovakia.

4. Results
From the standpoint of theoretical foundation for the cho-

sen forecasting methodology, we accepted the following:
1. When choosing the industries for investigation, the size of 

employees’ wages was taken into account.
2. The entities of the industries under investigation are not 

paying the trade fee, thus this fiscal payment was exclu ded 
from the calculation of the effectiveness of the third option 
of the tax reform.

3. During the calculations, the analysed indicators were in-
dexed for the inflation rate planned for 2017 (4%).

4. Evaluation of tax reform options effectiveness was estima-
ted by the computational-analytical method, used in condi-
tions of multi-optional planned events and insufficient veri-
fiability of data.
The methodology of calculation of the final changes is 

based on the following indicators:

1. The change of taxes and fees volume paid by the indus-
try (in %), calculated by the following formula:

where Dvt - changes of taxes and fees volume paid by the 
industry,

Vnr - planned amount of revenues from taxes and fees in 
the industry after the tax reform,

Vu 2016 - volume of taxes and fees received (only taxes con-
sidered under this option are taken) for a certain industry in 
2016. 

2. The share of taxes with the changing tax rates in the 
total amount of taxes and fees received for certain industry 
(in %), calculated according to the following formula:

where Dvt - changes of taxes and fees volume paid by the 
industry,

Vnr - planned amount of revenues from taxes and fees for 
the industry after the tax reform,

Vd 2016 - total amount of taxes and fees received from a 
certain industry in 2016.

Actual data of the taxes and fees levied into the budget 
of Russian Federation in 2016 according to the data of the 
Federal Tax Service of Russia was used in the calculation. 
The exchange rate of the Central Bank of Russia was used 
for transferring results in euro, the period taken is from De-
cember 31, 2016 to January 9, 2017 (63.8111 RUB/EUR).

Thus, according to option 1, due to the payments to the 
Pension Fund of Russia (PFR), Social Insurance Fund (SIF), 
Federal Compulsory Medical Insurance Fund (FCMIF), total 
volume of falling out revenues in the six selected industries 
will total for 19.27 billion euro, with the corporate income tax 
at 3.86 billion euro; the volume of additional revenues from 
VAT, taking into account the changes proposed in option 1, 
will amount 55.56 billion euro.

Consequently, the total amount of budget losses will be 
17.56 billion euro, or 16.4% of the tax revenues for the indus-
tries selected.

Under the option 2 total volume of fall short revenues for 
the selected industries as a result of the changes in the tariffs 
of insurance premiums of PFR, SIF, FCMIF would be 21.68 bil-
lion euro, and corporate income tax - 4.34 billion euro; the 
volu me of additional revenues from VAT would amount up 
to 7.15 billion euro. Thus, the total amount of budget losses 
would account for 18.87 billion euro, or 17.6% of the tax re-
venue for the industries selected.

The assessment of the cumulative economic effect of op-
tion 3 led us to the following conclusions:
1. The amount of the falling out income for the six industries 

analysed due to the payments to PFR, SIF, FCMIF will be 
21.68 billion euro.
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Tab.3: Possible impacts of changes in tax rates 

Source: Compiled by the authors

Tab. 2: Assessment of the effectiveness of tax reform options, % 

Notes: * - indicator of effectiveness evaluation shows changes in the volume of taxes and 
fees paid by industry (methodology 1).
** - share of taxes with varying tax rates in the total amount of taxes and fees received from 
a particular industry (methodology 2).

Source: Calculated by the authors

2. The drop in income from corporate income tax, produced by 
the increase in the costs accepted for calculating this tax in 
the form of insurance premiums, will be up to 4.34 billion euro.

3. The volume of additional revenues from the value-added 
tax will account for 0.934 billion euro.

4. The volume of additional income from the income tax will 
be 6.022 billion euro.
Thus, total budget loss under option 3 will account for 

19.06 million euro, or 17.75% of the tax revenue for the indus-
tries selected. Our calculations showed that option 2 would 
lead to the biggest loss to the budget. 

Further evaluation of the tax reforms efficiency has been 
conducted (Table 2).

According to methodology 1, in the tax revenues for sin-
gle industry the most significant reductions in fiscal payments 
are in education and public administration, with transport and 
communications at the second, real estate transactions, ren-
ting, and service provision at the third, financial activities at 
the fourth, and the least losses are in manufacturing - 90%. 
Thus, the largest losses will be laid on the industry, whose 
goods, products and services are currently levied at a re-
duced tax rate of VAT.

According to the methodology 2, in the percentage of to-
tal tax revenues for single industry the most significant cuts in 
volume of fiscal payments showed by education, with manu-
facturing at the second place, public administration at the 
third, the fourth place - real estate transactions, renting and 
service provision, as well as transport and communications, 
financial activities closes up the list. On the one hand, it con-
firms the conclusion we obtained when evaluating the effec-
tiveness of the first method, on the other hand, it shows that 
the least profitable, socially oriented and socially significant 
industries will suffer the greatest losses.

To assess the possible effects of VAT and insurance pre-
miums tax reform we used a systems approach. Apparently, 
the decision to reform the tax system should be based on 
a systems approach, which is usually used in management 
and systems thinking. The system is considered as a whole 
item, and at the same moment as collection of its parts and 
relations between those parts. We may claim the following 
results of the tax reform effects: possible option changes in 
tax rates, considering the parts of the tax reform separate-
ly (Table 3).

The general trend of changes in tax rates leads to the 
following conclusion: predominance of indirect taxation ulti-
mately increases the tax burden on the end user. During the 
first phase of implementation of the reform the increase of 
indirect taxes has a positive impact on producers, releasing 
free cash flows necessary for production development, ma-
king the country economy more attractive for investors.

During tax reforms, two rules of the systems management 
theory must be observed:
1. Taxes and taxation is a system, precluding stability and sus-

tainability of its function, and of its elements’ interaction.
2. Within taxation system the effect of the feedback loop 

emerges, which can have both positive and negative impact. 
The mechanism of balancing 

feedback adjusts the difference 
bet ween real and desired state of 
the system. After two years of the 
test application, the revenues will 
be the same as if the tax rates are 
not changed at all. It will just change 
the source of tax payments: after 
implementation of the tax reform, 
tax burden will increase for the end 
user (population of the country), but 
the main goal - economic develop-
ment - will not be achieved.

According to M. Weber’s clas-
sification system, the tax autho-
rities identify the behaviour of the 
taxpayer-producer of the goods as 
goal-oriented behaviour. In particu-

lar, the expectation of certain behaviour from other people, 
goal-oriented behaviour, based on understanding, explana-
tion of the motives and intentions of others, suggests the 
use of funds saved on taxes for production development.

As proven by the institutional economy, the behaviour 
of an individual does not take into account the preferences 
of other individuals who may affect his decisions. Often tax-
payer’s behaviour can be classified as opportunistic, where 
opportunism is the strongest form of motivation. Accor ding 
to new institutional economy, opportunism means adhe-
rence to one’s interests including, but not limited to, such 
obvious tricks of deception as lies, theft, and fraud. The pur-
pose of the taxpayer’s opportunistic behaviour is to reduce 
the tax rate. Therefore, the conflict of interests interferes tax 
reform objectives. The main problem is that the state as-
sumes that money released due to the reduction of insu-
rance payments will be used for production development, 
while business entities can use it for non-production pur-
poses. The companies may use money to create better con-
ditions for top management, or to increase administrative 
apparatus, to increase wages for top managers, etc. As a 
result, production development would not be achieved, and 
the increase of indirect taxes will lead to some negative con-
sequences.

The end-consumer’s behaviour will also change, as the in-
stitutional economy is concerned, due to increase in the tax 
rates of VAT and personal income tax. According to M. Weber, 
there are four «ideal types» of behaviour [2, 628-629]: goal-ra-
tional, value-rational, traditional, and affective.

The behaviour of the Russian end-consumer can be 
classified as traditional, and the behaviour of 
the taxpayer - as optimising. Due to income 
reduction (an increase of personal income tax 
rate by 2%) and increase of prices (the appli-
cation of a trade charge and the increase of 
VAT up to 20-21%), common habit to increase 
money saving will emerge. It will lead to fur-
ther growth of market competition, and to diffi-
culties in sales markets. Negative consequen-
ces will also be connec ted with low efficiency 
of marke ting tools used by Russian producers, 
compa ring to Western companies, as well as 
due to the short-term period of habit formation 
(3 months). More over, after 8-10 months the 
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ha bits are turning to routine, as R. Nelson and S. Winter put 
it, established practice, an order of actions.

We should notice that internationally the practice of 
transferring the tax burden from production to consumption 
is a general trend for over the past 10-15 years. However, un-
like in Russia, the tax manoeuvre includes VAT and corpo-
rate income taxes, but not the insurance premiums, which 
are the main pension systems worldwide. For instance, cor-
porate income tax rate is constantly decreasing in Switzer-
land in the last years. Typical rates of corporate income tax 
in different cantons (regions) of Switzerland varies from 8 to 
10.5% (KPMG, 2012), that makes it highly competitive com-
paring to the other European countries. In many OECD coun-
tries personal and corporate tax rates are reduced, while the 
taxation base and the contributions to social security system 
are increased. At the same time, there is general trend since 
2006 to increase VAT rates, and it produces some positive ef-
fect. However, all OECD countries, excluding Australia and 
New Zealand, levied compulsory social insurance contribu-
tions on labour incomes, demonstrating strong general up-
ward trend (Johansson et al, 2008).
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5. Conclusions
Changes in tax rates will influence 97.7% of the working 

population in the country, and it will change their behaviour 
model. The new behaviour model will reduce the capacity of 
the market, down the consumption of domestic products of 
low quality and high price, replacing them with cheaper foreign 
substitutes. These changes will eventually lead to deprivation 
of Russian companies of a significant number of its customers.

Moreover, the temporary effect of VAT rate increase 
(the first option of the budget revenue growth is 5.56 billion 
euro, the se cond one - 7.15 billion euro, and the third one - 
0.934 billion euro) will be fully or partially lost due to lower le-
vel of consumption and market contraction.

Thus, we believe that the transfer of the tax burden from 
production to consumption is premature, unjustified, and inef-
fective. Still the process is inevitable, so the change in tax 
rates should be gradual. But it would be necessary to limit in-
crease or decrease of interest rates by 1-2%, change only one 
or two taxes per year, and observe two year distance between 
such changes to monitor effect of the feedback loop from the 
accepted changes and to adjust next steps.
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