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VAT gap in the EU

|. Economic context

This section of the report examines the economic environment influencing VAT revenue and its
components. It focuses on 2022, which is the most recent year for which full estimates of the VAT
compliance gaps for the EU Member States are available. Within the report, where possible, we have
also included the fast estimates for 2023.

This section of the report is divided into two parts. The first focuses on developments in key
macroeconomic indicators that impact VAT revenue growth. The second discusses the evolution in
2022 of a set of macroeconomic indicators that may affect VAT compliance according to the literature.’

l.a. Developments impacting VAT revenue
VAT revenue performance

The COVID-19 pandemic led to a significant decline in VAT revenue in 2020, primarily due to reduced
household final consumption. However, with GDP and household final consumption returning to growth
as restrictions were lifted, a marked recovery has been observed since 2021. In 2022, VAT revenue
rose by a further 10.1%, with revenue 18.6% higher in level terms than compared to the 2019 pre-
pandemic level (Figure 1).

Figure 1: Growth in VAT revenue, GDP, and household final consumption (EU27, % growth,
2019-2023)

(% growth)
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Source: own elaboration based on EC/CASE (2023) and Eurostat (nama_10_gdp).

Global and regional backdrop

In 2022, the global economy was still rebounding from the impact of the COVID-19 pandemic.
Consequently, growth rates for 2021 and 2022 should be interpreted with caution and seen in the
context of the steep declines recorded in 2020. Additionally, 2022 comparisons to 2021 growth should

1 De Castro et al. (2016).
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Figure 2: The consumer price index, global producer price index and the European Central
Bank interest rate (EU27, % growth/%, 2018—2023)

(% growth) (%)
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Source: own elaboration based on Eurostat (prc_hicp_aind) and Oxford Economics.

In response to rising inflation and the cost-of-living crisis, EU governments implemented various
policies to support businesses and consumers in 2022. On the consumer side, governments and
retailers engaged in efforts to control food costs, in some cases marking a return to price controls not
seen since the 1970s. Greece, for example, capped retail profit margins on food and other essentials,
Spain reduced the VAT rate on food — which had a direct downward impact on VAT revenue — and
France negotiated agreements with supermarkets to offer certain food items at the lowest possible
price. For businesses, many EU countries introduced energy subsidies and price caps to alleviate rising
energy costs. Member States also provided tax relief and deferred tax payments to improve cash flow
and reduce financial pressures, including VAT cuts on essential goods and services. The reduction of
VAT rates and the introduction of exemptions for essential goods and services partially alleviated the
burden on consumers and businesses, encouraging taxpayer compliance. However, this approach also
directly resulted in a decline in VAT revenue. Direct financial support was also offered through grants,
loans, and guarantees to support businesses despite the challenging economic environment.
Additionally, sectors such as agriculture, hospitality, and transport received targeted assistance due to
their vulnerability to the cost-of-living crisis. Targeted support in the form of subsidies and direct financial
assistance helped businesses avoid passing on rising costs to consumers, which would have otherwise
driven down consumption and VAT revenue. These interventions came against the backdrop of EU
governments unwinding COVID-19 support measures, including wage subsidies and grants, and
emergency labour market measures such as furlough schemes.

In 2022, higher inflation eroded the purchasing power of households' disposable income
across Member States. Rising prices for essentials such as food and energy placed a financial strain
on households, prompting a shift in expenditure patterns towards essentials. Spending on discretionary
items was squeezed, with households drawing down on excess savings built up during the pandemic.
Real disposable incomes declined in 12 of the 27 Member States, with the largest contractions seen in
Estonia and Lithuania due to their heavy reliance on Russian energy imports, therefore impacting
inflation more in these economies (Figure 3).
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Figure 3: Growth in disposable income in the five countries with the largest VAT compliance
gap (% growth, 2021-2022)
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Note: Countries shown in this chart are the top 5 largest in the EU27 in terms of VAT compliance gap (as a percent of the VTTL).

Source: own elaboration base on Eurostat (nasa_10_nf_t), Hellenic Statistical Authority and Statistical Office of the Slovak
Republic.

Household final consumption is a proxy for determining the performance of the VAT base, as a large
proportion of revenue is generated from household final consumption. In 2022, real household final
consumption increased by 4.1%, down slightly from 4.6% in 2021, serving as a key driver of
economic growth in 2022 due to the release of pent-up demand. This translated to nominal growth
of 11.6%, given the elevated rate of price inflation. The significant wedge between nominal and real
growth was also seen in retail sales, which in 2022 grew by 2.4% in real terms, and a much stronger
13.3% in nominal terms. In 2023, retail sales volumes declined by 1.9% as the impact of the cost-of-
living crisis started to weigh more significantly on household final consumption patterns (Figure 4).

Figure 4: EU27: Retail sales: nominal value and volume (index, 2015-2023)
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Source: own elaboration based on Eurostat (sts_trtu_m).
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Investment by non-deductible entities significantly influenced the VTTL, although taxed
investment grew slower than deductible expenses. In 2022, non-financial corporations boosted their
investment by 11%, accounting for 57% of the EU27's total investment. Most VAT incurred by
businesses is deducted, not directly increasing the tax base. The remaining 43% of investment includes
tax base components. Government investment rose by 7%, accounting for 14%, while households and
non-profits increased their investment by 12%, contributing 27%. Financial corporations, on the other
hand, grew by 14%, contributing 3% to total investment in 2022 (Figure 5). Some financial corporations
may opt for tax deductions and, consequently, deduct their input VAT, placing it outside of the VAT
base.

Strong growth in investment across all institutions in 2022 was supported by the EU’s
Recovery and Resilience Facility, which provided financial support to aid the pandemic recovery,
thereby boosting investment. As such, each of these drivers has contributed to increasing VAT revenue
through the tax base or the effective rate. However, growth slowed significantly in 2023 as the boost
from the pandemic recovery faded and high rates of inflation weighed on real activity across the EU.

Figure 5: Growth in nominal investment (GFCF) by institutions (EU27, % growth, 2018-2023)
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Source: own elaboration based on Eurostat (nasa_10_nf _tr).
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Figure 6: Growth in GDP, household final consumption and nominal investment by key
institutions (EU27, % growth, 2018—-2023)
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Source: own elaboration based on Eurostat (nama_10_gdp, nasa_10_nf_tr).

Table 1: Key macroeconomic drivers of growth (EU27, % growth, 2021-2023)

EU27

2021(YoY 2022 (YoY 2023 (YoY
growth) growth) growth)

GDP, real 5.9 3.5 0.5

Potential impact on VAT revenue
Correlated with growth in the VAT base in

the absence of significant price changes
GDP, nominal 8.6 8.8 6.7 Correlated with g_rov_v.th in thg VAT base in
the absence of significant price changes
Harmonised consumer Impacts the effective rate depending on the
S : 29 9.2 6.4
price inflation consumer basket and government support
Disposable income, 29 0.1 05
real -
Household final Correlated with growth in the VAT base in
: 4.6 41 0.4 A .
consumption, real the absence of significant price changes
Household final Correlated with growth in the VAT base in
- . 7.2 11.6 6.9 A X
consumption, nominal the absence of significant price changes

Source: own elaboration based on Eurostat (nama_10_gdp, nasa_10_nf_tr, prc_hicp_aind).

EU27 cross-country comparison

Despite strong macroeconomic performance at the EU27 aggregate level in 2022,
performance across Member States varied significantly throughout the year. This was influenced
by each Member State’s stage of recovery from the COVID-19 pandemic, the extent of government
intervention and support, and the ramifications of Russia’s war of aggression against Ukraine on
domestic energy prices. These differences are illustrated in Table 2 and Annex F.
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Table 2: Macroeconomic summary (% growth, 2021-2022)

Household Household Household Household
Disposable | Disposable final LQE final final Business Business
GDP, GDP, income, income, consumption, consumption, | consumption, consumption, investment, investment,

GDP, real GDP, real nominal nominal Inflation Inflation nominal nominal nominal nominal

Member state 2021 (%) 2022 (%) 2021 (%) 2022 (%) 2021 (%) 2022 (%) 2021 (%) 2022 (%) 2021 (%) 2022 (%)
Belgium 6.8 3.0 10.3 9.1 3.2 10.3 2.2 -1.9 6.3 3.2 9.0 13.3 9.3 10.3
Bulgaria 71 4.2 15.1 20.6 2.9 13.0 10.7 2.3 8.2 3.8 14.7 20.2 3.0 27.9
Czechia 3.5 24 6.9 11.1 3.3 14.8 4.2 -3.8 4.1 -0.6 7.0 14.3 60.2 351
Denmark 6.8 2.7 9.9 11.0 1.9 8.5 0.3 24 5.5 -1.4 7.6 5.9 10.9 14.9
Germany 3.1 1.9 6.2 7.3 3.2 8.7 -0.4 -0.5 1.5 3.9 4.5 10.9 6.9 13.4
Estonia 7.4 -0.5 13.5 15.6 4.5 19.4 4.7 -5.8 9.3 2.1 13.7 19.3 22.6 0.5
Ireland 14.7 9.6 15.4 16.8 24 8.1 3.1 0.6 8.3 9.6 12.3 16.7 -42.4 11.0
Greece 8.1 5.7 9.6 13.4 0.6 9.3 6.5 1.1 6.4 7.5 7.4 14.2 18.0 16.3
Spain 6.4 5.8 9.2 10.2 3.0 8.3 24 -2.3 7.1 4.7 9.5 11.6 5.8 8.1
France 6.4 25 7.9 5.6 2.1 5.9 2.7 0.3 5.1 2.3 6.7 71 13.6 10.4
Croatia 12.6 7.0 14.9 16.0 27 10.7 12.0 9.2 10.5 6.7 13.1 18.5 9.9 13.4
Italy 8.3 4.1 9.6 7.9 1.9 8.8 3.1 -1.7 5.5 4.9 7.1 12.9 14.4 15.2
Cyprus 9.9 5.1 12.9 11.4 2.3 8.1 7.7 0.6 5.6 8.6 6.5 15.6 -2.3 20.1
Latvia 6.4 3.5 10.3 15.2 3.2 17.2 3.6 -1.8 7.2 7.4 10.8 21.5 11.0 29.2
Lithuania 6.2 24 13.4 19.4 4.6 18.9 3.5 -4.6 7.8 2.0 13.0 21.0 28.6 14.2
Luxembourg 7.2 1.4 12.0 7.6 3.5 8.2 3.5 4.0 11.3 23 12.7 7.8 36.6 2.8
Hungary 7.0 4.6 14.0 19.5 5.2 15.3 7.2 1.6 4.6 7.1 11.2 23.3 19.4 15.9
Malta 12.4 8.1 14.7 13.8 0.7 6.1 5.6 4.5 8.1 11.0 9.6 16.9 223 64.2
Netherlands 6.2 4.4 9.3 10.2 2.8 11.6 24 21 4.4 6.5 7.6 13.9 6.8 10.7
Austria 4.4 4.8 6.5 10.4 2.8 8.6 2.1 34 4.0 5.8 6.2 13.6 8.4 7.8
Poland 6.9 5.5 12.7 16.7 5.2 13.2 -2.4 0.2 6.2 5.4 12.0 20.2 -1.9 12.6
Portugal 5.7 6.8 7.7 12.2 0.9 8.1 3.1 0.5 4.7 5.6 6.8 13.4 9.6 12.4
Romania 5.7 4.1 11.3 17.9 4.1 12.0 7.5 2.8 7.2 5.8 11.8 211 13.6 18.9
Slovenia 8.4 2.9 11.5 9.5 21 9.3 4.4 -1.2 10.1 4.1 13.8 14.8 16.3 12.5
Slovakia 4.8 1.8 7.3 9.4 2.8 12.1 1.8 -1.0 2.8 5.6 6.1 18.4 7.6 14.9
Finland 2.8 1.3 5.3 6.8 2.1 7.2 1.1 -2.4 3.2 1.8 5.5 8.1 7.9 8.3
Sweden 5.9 2.7 8.8 8.9 27 8.1 4.0 -0.1 6.2 24 8.2 9.3 15.4 13.2
EU27 5.9 3.5 8.6 8.8 2.9 9.2 2.2 0.1 4.6 4.1 7.2 11.6 19.0 14.0

Source: own elaboration based on Eurostat (nama_10_gdp, nasa_10_nf_tr, prc_hicp_aind) and Oxford Economics, download underlying data.
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final consumption of services has remained unchanged, which can affect VAT compliance, as compared
to traditional taxable goods the services sector can be more complex and hence more difficult to tax
effectively.

Figure 7: Growth in nominal household final consumption by COICOP categories (EU27, %
annual growth, 2021-2022)
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Source: own elaboration based on and Eurostat (nama_10_co3_p3) and National Statistical Institutes.

Figure 8: Nominal household final consumption by COICOP categories (EU27, index, 2022)
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Source: own elaboration based on and Eurostat (nama_10_co3_p3) and National Statistical Institutes.

At a broad sectoral level, the services sector exhibited faster growth in 2022 than agriculture
and industry, with real GDP increasing by 9.5% from the previous year and reaching levels 11% above
those recorded pre-pandemic. Within the services sector, the hospitality sector was one of the
hardest hit by the pandemic and had not fully recovered by 2022, reaching only 91% of its pre-
pandemic levels despite robust growth of 18.9% in 2021 and 39.1% in 2022. This growth followed a
significant contraction of 45% in 2020. Meanwhile, the industrial sector declined by 0.5% due to the
ongoing energy crisis, although levels remained 5% above pre-pandemic levels.
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While increased activity in the services sector can boost the VAT base, its diversity and intangibility
can lead to a higher risk of non-compliance compared to traditional goods. It can also be hard to
determine the place of supply for services due to digitalisation and cross-border transactions, since
different countries’ rules can differ in regard to where a service is deemed to be supplied, which can
affect VAT revenue and compliance.

Figure 9: Growth in real GDP sectors (EU27, % growth, 2020-2023)
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50% -
GDP hospitality, real

40%

30%

20%

GDP services, real

10%

0% —
-10% GDP agriculture, real GDP industry, real
-20%

-30%
-40%
-50%
2018 2019 2020 2021 2022 2023

Source: own elaboration based on Eurostat (nama_10_gdp).

The tourism sector is typically associated with a greater level of non-compliance as businesses such
as tour operators or souvenir shops might operate in the informal sector, which means it can be harder
to tax them effectively compared to traditional taxable goods. Tourism was among the most severely
impacted sectors of the economy during the pandemic, with widespread restrictions on mobility and
travel leading to a prolonged period before tourists were permitted to travel again and felt comfortable
doing so. Recovery in tourist arrivals varied across EU Member States, with some economies, such
as Croatia, Slovenia, France, and Spain, rebounding more quickly than others (Figure 10). At the
aggregate level, tourist arrivals in 2022 had not yet returned to pre-pandemic levels, reaching only
90% of their 2019 levels by the end of 2022. As such, as the tourism sector returns to pre-pandemic
levels of activity in the future, it may have detrimental impacts on VAT compliance.
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Figure 10: Total tourist arrivals (Index, 2022)

Latvia
Estonia
Czechia
Finland
Germany
Hungary
Slovakia
Lithuania
Italy
Ireland
Malta
Cyprus
Netherlands
Poland
Austria
Bulgaria
Sweden
Greece
Belgium
EU27

©
o

Portugal
Luxembourg
Denmark
Romania
Spain
France
Slovenia
Croatia

o
N
S
N
o
o
S
®
S
N
o
S
N
N
=]

140
Index (2019=100)

Source: Tourism Economics.

Bankruptcy declarations contribute to VAT non-compliance, complicating the recovery
processes and increasing compliance risks, which reduces VAT revenue. Bankruptcy declarations fell
to an all-time low in 2020, largely due to COVID-19 as governments introduced temporary measures to
help businesses survive the restrictions from the pandemic, which effectively postponed many
bankruptcies. When these measures were removed, it resulted in a catch-up effect where firms that had
been kept afloat during the pandemic were now filing for insolvency. Therefore, in 2022 there was a
sharp uptick in the number of bankruptcy declarations across the EU27, with annual growth of
11.5% compared to the previous year. This trend continued into 2023, rising by a further 23.9% (Figure
11). Once the financial support was removed, the financial buffers of small and micro-sized firms
suffered significantly from supply chain pressures due to the scarcity of essential inputs in some
industries (for example semi-conductors), labour shortages following the pandemic, and the ongoing
energy crisis in 2022 and 2023 resulting in more firms closing. As such, the sharp uptick in bankruptcy
declarations in 2022 and 2023 may have detrimental impacts on the VAT compliance gap in the years
ahead.
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Figure 11: Growth in bankruptcy declaration (EU27, % growth, 2018-2023)
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Source: own elaboration based on Eurostat (sts_rb_q).

E-commerce adoption among enterprises within the EU has been on a steady upward
trajectory since the onset of the COVID-19 pandemic. In addition, there was an increase in online
sales orders during the pandemic in the EU27. Furthermore, the share of businesses engaging in e-
sales continues to grow year on year, from 19.7% in 2019 to 22.9% in 2023. The overall effect of e-
commerce on VAT compliance can be quite mixed. The increased use of online payments reduces the
problem of VAT avoidance in the form of cash-in-hand transactions where money cannot be traced.
With online sales, there is an audit trail with money hitting bank accounts and being properly recorded,
reducing VAT avoidance and increasing compliance. However, the complexities of e-commerce VAT
collection remain and can create challenges for capturing the full potential.2 More details on e-commerce
and the impact on VAT can be found in Section lll.d.

Figure 12: Share of enterprises with e-commerce sales (EU27, %, 2018-2023)
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Source: own elaboration based on Eurostat (isoc_ec_esels).

After reviewing various factors that may have impacted the VAT compliance gap in the EU27, it is not
possible to conclude what factors may have had more of an impact than others. However, growth
in household final consumption in non-service sectors is most likely supportive of VAT compliance in

2 Bohne (2023).
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2022. The rise in e-commerce can have both negative and positive effects, but the increase in online
orders will reduce cash-in-hand transactions, making tax avoidance harder. However, growth in the
services sector may have impacted compliance negatively, alongside the rise in tourism arrivals and
bankruptcy declarations. Despite the challenges, the compliance rate in the EU27 remained
favourable in 2022. A summary of each economic factor can be found in Table 3, with what we believe
to be the expected relationship with VAT compliance.

Table 3: Macroeconomic factors that potentially affect VAT compliance (EU27, % growth/
annual growth pp. difference, 2021-2022)

Annual growth | PP difference

in the variable in annual Pdnofithe

expected impact
on VAT
compliance

Variable in 2022 growth of the
(YoY % variable
change) (2022 vs 2021)

Nominal household final consumption; Food, and non-alcoholic

beverages 6.6% 5.3 Positive
Nominal household final consumption; Restaurants, and hotels 45.0% 24.5 Negative
Nominal household final consumption; Customised services

aggregate 34.6% 19.9 Negative
GDP services, real 9.5% -0.7 Negative
GDP, real 3.5% -2.4 Positive
Total tourism arrivals 70.0% 41.0 Negative
Bankruptcy declarations 11.5% 15.9 Negative
E-commerce, % of sectors - 0.5 Positive

Note: e-commerce figures are based on a percentage, so only PP figures are provided. The custom services aggregate comprises
recreational and cultural services, package holidays, eating out, accommodation services, personal goods and services and
other services not elsewhere classified.

Source: own elaboration based on Eurostat and Tourism Economics.

Economic developments and compliance across countries

Analysis of VAT compliance and the macroeconomic drivers potentially associated with it confirms that
the relationships are not clear-cut and vary between countries and over time.

The scatter plot in Figure 13 shows the relationship between nominal household final consumption
and the compliance rate, and has a roughly equal number of countries in the bottom right and top right
quadrants, which shows that nominal household final consumption growth does not have a clear-cut or
dominating relationship with the VAT compliance rate across countries.
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Figure 13: Nominal household final consumption and VAT compliance gap (annual growth pp.
difference, 2022 vs 2021)
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Source: own elaboration based on EC/CASE (2023) and Eurostat (nama_10_gdp).
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lll. VAT compliance gap in the EU
lll.a. Evolution of VAT compliance between 2018 and 2022

This section looks at the evolution of the VAT compliance gap over the time horizon of 2018-2022.
It aims to provide an overview, while the next section provides comprehensive insights into
developments of the VAT compliance gaps in certain Member States.

As shown in Figure 14, total EU27 VAT revenue and VAT liability increased in all years with the
exception of 2020, where both fell below the levels observed in 2018. In 2022, both revenue and liability
continued the upward trend observed from 2020. However, revenue increased at a slower pace than
liability, which means that the VAT compliance gap as a share of the VTTL has increased (Figure 15).

Figure 14: Evolution of VAT liability and revenue in the EU27 (EUR billion, 2018-2022)
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Source: own elaboration, download underlying data.

In 2022, the VAT compliance gap amounted to EUR 89.3 billion, or — in relative terms — 7% of the
VTTL. Compared to 2021, the gap went up by EUR 13.3 billion and 0.4 percentage points (of the VTTL)
(Figure 15 and Table 4). However, it should be noted that there is a degree of uncertainty around the
estimates for 2020 and 2021, and in consequence the year-over-year change in 2022. This is due to the
somewhat inconsistent treatment of deferrals, and the lower quality of national statistics owing to the
turbulent conditions in these years. For this reason, comparisons of estimates between 2019 and 2022
are more informative than year-to-year change in this period.

Against this backdrop, compared to 2019 — the last pre-pandemic year for which data of similar
quality to that of 2022 is available — the nominal gap in 2022 was EUR 35 billion and 4 pp. lower. This
means that the reduction in the VAT compliance gap observed during the COVID-19 pandemic largely
persisted into 2022.
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Figure 15: Evolution of VAT compliance gap in the EU27 (EUR billion/%, 2018-2022)
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Source: own elaboration, download underlying data.

Because of the problems related to accurately estimating the VAT compliance gap in 2020 and 2021,
discussed in more detail in Annex B, the revision of the estimates under this study was larger than during
the years preceding the COVID-19 pandemic (Figure 16). The revision of the estimates was 1.3 pp. for
2021 estimates, and 0.3 pp. for 2020.

Figure 16: VAT compliance gap estimates from different editions of the study
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Source: own elaboration, download underlying data.

The revision of past VAT compliance gap estimates is much more substantial than during the last 10
years, which warrants a more detailed review. In nominal terms, the upward revision of the 2021
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Table 4: VAT compliance gap as a percent of the VTTL in EU27 Member States (2021 and 2022)

2021 2022

VAT gap
VTTL Revenues VAT gap VTTL Revenues VAT gap change
MS (EUR (EUR (EUR VA(TO/?ap (EUR (EUR (EUR VA(T,,/?“"" (pp?
min) min) min) . min) min) min) .
BE 36809 | 34234 2 575 7.0% 40501 = 36031 4 469 11.0% 4.0
BG 6 930 6 671 259 3.7% 8 432 7786 645 7.7% 3.9
cz 19376 = 18084 1291 6.7% 22822 | 21857 965 4.2% 24
DK 35371 33772 1598 4.5% 38943 35583 3 360 8.6% 4.1
DE | 271427 259435 = 11992 4.4% | 298557 285665 | 12892 4.3% 0.1
EE 2 891 2847 44 1.5% 3 461 3309 152 4.4% 2.9
IE 16637 = 16816 -179 41% | 19238 = 18936 302 1.6% 2.6
EL 18369 15160 3209 175% 21580 18621 2959 13.7% 3.8
ES 85773 | 82249 3524 4.1% 96787 = 92344 4443 4.6% 0.5
FR 197189 185350 11839 6.0% 212146 199362 12784 6.0% 0.0
HR 8 585 7 647 937 10.9% = 10112 8 895 1216 12.0% 1.1
IT 135734 120980 14754  10.9% 154879 138533 16346  10.6% 0.3
cY 2325 2182 143 6.2% 2688 2706 -18 -0.7% 6.8
LV 3208 2880 328 10.2% 3833 3639 193 5.0% 52
LT 5 562 4 688 875 15.7% 6610 5644 966 14.6% 1.1
LU 4515 4183 332 7.4% 4 963 4779 184 3.7% 37
HU 15988 = 15230 758 4.7% 17505 = 17 100 405 2.3% 2.4
MT 1343 1001 342 25.5% 1605 1190 415 25.9% 0.4
NL 69024 | 65400 3624 5.3% 75919 | 69 928 5991 7.9% 2.6
AT 31473 30657 817 2.6% 36643 35543 1101 3.0% 0.4
PL 52260 | 49317 2943 5.6% 52046 @ 47672 4374 8.4% 2.8
PT 19995 19186 810 4.0% 23011 22711 300 1.3% 27
RO 23798 | 15511 8 287 34.8% | 27717 @ 19238 8479 30.6% 42
sl 4 455 4297 159 3.6% 5144 4673 472 9.2% 5.6
SK 8 540 7 366 1174 13.7% 10025 8 559 1466 14.6% 0.9
FI 24273 23551 722 3.0% 26443 25061 1382 5.2% 2.3
SE 51999 | 49215 2784 5.4% 54993 = 51954 3039 5.5% 0.2
(Tglt;'n 1153848 1077907 75941  6.58% 1276601 1187318 89283  6.99% 0.4
QnEeS;? 5.63% 6.03%

Source: own elaboration, download underlying data.
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Looking at Member State-level estimates, in 2022 there was a relatively large group of Member
States where the gap remained stable compared to the previous year. In eight Member States, the
estimated change was less than 1 pp. At the same time, in nine Member States the VAT compliance

gap shifted by more than 3 pp. (Figure 18).

The largest decreases in the size of the VAT compliance gap were observed in Cyprus (-6.8 pp),
Latvia (-5.2 pp.), and Romania (-4.2 pp.). In Cyprus, this was a continuation of the downward trend
marking a decrease in the VAT compliance gap of over 15 pp. over the space of two years. Comparably
large decreases in the gap during such a short period of time were rarely observed before. The largest
increases in the size of the VAT compliance gap were estimated for Slovenia (+5.6 pp.), Denmark (+4.1

pp), Belgium (+4.0 pp.) and Bulgaria (+3.9 pp.).

Figure 18: Change in the VAT compliance gap (in percentage points, 2022 vs. 2021)
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VAT gap in the EU

Figure 19: Development of real internal travel and tourism spending in tourist destinations
(volume, 2019=100)

120
g 100 » /————7'
-g =
g —
=
£ g 80
2%
52
Qo
s N 60
€
© o
— X
[ ]
>0
SL£ 40
©
<
]
< 20
0
2019 2020 2021 2022 2023
Austria Cyprus Spain Greece Croatia Malta Portugal

Note: Data for 2022 and 2023 forecasted by Oxford Economics and the World Travel and Tourism Council.

Source: Oxford Economics and WTTC, based on IMF, NSO, OECD, UNWTO, NTO, WEF, and regional tourism associations,
such as the ETC or GTS clients.

The distinct impact of the COVID-19 pandemic on the tourism and hospitality sectors, coupled with
the sectors’ varying importance for Member States’ GDP, presents an opportunity to study compliance
in the tourism and hospitality sectors. The 2022 VAT gap in the EU report (EC, CASE, 2022) first
considered the impact of the pandemic on these sectors in its study of compliance in tourism and
hospitality. It found that the decrease in the nominal VAT compliance gap in 2020 was higher in Member
States where tourism and hospitality had relatively large contributions to GDP. This gave rise to the
hypothesis that “composition effects” could be driving variation in the VAT compliance gap. That is,
if the weight of the tourism and hospitality sectors decreases in relative terms and compliance in the
sector is comparatively low to begin with, the total VAT compliance gap is reduced. Building on this
hypothesis, this case study investigates the development of VAT compliance in the tourism and
hospitality sectors using 2022 estimates to extend the time horizon of the analysis.

Figure 20 illustrates the development of the VAT compliance gap between 2018 and 2022, using the
average of all Member States and the average of all tourist destinations. Overall, the VAT compliance
gap decreased in all Member States in 2020, yet the decline was more pronounced in tourist destination
countries (EC/CASE, 2023) — which supports the composition effects hypothesis.
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Figure 20: Growth rate of VAT compliance gap (percent) in tourist destinations versus all
Member States (2018-2022)
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Source: own elaboration, download underlying data.

However, in nominal terms the VAT compliance gap is also impacted, for example, by business
cycles and changes in tax legislation. Thus, to investigate VAT compliance further, the VAT compliance
gap is studied as a percentage of VTTL. Taking a look at developments at the Member State level also
provides more detailed insights.

Figure 21 shows how VAT compliance changed in tourist destinations during the COVID-19
pandemic. Some countries, especially the larger ones, corroborate the composition effects hypothesis
— at least in 2020 (green circles). In Spain, Greece, Austria, Portugal and Malta, compliance improved
as the tourism sector’s contribution to GDP declined in 2020. However, in Croatia and Cyprus, the
composition effects hypothesis cannot be confirmed in the same year, as compliance decreased while
the tourism sector’s contribution to GDP also decreased.'¢

16 Moreover, development after the COVID-19 pandemic shows that there might also be a structural shift in the VAT compliance
of the hospitality and tourism sectors in selected countries. In Portugal, Greece, and Spain, the sectors’ contribution increased
again but compliance improved. Hence, even in countries confirming the composition effect during the pandemic, VAT
compliance does not decrease when the sectors start recovering in 2021.
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Figure 21: Change in VAT compliance (% of VTTL) and GDP contribution of the tourism sector
in tourist destination countries (2019-2021)
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Source: own elaboration, download underlying data.

When Member States started to recover in 2021, we would have expected compliance to decrease
again in line with the composition effects hypothesis. Yet, although the contribution of the tourism sector
to GDP increased again in Portugal, Spain, Greece, Cyprus and Croatia, taxpayer compliance continued
to improve in most of them (see the blue circles in Figure 21 for Greece, Portugal, Spain, and Cyprus).
However, since several other factors also affect VAT compliance, this broad descriptive analysis only
provides a preliminary indication.

To investigate the potential reasons for the observed patterns, we conducted interviews with two
experts in the tourism industry to gain insights into the compliance of the tourism and hospitality industry
and the corresponding composition effects hypothesis. One expert represented an international
company active in the tourism sector, the other an association of businesses active in the sector. A
description of the methodology applied in the expert interviews can be found in Annex A.

The experts neither contradicted nor confirmed the composition effects hypothesis. Instead, they
mentioned several other factors and underlying trends affecting compliance in the tourism sector across
countries. One expert mentioned that there had been an overall increase in VAT compliance in the
industry for several years due to increased digitalisation. This captures several elements, such as
digital tools available to companies; as one expert confirmed, “I would say compliance has increased a
lot just because of the tools available to the people and to smaller businesses around the EU”. This
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products, which are often subject to the reduced VAT rate (ESTAT, 2024d).” Together, the VAT rate
reductions and shifts in consumption patterns resulted in a major drop in the effective VAT rate, from
10.6% in 2019 to 9.3% in 2020, as illustrated in Figure 22.'® This constituted the largest drop in the
effective VAT rate among all Member States. As of 2022, the effective rate almost returned to the pre-
pandemic level in Germany. Therefore, and because the effective VAT rate was relatively stable before
the COVID-19 pandemic, the developments in Germany provide a good base to study the impact of the
effective VAT rate on compliance. Thus, the case study analyses the correlation between the VAT rate
and compliance using descriptive statistics and expert interviews, with selected trade associations
having a good oversight on how the VAT rate adjustments have affected businesses.

Figure 22: Changes in effective VAT rate, 2020 and 2022
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Source: own elaboration, download underlying data.

The relevant academic literature points towards a positive relationship between the VAT rate and
VAT compliance gap. Christie & Holzner (2006), for instance, estimated taxpayer compliance rates for
VAT, excise tax, personal income tax, and social security contributions for selected European countries
in the years 2000 to 2003, and found that compliance rates were negatively correlated with the statutory
tax rate itself for all four types of tax. These findings are corroborated by other studies that also proved
statistically significant negative relationships between VAT rates and VAT compliance or positive
relationships between VAT rates and VAT compliance gaps (Agha & Haughton, 1996; Zidkova &
Pavel, 2016). Moreover, they are in line with classical tax compliance theory, according to which
taxpayers are utility-maximising agents who will choose to evade taxes if the benefits of tax evasion are
expected to outweigh the possible costs of detection and punishment (Allingham & Sandmo, 1972).

17 ESTAT, Final consumption aggregates by durability [nama_10_fcs]:
https.//ec.europa.eu/eurostat/databrowser/view/nama_10 fcs _custom 12856296/default/table

18 The effective rate used in this section is the ratio of the VTTL and the net tax base.
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Figure 23: Changes in the effective VAT rate and VAT compliance
a) 2019 vs. 2020
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Reflecting Germany only, the picture is more mixed. As presented in Figure 24, the 2020 drop in the
effective VAT rate was indeed associated with an increase in VAT compliance. Yet while the effective
rate increased in 2021 and 2022, compliance continued to improve, reaching a new maximum in 2022.
Thus, the impact of the effective rate seems to only partly explain compliance developments. Other
factors appear to have affected VAT compliance as well, which is in line with more recent literature.

Figure 24: Development of VAT compliance and the effective VAT rate in Germany (2018-2022)
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Source: own elaboration, download underlying data.

To investigate the role of VAT rate reductions on VAT compliance in Germany in more detail, we
conducted qualitative expert interviews with four industry experts holding senior positions in associations
representing their respective industries (see Annex A for a detailed description of the methodology).?°
In line with classic tax compliance theory, the experts hypothesised that the reductions in effective VAT
rates could have led to (some) increases in compliance, as they reduced the possible benefits of VAT
evasion compared to possible costs. However, one expert pointed out that the temporary rate reductions
were not unanimously well received, as for some businesses they generated more additional
administrative costs and challenges (compliance costs) than benefits. Especially those companies
primarily engaged in B2B commerce were critical of this measure (as, because of VAT refunds, they
effectively always faced a neutral VAT rate and therefore did not benefit from reduced VAT rates). One
expert suggested that the reduction of the VAT compliance gap might have also been driven by reduced
economic activity, particularly in economic sectors with a higher risk of VAT evasion.?! However, an
important shortcoming of both theories is that they seem at odds with the empirical finding that VAT
compliance continued to improve, even after VAT rates and economic activities returned to pre-COVID-
19 levels.

Therefore, most experts referred to other aspects that had contributed to the increase in compliance
over the period observed. One expert's hypothesis was that the development of the VAT compliance

20 Since all interviews in this part of the case study were conducted in German, we only included indirect quotes of statements
made by the experts.

21 This argument is in line with the composition hypothesis stated in the first part of case study one.
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Figure 25: Development of the VAT compliance gap in selected Member States (2013-2022)
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Source: own elaboration, download underlying data.

Several of these countries introduced tax administration reforms during the same period, suggesting
that these policy measures have contributed to higher VAT compliance in these countries (EC, CASE,
2023):

In Latvia, the VAT compliance gap decreased by almost 20 ppts between 2013 and 2022. In 2016,
the country extended its domestic reverse charge mechanism covering mobile phones, tablets, laptops,
and integrated circuit devices as well as cereals and technical crops (Ministry of Finance Republic of
Latvia, 2021). VAT compliance increased significantly in the same year, implying the system’s success.
Moreover, the country kicked off a programme in 2018 to strengthen audit functions and tax compliance
in cooperation with the World Bank (The World Bank, 2024). In the same year, the country further
extended digital reporting obligations and broadened the rights and powers of the tax administration
(EC, CASE, 2023). Considering the drop in the VAT compliance gap in 2018 and the following years,
the measures could have contributed to the country’s success. The Latvian authorities furthermore
announced in 2021 that e-invoicing following the Pan-European Public Procurement OnLine (Peppol)
standard will be required for certain transactions starting in 2025 (EC, 2023a).22 Starting in January
2025, e-invoicing will be mandatory for transactions between public administrations and businesses in
the government-to-government, business-to-government, and government-to-business segments. From
January 2026, e-invoicing will also be required for transactions between companies registered in Latvia
within the business-to-business segment.

In Hungary, the VAT compliance gap was more than 19 ppts lower in 2022 than in 2013. In 2014,
Hungary introduced online cash registers for several sectors.?* A new regime, the “e-pénztargép” (ePG),
replaced the requirement for online cash registers, with implementation starting in July 2024. The ePG
system reports live transactions and VAT data, and subsequently generates e-receipts (Caragher,

22 The Peppol standard enables the standardised exchange of documents between business partners, including the transmission
of e-invoices, for instance BMI (2022).

23 Sectors covered included retail, accommodation, and food services (Lovics, Széke, Toth, & Van, 2019).
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were extended to medium-sized enterprises in 2023. Starting in 2025, the system will also be mandatory
for small businesses. Notably, the estimates for 2022 indicate a decrease in the Romanian VAT
compliance gap of 4.2 pp.

Figure 26: Development of the VAT compliance gap in Romania (2013-2022)

45%

40%
RO

VAT compliance gap

_\
a
S

10%
5%

0%
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Note: dots indicate major new policy measures.

Source: own elaboration, download underlying data.

Descriptive analysis of measures’ effectiveness to increase VAT compliance

To get a first indication of the measures’ effectiveness, we identified two measures linked to the
respective tax collecting authority’s servers that were introduced by several relevant Member States
during the period analysed: electronic VAT returns (such as SAF-T) and online cash registers. Since
Member States introduced these measures in different years, we defined t as the respective year of the
first mandatory measure introduction.?* T-1 and t-2 in Figure 27 and Figure 28 represent the first and
second years before introduction of the measure, and t+7 and t+2 the two years after it was introduced.
SAF-T returns, for example, first became mandatory (for large taxpayers) in Poland in 2016, making
2016 the year of treatment, i.e. -7 and t-2 display VAT compliance for 2015 and 2014, and {+7 and {+2
present compliance estimates for 2017 and 2018.

Notably, the pattern for the introduction of SAF-T or other electronic VAT returns looks quite similar
in Poland, Romania, and Slovakia. As presented in Figure 27, VAT compliance increased, on average,
by 5% in the year of the measure’s introduction. As the impact might be delayed and the group of
businesses obliged to comply increases, information on compliance in the first and second year after
the introduction provides useful information as well. One year after the introduction of electronic VAT
returns, compliance increased by another 6% on average compared to the year before. Another year
later, and compliance increased by 9% compared to the year of treatment.

24 Many measures are gradually introduced starting with a voluntary period, and gradually increasing the group of businesses that
have to comply to the measure. Here we identified the year of treatment as the first year with a mandatory introduction for at
least some businesses.
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Moving on to online cash registers the picture appears much more mixed. During the period
analysed, the measure was introduced in Poland, Hungary, Romania, and Slovakia.

Figure 27: Indexed VAT compliance development two years before and after the introduction of
SAF-T or other mandatory electronic VAT returns
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Note: t indicates the year of the introduction of mandatory electronic VAT returns for at least some companies. T-1 and t-2 present
the corresponding values for VAT compliance 1 and 2 years before the introduction of the measure. T+1 and t+2 represent the
years after the introduction of the measure accordingly. In Poland, the year of treatment, i.e. t, was 2016. In Romania, the year
of treatment was 2022 and in Slovakia 2014.

Source: own elaboration, download underlying data.

Figure 28: VAT compliance development two years before and after the introduction of
mandatory online cash registers
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Note: t indicates the year of the introduction of mandatory online cash registers for at least some companies. T-1 and t-2 present
the corresponding values for VAT compliance 1 and 2 years before the introduction of the measure. T+1 and t+2 represent the
years after the introduction of the measure accordingly. In Poland, the year of treatment, i.e. t, was 2019. In Hungary, the year
of treatment was 2014, in Romania, the year of treatment was 2021, and in Slovakia, the year of treatment was 2019.

Source: own elaboration, download underlying data.
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A look at the numbers provided by the European Commission (2024c) concerning the Digital
Economy and Society Index (DESI) appears to confirm the importance of e-government for VAT
compliance. Figure 29 displays the relationship between VAT compliance and the share of individuals
who used the internet, in the last 12 months, for interaction with public authorities (e-government users).
Across all Member States, the correlation is positive, meaning that a higher share of e-government users
is associated with higher VAT compliance. Considering the countries of interest in this case study,
Romania had the lowest share of e-government users with 17%. Poland, Hungary, and Slovakia
performed much better with 55%, 81%, and 62%, respectively. With 84%, Latvia had the highest share
of e-government users among the Member States analysed.

Figure 29: E-government users and VAT compliance (2022)
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Note: E-government users describe the share of individuals who used the internet, in the last 12 months, for interaction with public
authorities.
The VAT compliance was retrieved using the following formula: VAT compliance = 1 — VAT compliance gap

Source: EC (2024c).

Another crucial element of the digital public infrastructure is the availability and quality of client
services and training programmes for businesses provided by (tax) authorities. This may include
basic information provided online such as guidelines and FAQs, training materials for software, online
registration and application forms, as well as available contact persons skilled to answer technical and
detailed questions quickly. Moreover, efficient digital communication between businesses and tax
collecting authorities can help to speed up processes if, for instance, a business makes a wrong
declaration by mistake. Many interview partners raised this point, stating that it reduces the cost of the
businesses to be compliant.

The DESI data published by EC (2024c) supports this hypothesis. Romania received the lowest
score of all EU countries, by a clear margin, on the indicator of digital public services for businesses.
This indicator scores countries on a scale from 0 to 100, based on the share of public services needed
for starting a business and conducting regular business operations that are available online. The EU
average score was 85, and Romania’s was 50, with all other countries scoring between 66 and 100.
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2014). It is thus easy to see how insufficient government communication and support for businesses, a
high perceived compliance burden, and substandard provided digital solutions and other things could
have strained Romanian taxpayers’ tax morale, thereby counteracting larger compliance as
hypothesised by the interviewed experts.

Another reason why similar measures increasing data availability for tax authorities have been more
effective in increasing compliance in countries like Poland or Hungary (compared to Romania) is that
these measures affect audit and control capacities differently, due to countries’ varying ability to
effectively leverage collected digital data. In Romania, where the digitalisation of public administration
currently seems to be less developed according to the experts interviewed, the infrastructure and
expertise to use and process the increased amount of taxpayers’ data might be less developed than in
Hungary or Poland. It is thus conceivable that the introduced measures failed to facilitate compliance in
Romania as strongly as in countries like Poland or Hungary, because the Romanian tax administration
might not have the same level of operational effectiveness. Thus, both the direct effect of identifying and
punishing non-compliance, as well as the resulting indirect effect of taxpayers being deterred from not
complying with obligations due to their awareness of increased administrative audit capacities, might be
less pronounced in Romania.

In sum, we identified four main areas that may impact VAT compliance and the effectiveness of newly
introduced measures based on the expert interviews conducted. First, the compliance cost faced by
taxpayers is a key factor covering not only monetary cost, but also time and human resources. The
second crucial aspect is taxpayers’ tax morale, meaning their intrinsic willingness and motivation to pay
taxes. Importantly, tax morale seems to be strongly affected by the compliance cost. Additionally, tax
authorities’ capability to monitor businesses and enforce compliance effectively is a key element that
also contributes, for instance, to the chances of non-compliant businesses being detected. Lastly, digital
tools in particular can also help businesses reduce unintentional errors.

ll.d. Impact of e-commerce and digital payments on VAT compliance

The use of digital payments and e-commerce has grown significantly in the last few years. During
the COVID-19 pandemic, there was an additional surge, as consumers turned to online retail in response
to restrictions preventing them from going to stores physically (Frere & Radhakrishnan, 2020). The share
of e-commerce in total business turnover remained stable between 2018 and 2023, as shown in Figure
30. The steady share suggests that the value of e-commerce sales has broadly kept pace with overall
business turnover growth.
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Figure 30: E-commerce enterprise sales, individual purchases and enterprise turnover (%)
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Source: own elaboration based on Eurostat (isoc_ec_eseln2), Eurostat (isoc_ec_ibuy), Eurostat (isoc_sc_ib20) and Eurostat
(isoc_ec_evals), download underlying data.

More broadly, the number of card payments, which includes payments made for purchases online
and in-store, also increased by 62% in the euro area between 2018 and 2022 (ECB, 2024a).

The observed upward trends in e-commerce transactions could help decrease the VAT compliance
gap, as digital payment options leave an electronic audit trail that may help curb tax evasion. Bohne et
al. (2023) explored the connection between the proliferation of cashless — or e-money — payments, and
value-added tax (VAT) compliance. They found a negative correlation between e-money use and the
VAT compliance gap in EU Member States. The researchers estimated that a 1 pp or 5.51% increase
in e-money use results in an 11.9% reduction in the VAT compliance gap over time (Bohne, Koumpias,
& Tassi, 2023).

While digital payments are perceived as increasing VAT compliance, the assessment of a growing
e-commerce sector is mixed. On the one hand, online sales challenge traditional VAT rules, which could
potentially reduce VAT compliance and thus increase the VAT compliance gap. Three out of four tax
administrations in the EU27 identified a significant number of unregistered businesses in the e-
commerce sector (EC, 2022b). Together with the accommodation and food services sectors, e-
commerce, despite accounting for a relatively small share of the economy, ranked first on the list of
sectors identified by the Member States’ tax administrations as having a significant number of
unregistered businesses. In particular, the qualification of taxable entities, whether a transaction is B2C
or C2C, and imports of low-value goods constitute areas with a significant risk of fraud when enforcing
VAT rules with respect to e-commerce sales (Scarcella, 2020). In response, the EC implemented new
VAT rules on cross-border B2C e-commerce activities in 2021 (EC, 2024d). Further, a 2023 proposal of
the EC puts forward uniform VAT treatment for all persons involved in distance sales of imported goods,
regardless of the value of the imported goods. The proposed measures will support the objective of a
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First, several simple correlation coefficients were estimated. Table 5 shows the correlation between
the VAT compliance gap and the size of the e-commerce sector. This result is rather unintuitive as e-
commerce is generally known to allow for more room for fraud. A potential explanation might be that the
digital nature of online transactions could contribute to better record-keeping and transparency. As a
result, the overall impact of e-commerce might be associated with improved VAT compliance. However,
the results could also be influenced by confounders.

Furthermore, our correlation analysis indicates that the increasing use of digital payments is
associated with higher VAT compliance. In particular, credit card usage is found to be negatively
correlated with the VAT compliance gap. This concurrence is probably attributable to the electronic audit
trail associated with digital payments, and as such conducive to greater compliance. On the other hand,
cash usage (proxied by cash withdrawals) is positively correlated with the VAT compliance gap,
suggesting that the lack of an audit trail allows for greater non-compliance.

Table 5: Estimated correlation coefficients for the EU27, 2018-2021

Analysis Variables Corre_la_t fon
coefficient

E-commerce use by enterprises (% of 052
businesses) and VAT compliance gap ’

Correlation of the e-commerce sector E-commerce use by individuals 065

and VAT compliance gap (physical goods, % of individuals) ’
E-commerce use by individuals (all 044
goods and services, % of individuals) ’
Value of credit card payments (% of 018

Correlation of digital payments and VAT EIDIF) el WA Gl pIEED G

CATEEE € Value of cash withdrawals (% of GDP) 0.29
and VAT compliance gap ’

Source: own elaboration. Note: All correlation coefficients significant at the 5% level.

To account for confounders, we also performed a panel analysis. Although we do not aim to perform
a causal analysis using this approach, we hope to get more insights into the underlying relationships.

Estimation approach

We undertook an econometric analysis to further explore the relationship between the VAT compliance
gap, digital payments, and e-commerce. We used a two-stage instrumental variable panel regression
approach, mirroring the approach described in Bohne et al. (2023) but extending it to the entire period
for which data are available. The application of the two-stage instrumental variable (V) approach
enabled us to isolate the unbiased impact of digital payments and e-commerce on the VAT compliance
gap. This method accounts for potential endogeneity among these variables, which may arise due to
exogenous factors that simultaneously influence the VAT compliance gap, digital payments, and e-
commerce (for example advancements in digitalisation or overall income growth).

In the first stage of our estimation, we regressed our key independent variable(s), meaning indicators
of digital payment, or e-commerce, or both, on our instruments (Key independent variable., in the
equation). The instruments (X’',,) included are the unemployment rate, the share of urban population,
the value added by the industry and trade sectors as a share of GDP, the natural logarithm of population
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Table 6: Second-stage regression results

VARABLES | () | — @ [ @ |6 0

E-money (% of -0.3829** -1.1074*  -1.1541**  -1.1567***

GDP) (0.1587) (0.5734) (0.2815) (0.3178)
Individual e- 0.0020 -0.0011***
ColminmEs Uiz (0.0013) (0.0003)
(% of
individuals)
E-commerce 0.0024 -0.0120***
(% of , (0.0031) (0.0036)
businesses
turnover)
Business e- 0.0016 -0.0139***
commerce (% (0.0039) (0.0045)
of businesses)

0.1980*** 0.2207*** 0.2867*** 0.2969*** 0.1894*** 0.3280*** 0.4019***
Constant (0.0197) (0.0318)  (0.0341)  (0.0423)  (0.0117) (0.0561)  (0.0844)
Observations 546 445 284 283 468 299 297
Number of 27 27 27 27 28 28 28

countries

Note: *** p<0.01, ** p<0.05, * p<0.1. All regressions include control variables, estimated coefficients of industry/trade value-added,
unemployment rate, % urban population, the natural logarithm of population, and public sector corrupt exchanges omitted for
brevity. Standard errors are clustered at the country level in parentheses.

Source: own elaboration.

As discussed in previous sections, a rise in e-commerce businesses has opposite effects when it
comes to VAT compliance. It increases the risk of fraud since regulations and monitoring processes
have not yet been fully adapted to digital business models. For example, many e-commerce businesses
remain unregistered (EC, 2022b). A counteracting effect is that as most e-commerce transactions are
conducted via digital payments, transactions are properly recorded. Our statistical analysis suggests a
positive correlation between a rise in e-commerce businesses and VAT compliance. Since it is not
possible to find the separate magnitude of each effect or draw causal inferences from our modelling, we
cannot confirm the hypothesis that a rise in e-commerce leads to decreased VAT compliance.

A potential explanation for the observed effects may be that the growth of e-commerce has led to a
decrease in the number of unregistered small suppliers and an increase in the share of large, registered
e-commerce stores. If most online purchases are concentrated among several big e-commerce actors,
which are likely to comply with VAT rules, e-commerce could lead to an increase in overall VAT
compliance.
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Figure 31: VAT policy gap (as % of notional ideal revenue, 2022)
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Source: own elaboration, download underlying data.
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Table 7: VAT Policy gap, VAT rate gap, VAT exemption gap, non-actionable and actionable VAT gaps (2022)

A B Cc D E F G
. Exemption gap Non-actionable ActiPnabIe Actionable policy e 0
MS Policy gap (%) Rate gap (%) (%) exemption gap (%) exem-pg;)?%g)ap (C gap (B + E) (%) C-efficiency (%)
BE 54.0 13.1 40.9 374 3.5 15.1 46.3
BG 31.5 4.2 27.4 26.1 1.3 4.6 68.4
cz 42.0 7.7 34.2 28.2 6.1 13.1 63.6
DK 37.8 0.6 37.2 35.1 22 3.1 65.8
DE 452 7.5 37.8 315 6.3 13.3 60.3
EE 33.6 2.6 31.0 23.0 8.0 10.8 73.9
IE 53.8 141 39.7 36.8 2.9 15.9 50.4
EL 54.0 18.6 35.5 25.6 9.8 26.5 43.0
ES 57.2 15.8 414 27.9 13.5 27.0 44.8
FR 51.6 12.1 39.5 33.3 6.2 17.4 53.0
HR 35.9 134 225 18.1 4.4 16.4 61.9
IT 55.3 16.3 39.0 29.2 9.9 253 45.1
cY 424 19.8 22.6 20.5 2.1 21.6 68.6
LV 37.2 4.8 32.4 25.8 6.7 12,5 64.2
LT 33.2 45 28.7 22.7 6.0 8.6 60.7
LU 38.1 18.9 19.2 16.8 2.4 221 79.3
HU 46.7 8.4 38.3 30.8 7.6 16.7 61.3
MT 234 15.7 7.8 21.0 -13.3 0.7 64.1
NL 48.8 9.8 39.0 34.8 4.3 10.9 54.8
AT 47.0 17.6 29.4 29.0 0.3 18.2 60.3
PL 55.4 22.7 32.7 21.9 10.7 254 45.9
PT 52.0 16.0 36.0 29.8 6.2 20.0 51.8
RO 37.7 12.0 25.7 194 6.3 18.4 52.3
Si 47.5 11.2 36.3 26.4 9.9 18.9 54.8
SK 44.7 5.9 38.8 29.6 9.2 14.4 52.1
Fl 48.2 9.5 38.6 33.9 4.7 13.6 59.1
SE 42.0 7.7 344 31.3 3.1 10.8 62.9
EU27 49.6 12.0 37.5 30.6 7.0 19.0 53.2

Source: own elaboration, download underlying data.
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Table 8: Breakdown of non-actionable VAT exemption gap and VAT rate gap, statutory and actionable standard VAT rates (2022)

Non-actionable VAT exemption gap (D) VAT rate gap (B) VAT rates
olw olw Public services olw agricultural olw olw s Statutory | Actionable
imputed | financial / / products pharmac | transport SRR g standard | standard
MS . o o Other ’ . 1 ion and utilities | Other (%)
rents services | education | healthcare foodstuffs, euticals | services o VAT rate | VAT rate
(%) (%) 5 o (%) | beverages (%) | (%) (%) LESETTED || () (%) (%)
o - (%) (%) ges (7 2 ° services (%) ° °

BE 6.7 4.7 7.6 6.1 12.3 5.6 1.1 0.8 1.6 1.7 23 21 14.5
BG 8.3 2.0 5.8 3.5 6.4 0.0 0.0 1.5 22 0.1 0.3 20 19.2
cz 8.5 1.7 53 6.5 6.3 26 0.7 0.5 2.0 0.6 1.3 21 16.6
DK 7.3 4.9 5.8 5.8 11.3 0.0 0.0 0.6 0.0 0.0 0.0 25 23.9
DE 6.4 2.6 5.1 7.4 9.9 4.4 0.1 0.7 1.1 0.3 0.8 19 14.8
EE 6.5 1.9 5.1 4.6 4.9 0.1 0.9 0.5 0.6 0.0 0.6 20 18.1
IE 11.9 3.7 55 8.4 7.3 3.5 23 2.0 1.6 1.1 3.5 23 15.7
EL 7.7 2.4 5.1 3.8 6.7 53 2.2 1.5 3.9 2.1 3.5 24 15.5
ES 8.5 3.0 5.0 5.8 5.7 43 1.4 0.8 4.6 0.5 4.2 21 13.0
FR 8.7 2.8 4.9 6.9 10.0 5.7 0.4 0.9 2.0 0.6 25 20 14.9
HR 5.9 1.5 0.0 0.0 0.0 43 23 0.5 3.4 1.6 1.3 25 20.3
IT 9.9 1.8 4.7 7.1 5.6 55 0.2 0.6 3.3 0.7 6.0 22 14.0
cY 6.5 -1.2 0.0 0.0 0.0 6.7 0.9 1.7 6.1 0.3 4.0 19 14.2
LV 8.7 1.7 3.5 3.6 8.2 0.9 1.3 1.2 0.3 0.6 0.6 21 18.1
LT 5.0 2.0 4.9 55 5.3 0.2 1.1 0.5 1.9 0.6 0.2 21 18.0
LU 6.8 -15.8 7.5 6.3 12.0 5.2 1.6 2.6 3.8 1.9 3.8 17 13.2
HU 10.8 4.1 3.9 5.5 6.6 2.8 1.3 0.4 25 0.1 1.3 27 21.6
MT 5.4 1.5 6.4 5.8 1.8 8.7 0.1 1.7 2.2 0.9 2.1 18 17.3
NL 6.2 45 4.8 5.9 134 3.8 0.4 0.8 22 1.4 1.1 21 16.0
AT 7.1 2.5 5.3 6.7 7.5 3.0 0.6 1.4 4.2 0.0 8.4 20 15.0
PL 3.0 3.6 4.2 43 6.9 12.2 1.3 0.5 1.7 1.9 5.1 23 13.6
PT 7.8 3.4 4.5 6.4 7.8 6.6 1.2 1.0 5.3 0.3 1.5 23 15.4
RO 8.3 -0.2 3.1 4.0 4.2 7.0 1.3 0.7 1.9 0.2 0.9 19 16.1
Si 7.2 2.9 5.3 6.2 4.7 5.2 1.2 0.5 1.9 1.0 1.4 22 16.5
SK 9.6 25 4.1 4.8 8.6 1.6 1.2 1.1 0.1 0.1 1.8 20 14.7
FI 9.9 3.3 43 6.5 9.9 2.7 0.9 0.9 1.5 0.1 34 24 19.0
SE 3.8 29 7.5 6.8 10.3 3.6 0.5 1.1 1.6 0.0 0.9 25 20.5
EU27 7.6 2.8 5.0 6.5 8.6 4.9 0.6 0.8 23 0.6 2.3 21.5* 16.6*

Source: own elaboration, download underlying data. Note: * - simple average.
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Despite the measures introduced to alleviate the inflation crisis, the VAT policy gap remained stable
in 2020. While the VAT rate gap increased by 1 percentage point, the VAT exemption gap decreased
by a similar magnitude (see Figure 32). This is a consequence of the drop in expenditure on public
services, and in particular healthcare, that remained elevated in 2020 and 2021. For this reason, within
the analysed five-year time frame, the highest VAT policy gap was recorded in 2020, reaching 50.9% of
the notional ideal revenue. Comparing 2022 to the pre-COVID period, the VAT policy gap was 0.3
percentage point higher than in 2018 and 0.6 pp higher than in 2019.

The actionable VAT policy gap increased in 2022 by 1.4 percentage points overall compared to 2021.
It also remained approximately 1 pp above pre-COVID period (2018 and 2019). This was driven by the
above-mentioned increase in the rate gap and by the increase in the actionable exemption gap of 0.4
percentage points. The non-actionable exemption gap dropped in 2022 by 1.6 percentage points (see
Figure 32).

Figure 32: Change in the EU27 exemption (actionable and non-actionable parts) and rate gap
(as % of notional ideal revenue, 2018-2022, stacked)

0,

10%

0%

2018 2019 2020 2021 2022
I Rate gap [0 Actionable exemption gap [ Non-actionable exemption gap

Source: own elaboration, download underlying data.

The shifts in the VAT policy gap and actionable VAT policy gap in 2022 can be further broken down
into two basic components. The first element impacting the VTTL that could be distinguished is the
structure of the tax base, involving the relative importance of different consumption components
(household, NPISH, and government final consumption, GFCF, and intermediate consumption) as well
as the composition of these components by major (2-digit CPA) categories of goods and services. The
second component distinguished below are the shifts in parameters embedded in the model that are
driven by statutory changes and changes in the consumption structure within the main categories of
goods and services.?

31 Note: These components could not be decomposed at this stage.
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Such a decomposition shows that changes in the economic structure in 2022 were a factor driving
the policy gap downwards in a majority of Member States (see Figure 33). Such a dependence, caused
primarily by the decline in forgone revenue attributed to public services, was observed in 22 Member
States, with the largest impact of -3.2 percentage points calculated for Latvia. Looking at the actionable
VAT policy gap (Figure 34), the impact of changes in the economic structure was positive in nearly all
Member States. This was primarily caused by the increase in the use of services (as hospitality) that
was constrained in 2021 due to the COVID-19 pandemic and related restrictions.

In the case of both the policy gap and actionable policy gap, the impact of changes in product-related
effective rates varied significantly across Member States. The evolution of the VAT rate gap in Poland
stands out in the graph. The introduction of reduced and zero rates on a broad group of products (such
as foodstuffs and energy) led to an increase in both the VAT policy and VAT actionable policy gaps by
approximately 8 percentage points. The relatively large impact of anti-inflation relief measures also
contributed to policy gap increases in Belgium, Spain, Croatia, and Lithuania, among others.

Figure 33: Decomposition of change in the VAT policy gap (2022 vs. 2021, percentage points)
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Source: own elaboration, download underlying data.

Figure 34: Decomposition of change in the actionable VAT policy gap (2022 vs. 2021,
percentage points)
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Source: own elaboration, download underlying data.
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Belgium

VAT revenue in Belgium grew by 5.3% in 2022, with growth in key macroeconomic indicators such
as GDP, household final consumption and investment also increasing robustly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap fell sharply in 2021 before rising again in 2022 (Figure 35).
Despite this increase, the VAT compliance gap remained below the recent historic average
corresponding with real GDP and household final consumption rebounding following the pandemic.

Figure 35: BE: Real GDP, household final consumption, and the VAT compliance gap (%
growth / %, 2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Belgian economy grew by roughly 2% annually between 2018 and 2019.
However, in 2020 the pandemic had a large impact on the economy, leading to a 5.3% decline due to
strict lockdowns and disruptions to economic activity. Recovery began in 2021, with real GDP growing
by 6.8% in 2021 and 3.0% in 2022, driven by strong domestic demand and financial support from
EU recovery funds. The robust growth in GDP from 2021 correlated with strong growth in the VAT base.
Belgium bounced back strongly following the pandemic, with GDP levels 1.2% above pre-pandemic
levels by the end of 2021. In nominal terms, GDP grew by 9.1% in 2022, mainly due to increased
inflation. Although growth was strong in 2022, the pace varied. Rapid growth in the first half of the year
was driven by the ongoing recovery, followed by slower growth in the second half of the year due to
rising inflation triggered by Russia’s war of aggression against Ukraine.

Belgium experienced a marked increase in inflation in 2022, with rates reaching levels unseen for a
long time, largely due to the impact of Russia’s war of aggression against Ukraine on energy prices.
To mitigate the impact of rising energy costs, the Belgian government implemented measures such as
fuel subsidies, price caps and financial aid packages, as well as a reduction in the VAT rate on energy
from 21 to 6% in March 2022. Despite these efforts, inflation rose to a record high of 10.3% in 2022,
slightly above the EU27 average of 9.2%. Before then, inflation had been low in 2018-2020, with inflation
at only 0.4% in 2020 due to reduced demand. However, inflationary pressures began to rise in 2021 as
the economy reopened.

In 2022, rising inflation caused consumers’ real disposable incomes to decline by 1.9%, leading them
to dip into savings they had built up during the pandemic. Despite this, real household final
consumption increased by 3.2%, driven by the lifting of restrictions, which supported growth in the
VAT base. Taking the elevated rate of inflation into account, this resulted in nominal growth of 13.3%.
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In 2022, consumers and businesses regained confidence and resumed postponed
investments, triggering an increase in VAT receipts. Government and household investments, the
latter including non-profit institutions serving households, increased robustly in 2022 by 9.1% and 5.1%
respectively, contributing to higher VAT liabilities. Additionally, investment by financial institutions
increased by 12.7% in 2022.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Belgium’s nominal household final consumption mirrored trends seen across
the EU27, with growth varying across categories of products and services. Notably, there was
substantial growth in the services sector in 2022, with an increase in spending on restaurants and
hotels (42.9% growth) and on recreational and cultural goods and services (14.1% growth). Since
services are more challenging to tax effectively compared to traditional goods, it can lead to a higher
risk of non-compliance. By the end of 2022, household final consumption of services had surpassed
pre-pandemic levels by 9.9% in nominal terms.

In 2022, the services sector exhibited faster growth compared to the industrial sector, with real
GVA increasing by 4.1% from 2021, and reaching levels 6.2% above those recorded pre-pandemic.
Within the services sector, hospitality was one of the hardest hit by the pandemic. However, it rebounded
strongly, with arrivals increasing by 153.5% in 2022. Despite such strong growth, levels remained below
those recorded pre-pandemic. The services sector has a higher risk of non-compliance due to its
diversity and the intangibility of services. Meanwhile, growth in the industrial sector slowed to 0.7%
due to the ongoing energy crisis.

In Belgium, e-commerce growth declined between 2019 and 2022, with online sales falling from
32.6% to 27.7% of business turnover, and the share of businesses engaging in e-sales decreasing
marginally from 30.5% to 30.2%. Moreover, online retail sales decreased from 15.1% to 10.2% over the
same period. The decline in e-sales has the potential to increase non-compliance risks.

In 2022, bankruptcy declarations in Belgium surged by 41.7% as government support for
businesses from the pandemic was phased out, leading to firms that had been sustained during the
crisis filing for insolvency. Meanwhile, bankruptcy declarations remained much lower between 2020 and
2021, with declarations declining due to government support. The closure of firms contributes to VAT
non-compliance, complicating recovery processes and thereby reducing VAT collection.

Table 9: BE: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

The sign of the
expected
impact of the
indicator on
VAT
compliance

GLITE] PP difference
growth in in annual

Variable the variable = growth of the
in 2022 (y/ly = variable (2022
% change) vs 2021)

Nominal household final consumption, food & non-alcoholic beverages 3.9% 2.4 Positive
Nominal household final consumption, restaurants & hotels 42.9% 17.5 Negative
Nominal household final consumption, custom services aggregate 30.1% 13.0 Negative
GDP services, real 4.1% -3.2 Negative
GDP, real 3.0% -3.8 Positive
Total tourism arrivals 153.5% 128.0 Negative
Bankruptcy declarations 41.7% 51.4 Negative
E-commerce, % of sectors - -1.2 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat and Tourism Economics and Oxford Economics.
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Table 10: BE: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-

2023)

2018 2019 2020 2021 2022 2023

VTTL: 35364 36468 33590 36809 40501 42334
o/w liability on household final consumption 19731 20 208 18 268 19979 22158
o/w liability on gov. and NPISH final consumption 1472 1532 1572 1704 1 864
o/w liability on intermediate consumption 7 815 8 215 7 664 8 464 9203
o/w liability on GFCF 5653 5769 5 541 6 103 6573
o/w net adjustments 693 744 545 559 702

VAT revenue: 31053 31702 29058 34234 36031 37 402
VAT compliance gap 4 311 4766 4532 2 575 4 469

VAT compliance gap (% of VTTL) 12.2% 13.1% 13.5% 7.0% 11.0% 11.7%

VAT compliance gap change since 2018

Figure 36: BE: VAT compliance gap, VAT revenue, and VTTL32
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In 2022, the estimated VAT compliance gap
increased by 4 percentage points year-
over-year. However, the dip observed in
2021 may have been partially caused by
the inability to fully account for late VAT
payments in 2020 and 2021.

The VAT compliance gap is expected to
have remained broadly stable in 2023.

Assessed reliability of estimates:

32 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 11: BE: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap . 37 411 39 023 39410 42 026 47 633
Exemption gap | 29 068 30 198 30 623 32 530 36 081
o/w imputed rents . 5 308 5436 5563 5761 5912
o/w public services: 18 516 19 338 19 259 20 850 22 960
o/w financial services | 2 870 2762 3173 3515 4114
Rate gap 8 342 8 825 8787 9 496 11 552
o/w agricultural products, foodstuffs, beverages 4273 4 416 4 600 4723 4942
o/w pharmaceuticals 797 845 881 921 987
o/w transport services 691 733 609 658 741
o/w accommodation and restaurant services 853 868 786 1194 1375
o/w utilities 121 124 126 132 1474
o/w other: 1607 1838 1785 1867 2032
Actionable policy gap . 10 717 11 488 11 415 11 901 14 647
C-efficiency (%) 48.3% 47.7% 45.3% 49.5% 46.3%
Statutory standard VAT rate 21%
Actionable standard VAT rate . 15.1% 15.0% 14.7% 14.7% 14.5%
Figure 37: BE: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

In 2022, Belgium introduced
temporary rate cuts on electricity
(effective from March), natural
gas, and heat via heating

networks (for residential
contracts, effective from April).

The policy gap in 2022 increased
slightly, from 53.3% to 54.0%,
driven by the impact of the
introduced rate cuts on the rate

gap.
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Bulgaria

VAT revenue in Bulgaria grew by 16.7% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap fell sharply between 2018 and 2021, before increasing again
in 2022 (Figure 38). Over this period, Bulgaria’s compliance gap remained lower than levels seen pre-
pandemic, with real GDP and household final consumption rebounding strongly following the pandemic.

Figure 38: BG: Real GDP, household final consumption, and the VAT compliance gap (%
growth / %, 2018—-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Bulgarian economy grew roughly 3.4% annually between 2018 and 2019.
However, in 2020 the pandemic had a large impact on the economy, leading to a 4.0% decline, due to
widespread lockdowns and reduced consumer and business activity. Recovery began in 2021, with real
GDP growing by 7.1% in 2021 and 4.2% in 2022, driven by improved consumer confidence and
government stimulus measures. The robust growth in GDP from 2021 correlated with strong growth
in the VAT base. Bulgaria’s recovery to pre-pandemic levels was quick relative to other Member States,
with levels above those recorded pre-pandemic by the end of 2021. In nominal terms, GDP grew by
20.6% in 2022, primarily due to increased inflation. Despite strong growth in 2022, the pace varied, with
growth in the first half of the year driven by the ongoing recovery, followed by slower growth in the
second half of the year.

Bulgaria, which had roughly 90% of its gas supplied by Russia, has been affected by the impact
of Russia’s war of aggression against Ukraine on energy prices. Bulgaria was one of the first
countries to see its gas cut off by Gazprom, forcing it to seek alternative supplies. To address the impact
of rising energy costs, the Bulgarian government introduced measures such as wage subsidies, grants,
tax deferrals, low-interest loans, and a reduction of the VAT rate on domestic energy from 20 to 9%.
Despite these efforts, inflation rose to a decades-high of 13.0% in 2022, well above other Member States
and the EU27 average of 9.2%. Previously, inflation had been low between 2018 and 2021, with inflation
at only 1.2% in 2020 due to reduced demand. However, inflation began to rise in 2021 as the economy
reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to slow from 10.7% in
2021 to 2.3%, with consumers topping up their incomes by dipping into the savings they had built up
during the pandemic. Despite this, real household final consumption increased by 3.8%, driven by
the lifting of restrictions, which supported growth in the VAT base. Bearing in mind the rise in inflationary
pressure, this resulted in nominal growth of 20.2%.
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Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Bulgaria’s nominal household final consumption mirrored trends seen across
the EU27, with growth varying across product and service categories. Notably, there was substantial
growth in the services sector in 2022, with an increase in spending on restaurants and hotels (58.8%
growth) and transportation services (35.5% growth). Since services are more challenging to tax
effectively compared to traditional goods, it can lead to a higher risk of non-compliance. By the end
of 2022, household final consumption of services had surpassed pre-pandemic levels by 23.0% in
nominal terms.

Unlike many in other Member States, at a broad level the industrial sector exhibited the strongest
growth in 2022 compared to the services sector, with real GVA increasing by 11.0% from 2021, and
reaching levels 7.4% above those recorded pre-pandemic. Bulgaria’s strong performance in the
industrial sector in 2022 went against the EU trend, and was driven by a combination of strategic
investments, competitive advantages, the effective use of EU funds and a resilient export market.
Meanwhile, the services sector grew by 4.1%, with levels reaching 10.9% above those recorded pre-
pandemic. Within the services sector, hospitality was one of the hardest hit by the pandemic but it
rebounded strongly, with arrivals increasing by 51.5%, however it remained below pre-pandemic levels
in 2022. The services sector has a higher risk of non-compliance due to its diversity and the
intangibility of services.

In Bulgaria, e-commerce expanded from 2018 to 2022, with online sales rising from 5.2% to 6.9%
of business turnover and the share of businesses engaging in e-sales growing from 8.1% to 14.9%.
Additionally, online retail sales increased from 2.4% to 4.4% during the same period. An increase in e-
sales reduces cash-in-hand transactions, which likely improves taxpayer compliance.

In 2022, bankruptcy declarations in Bulgaria increased by 13.7%, following a significant rise in
2021, as government support for businesses from the pandemic was phased out, leading firms that had
been sustained during the crisis to file for insolvency. Meanwhile, bankruptcy levels had declined in 2020
due to the government supporting firms during strict lockdown measures. The closure of firms
contributes to VAT non-compliance, complicating recovery processes and thereby reducing VAT
collection.

Table 12: BG: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual h
expected impact
. the growth of the -
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs e
) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 27.7% 16.9 Positive
Nominal household final consumption, restaurants & hotels 58.8% 34.7 Negative
Nominal household final consumption, custom services aggregate 28.9% -0.9 Negative
GDP services, real 4.1% -4.7 Negative
GDP, real 4.2% -2.9 Positive
Total tourism arrivals 51.5% 6.9 Negative
Bankruptcy declarations 13.7% 6.3 Negative
E-commerce, % of sectors - 3.1 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 13: BG: VAT compliance gaps, VAT receipts, composition of VTTL (BGN million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTITL: 11010 12203 11722 13553 16490 X
o/w liability on household final consumption 7935 8 652 8 199 9673 11791
o/w liability on gov. and NPISH final consumption 341 383 450 530 562
o/w liability on intermediate consumption 1487 1601 1 506 1735 2 097
o/w liability on GFCF 1254 1584 1547 1 591 2008
o/w net adjustments -7 -17 19 25 31
VAT revenue: 10030 11061 11021 13048 15228 X
VAT compliance gap 981 1142 701 506 1262
VAT compliance gap (% of VTTL) 8.9% 9.4% 6.0% 3.7% 7.7% X
VAT compliance gap change since 2018 -1.3 pp
Figure 39: BG: VAT compliance gap, VAT revenue, and VTTL Highlights
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In 2022, compared to 2021, the VAT
compliance gap in Bulgaria increased by
3.9 percentage points and surpassed the
levels observed during the COVID-19
pandemic.

Although up-to-date data used for the
compilation of underlying parameters was
shared with the study team, the SUT tables
for Bulgaria are very outdated (from 2014),
resulting in low reliability of the estimates.

The fast estimates for Bulgaria for 2023 are
not published in this report due to
uncertainty regarding the effective rate
calculation for this year.

Assessed reliability of estimates:
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Table 14: BG: VAT policy gap and its components (BGN million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 4 886 5114 5550 6 622 7 599
Exemption gap | 4 335 4509 5155 6 015 6 594
o/w imputed rents 1718 1784 1714 1813 2010
o/w public services 2 236 2372 2 848 3538 3795
o/w financial services 457 385 339 349 477
Rate gap 552 605 395 607 1005
o/w agricultural products, foodstuffs, beverages 0 0 1 0 5
o/w pharmaceuticals 0 0 0 0 0
o/w transport services 252 279 189 214 367
o/w accommodation and restaurant services 182 194 184 325 522
o/w utilities 0 0 0 0 32
o/w other 118 132 21 69 80
Actionable policy gap 475 574 649 923 1317
C-efficiency (%) 68.1% 69.3% 69.7% 70.2% 68.4%
Statutory standard VAT rate 20%
Actionable standard VAT rate . 19.6% 19.9% 19.7% 19.2% 19.2%
Figure 40: BG: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

In response to high inflation rates,
Bulgaria reduced the rates applicable
to district heating and supplies of
natural gas in mid-2022. Moreover, the
temporary rate reductions
implemented in 2020, among others
for restaurants and tourist services,
were still in place. Consequently, the
rate gap increased by 1.2 percentage
points.

The policy gap dropped in 2022 to
31.5%, compared to 32.8% observed
the year before.

Both the policy gap and actionable
policy gaps in Bulgaria are among the
smallest in the EU. Due to the latter,
the actionable standard VAT rate is
very close to the statutory standard
rate.
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Czechia

VAT revenue in Czechia grew by 15.8% in 2022, with real GDP and investment also increasing
robustly in 2021 and 2022, while household final consumption increased in 2021 but stagnated in 2022
due to high inflation and the energy crisis weighing on consumer confidence (Annex F). Meanwhile, the
VAT compliance gap fell sharply between 2019 and 2022 (Figure 41). Over this period, Czechia's
VAT compliance rate remained lower in 2021 and 2022, with real GDP rebounding strongly following
the pandemic.

Figure 41: CZ: Real GDP, household final consumption, and the VAT compliance gap (% growth
! %, 2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Czech economy grew by roughly 3% annually between 2018 and 2019.
However, in 2020 the pandemic had a large impact on the economy, leading to a 5.5% decline. Recovery
began in 2021, with real GDP growing by 3.5% in 2021 and 2.4% in 2022, driven by the easing of
restrictions, and solid domestic demand. Meanwhile, due to supply chain disruption and high
commodity prices, foreign trade dampened growth dynamics. The robust growth in GDP from 2021
correlated with strong growth in the VAT base. Nonetheless, Czechia’s recovery to pre-pandemic levels
was one of the slowest across Member States, only reaching 2019 levels by the end of 2022. In nominal
terms, GDP grew by 11.1% in 2022, mainly due to high inflation. Despite robust growth in 2022, the
pace varied, with strong growth in the first half of the year driven by the ongoing recovery, followed by
slower growth in the second half of the year due to rising inflation triggered by Russia’s war of aggression
against Ukraine.

Czechia has been profoundly affected by the impact of Russia’s war of aggression against
Ukraine on energy prices, with roughly 87% of its gas supply in 2021 imported from Russia. To mitigate
the impact of rising energy costs, the Czech government implemented measures such as energy price
caps, targeted support for vulnerable groups, tax adjustments and wage indexation after it temporarily
waived VAT on electricity and gas in November and December 2021. Despite these efforts, inflation
rose to a record high of 14.8% in 2022, well above the EU27 average of 9.2%. Previously, between 2018
and 2021, inflation had averaged 2.8% annually.

In 2022, rising inflation caused consumers’ real disposable incomes to decline by 3.8%, with
consumers dipping into the savings they had built up during the pandemic. Similarly, real household
final consumption decreased by 0.6%, driven by several factors, primarily influenced by economic
challenges and external pressures, which reduced support for growth in the VAT base. Taking into
account the elevated rate of price inflation, this resulted in nominal growth of 14.3%.
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In 2022, consumers and businesses continued to regain confidence and resumed postponed
investments, triggering VAT receipts. Government and household investments, the latter including
those by non-profit institutions serving households, increased significantly in 2022 by 14.8% and 3.1%
respectively, contributing to higher VAT liabilities. Additionally, investment by financial institutions
increased by a remarkable 39.0% in 2022.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Czechia’s nominal household final consumption followed a similar trend
to the EU27, with growth varying across product and service categories. Notably, there was substantial
growth in the services sector in 2022, with an increase in spending on restaurants and hotels (56.7%
growth) and on recreational and cultural goods and services (34.7% growth). Since services are
more challenging to tax effectively compared to traditional goods, it can lead to a higher risk of non-
compliance. By the end of 2022, household final consumption of services had surpassed pre-pandemic
levels by 11.0% in nominal terms.

In 2022, the services sector exhibited faster growth compared to the industrial sector, with real
GVA increasing by 3.7% from 2021, and reaching levels 4.7% above those recorded pre-pandemic.
Within the services sector, hospitality was one of the hardest hit by the pandemic, but it has started to
recover, with arrivals increasing by 130.9% in 2022. Despite strong growth, levels remain significantly
below those recorded pre-pandemic. The services sector has a higher risk of non-compliance due
to its diversity and the intangibility of services. Meanwhile, growth in the industrial sector slowed to
1.9% due to the ongoing energy crisis, with levels below those recorded pre-pandemic.

In Czechia, e-commerce growth declined between 2019 to 2022, with online sales falling from
31.7% to 29.9% of business turnover, and the share of businesses engaging in e-sales dropping from
29.8% to 24.7%. Moreover, online retail sales decreased from 8.8% to 8.5% over the same period. The
decline in e-sales has the potential to increase non-compliance risks.

Bankruptcy declarations increased in Czechia by 6.6% in 2022, a marked improvement from the
surge of 11.9% in 2021, as government support for businesses from the pandemic was unwound,
leading firms that had been sustained during the crisis to file for insolvency.

Table 15: CZ: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the -~
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs combliance
) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 14.8% 8.1 Positive
Nominal household final consumption, restaurants & hotels 56.7% 51.0 Negative
Nominal household final consumption, custom services aggregate 47.2% 37.7 Negative
GDP services, real 3.7% -0.9 Negative
GDP, real 2.4% -1.1 Positive
Total tourism arrivals 130.9% 133.4 Negative
Bankruptcy declarations 6.6% -5.3 Negative
E-commerce, % of sectors - -0.8 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 16: CZ: VAT compliance gaps, VAT receipts, composition of VITL (CZK million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL: 476 003 502294 480474 496788 560641 5971721
of/w liability on household final consumption | 293 848 304 328 279 104 289005 333576
o/w liability on gov. and NPISH final consumption i 22 969 25006 26 421 26578 27 004
o/w liability on intermediate consumption: 89927 95387 95885 99503 111 831
o/w liability on GFCF | 71452 79506 81872 84456 89941
o/w net adjustments -2 193 -1 933 -2 809 -2754 -1710
VAT revenue | 412271 434 627 423 868 463 678 536937 572745
VAT compliancegap: 63732 67667 56606 33110 23704
VAT compliance gap (percent of VTTL) 13.4% 13.5% 11.8% 6.7% 4.2% 3.2%
VAT compliance gap change since 2018 -9.2 pp
Figure 42: CZ: VAT compliance gap, VAT revenue, and VTTL3? Highlights
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In Czechia, the VAT compliance gap
continued its downward trend, falling by a
further 2.5 percentage points in 2022
compared to 2021. The stability of this trend
suggests that there were no major issues (in
contrast to many other Member States) with
the recording of deferred VAT during 2020
and 2021.

Assessed reliability of estimates:

33 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 17: CZ: VAT policy gap and its components (CZK million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap . 303198 332252 348706 379193 405853
Exemption gap | 259 061 280625 299078 317102 331018
o/w imputed rents | 67 228 72 352 75 305 77 332 82 042
o/w public services i 128 430 139406 155344 168857 174 076
o/w financial services | 14 341 14 404 17 057 17 913 16 154
Rate gap 44137 51628 49 629 62 091 74 835
o/w agricultural products, foodstuffs, beverages | 20 259 21002 21773 22 653 25 095
o/w pharmaceuticals | 3 899 4 252 4 443 4 644 6 980
o/w transport services 3504 4 685 3062 4294 4 834
o/w accommodation and restaurant services | 5 153 9 596 5223 12 664 19 186
o/w utilities i 3 729 3575 5083 5811 6015
o/wother . 7 593 8 517 10 044 12 025 12725
Actionable policy gap: 93 199 106 090 101000 115091 133 581
C-efficiency (%) 60.2% 59.7% 59.1% 61.1% 63.6%
Statutory standard VAT rate 21%
Actionable standard VAT rate . 17.4% 17.3% 17.3% 16.8% 16.6%
Figure 43: CZ: VAT policy gap, rate gap, and exemption gap Highlights
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e The VAT policy gap in Czechia
dropped significantly between 2021
and 2022, from 43.3% to 42.0%. This
decrease was primarily driven by a
relative reduction in public
expenditure.

e Atthe end of 2021, Czechia
introduced a zero rate for the supply of
gas and electricity (replacing the
standard treatment). The measure
was effective between November and
December impacting the size of the
VAT policy gap and its VAT rate gap
component.

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.
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Denmark

VAT revenue in Denmark grew by 5.4% in 2022, with growth in GDP and investment also increasing
robustly in 2021 and 2022, while household final consumption increased in 2021 but declined in 2022
due to high inflation and the energy crisis weighing on consumer confidence (Annex F). Meanwhile, the
VAT compliance gap fell sharply between 2018 and 2021 before increasing again in 2022 (Figure
44), despite real GDP rebounding following the pandemic.

Figure 44: DK: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Between 2018 and 2019, the Danish economy grew by roughly 2% annually. However, in 2020 the
pandemic led to a 2.4% decline of GDP, with Denmark one of the first EU countries to implement a
national lockdown to combat the spread of COVID-19. Recovery began in 2021, with real GDP growing
by 6.8% in 2021 and 2.7% in 2022, supported by strong domestic demand and a robust labour market.
The robust growth in GDP from 2021 correlated with strong growth in the VAT base. Denmark recovered
to pre-pandemic levels by the end of 2021. In nominal terms, GDP grew by 11% in 2022, mainly due to
increased inflation. Despite strong growth in 2022, the pace varied over the year with rapid growth in
the first half of the year driven by the ongoing recovery, followed by slower growth in the second half of
the year due to rising inflation triggered by Russia’s war of aggression against Ukraine.

Denmark has been less affected by the impact of Russia’s war of aggression against Ukraine
on energy prices, with roughly only 4% of its total energy consumption from Russia, while continuing
to invest in renewable energy. To mitigate the impact of rising energy costs, the Danish government
implemented measures such as energy subsidies, targeted financial aid and investments in
infrastructure and green projects. Despite these efforts, inflation rose to a record high of 8.5% in 2022,
below the EU27 average of 9.2%. Before this, inflation had been low between 2018 and 2020, with
inflation slowing to 0.4% in 2020 due to reduced demand. However, inflationary pressures began to rise
in 2021 as the economy reopened.

In 2022, despite rising inflation, consumers’ real disposable income continued to increase by 2.4%
due to government support measures, wage growth, and a robust labour market. Despite this, real
household final consumption decreased by 1.4%, driven by the combined effects of high inflation,
energy costs and economic uncertainty which influenced consumer behaviour, reducing support for
growth in the VAT base. Taking into account the elevated rate of inflation, this resulted in nominal
growth of 5.9%.
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In 2022, consumers and businesses continued to regain confidence and resumed postponed
investments, triggering VAT receipts. Government and household investments, the latter including
non-profit institutions serving households, increased significantly in 2022 by 6.0% and 12.7%
respectively, contributing to higher VAT liabilities. Additionally, investment by financial institutions
increased by 4.3% in 2022.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Denmark’s nominal household final consumption followed a similar trend
to the EU27, with growth varying across product and service categories. Notably, there was strong
growth in the services sector in 2022, with an increase in spending on restaurants and hotels (35.2%
growth) and on recreational and cultural goods and services (11.8% growth). Since services are
more challenging to tax effectively compared to traditional goods, it can lead to a higher risk of non-
compliance. By the end of 2022, household final consumption of services had surpassed pre-pandemic
levels by 12.7% in nominal terms.

In 2022, unlike in most other Member States, the industrial sector exhibited faster growth
compared to the services sector, with real GVA increasing by 9.1%, and reaching levels 14.9% above
those recorded pre-pandemic. Meanwhile, growth in the services sector grew by 2.9%, with levels 6.7%
above those recorded pre-pandemic. Within the services sector, hospitality was one of the hardest hit
by the pandemic, but it has started to recover, with arrivals increasing by 75.9% in 2022.

In Denmark, e-commerce growth increased between 2018 and 2020, with online sales increasing
from 23.3% to 29.5% but then slowed to 24.0% of business turnover by 2022. Meanwhile, the share of
businesses engaging in e-sales increased from 31.6% in 2018 to 38.5% in 2021, before dipping to 36.2%
in 2022. Moreover, online retail sales increased from 7.7% in 2018 to 8.8% in 2022. An increase in e-
sales has the potential to boost compliance.

In 2022, bankruptcy declarations in Denmark improved and declined by 6.2%. Bankruptcy
declarations had risen by 51.3% in 2021, as government support for businesses from the pandemic was
unwound, leading firms that had been sustained during the crisis to file for insolvency. The closure of
firms contributes to VAT non-compliance, complicating recovery processes and thereby reducing VAT
collection.

Table 18: DK: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the L
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs combliance
% change) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 5.8% -0.2 Positive
Nominal household final consumption, restaurants & hotels 35.2% 17.4 Negative
Nominal household final consumption, custom services aggregate 28.3% 16.8 Negative
GDP services, real 2.9% -3.3 Negative
GDP, real 2.7% -4.1 Positive
Total tourism arrivals 75.9% 66.9 Negative
Bankruptcy declarations -6.2% -57.5 Negative
E-commerce, % of sectors - -2.3 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 19: DK: VAT compliance gaps, VAT receipts, composition of VITL (DKK million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 238530 243383 242010 263051 289718 X
o/w liability on household final consumption | 140 388 143 367 138873 150669 165 286
o/w liability on gov. and NPISH final consumption 5301 5475 5641 6 053 6 112
o/w liability on intermediate consumption 55445 57 007 57 925 62 849 70 411
o/w liabilityon GFCF | 31490 31570 33077 36276 39595
o/w net adjustments 5906 5964 6 495 7 203 8 315
VAT revenue 217 627 223180 231650 251166 264 725 X
VAT compliancegap: 20903 20203 10360 11885 24993
VAT compliance gap (% of VTTL) 8.8% 8.3% 4.3% 4.5% 8.6% X
VAT compliance gap change since 2018 -0.1 pp
Figure 45: DK: VAT compliance gap, VAT revenue, and VTTL3* Highlights
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In 2022, the estimated VAT compliance gap
increased by over 4 percentage points. As
a result, the VAT compliance gap reached
8.6% of the VTTL, which is the level
observed before the pandemic.

The fast estimates for Denmark for 2023
are not published in this report due to
uncertainty regarding the effective VAT rate
calculation for this year.

Assessed reliability of estimates:

34 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 20: DK: VAT policy gap and its components (DKK million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 159872 163175 166358 174803 176 098
Exemption gap | 156 701 159973 164 421 172909 173 414
o/w imputed rents i 29 577 30 481 31497 32278 33 852
o/w public services i 95 642 98 340 100542 107204 106 700
o/w financial services | 18 814 18 709 19 314 21 557 22725
Rategap 3171 3203 1937 1894 2684
o/w agricultural products, foodstuffs, beverages 0 0 0 0 0
o/w pharmaceuticals 0 0 0 0 0
o/w transport services 3171 3203 1937 1894 2684
o/w accommodation and restaurant services 0 0 0 0 0
o/w utilities 0 0 0 0 0
o/w other 0 0 0 0 0
Actionable policy gap . 15838 15 645 15005 13 764 12 820
C-efficiency (%) 62.0% 62.3% 65.2% 66.1% 65.8%
Statutory standard VAT rate 25%
Actionable standard VAT rate . 23.2% 23.2% 23.3% 23.4% 23.9%

Figure 46: DK: VAT policy gap, rate gap, and exemption gap

Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

The VAT policy gap in Denmark in
2022 was 37.8% of the Notional
Ideal Revenue. It has remained
among the most stable and the
lowest in EU-27 due to to very
narrow application of reduced
rates.

Due to the low actionable policy
gap, the actionable standard VAT
rate was close to the statutory
standard VAT rate.
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Germany

VAT revenue in Germany grew by 10.1% in 2022, with key macroeconomic indicators such as GDP,
household final consumption and investment also increasing in 2021 and 2022 (Annex F). Meanwhile,
the VAT compliance gap fell sharply between 2018 and 2022 (Figure 47). Over this period,
Germany’s VAT compliance rate remained lower in 2021 and 2022, with real GDP and household final
consumption rebounding following the pandemic.

Figure 47: DE: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the German economy grew roughly by 1% in both 2018 and 2019. However,
in 2020 the pandemic had a severe impact on the economy, leading to a 4.2% decline. Recovery
began in 2021, with real GDP growing by 3.1% in 2021 and 1.9% in 2022, supported by strong industrial
output and export performance. The robust growth in GDP from 2021 correlated with strong growth in
the VAT base. Nonetheless, Germany’s recovery to pre-pandemic levels was slow relative to other
Member States, only reaching 2019 levels by the end of 2022. In nominal terms, GDP grew by 7.3%
in 2022, mainly due to increased inflation.

Germany has been largely affected by the impact of Russia’s war of aggression against
Ukraine on energy supply and energy prices, with roughly 52% of its gas supply in 2021 imported
from Russia. To mitigate the impact of rising energy costs, the German government implemented
support measures for business and citizens alike and acquired an alternative energy supply. One
support measure was to temporarily reduce the VAT rate on natural gas and district heating from 19%
to 7% in 2022. Inflation rose to a high of 8.7% in 2022 (harmonised index of consumer prices), below
the EU27 average of 9.2%. Before this, inflation had been low between 2018 and 2020, with inflation
slowing to 0.3% in 2020 due to reduced demand. However, inflationary pressures already began to rise
in 2021 as the economy reopened.

In 2022, rising inflation caused consumers’ real disposable incomes to decline by 0.5%, a
continuation of the trend observed in 2021. Despite this, real household final consumption exhibited
surprising resilience, increasing by 3.9%, with growth driven by pent-up demand, improved consumer
confidence as the economy gradually recovered from the pandemic, and a strong labour market. Taking
into account the elevated rate of inflation, this resulted in nominal growth of 10.9%.

In 2022, consumers and businesses continued to regain confidence and resumed postponed
investments, triggering VAT receipts. Government and household investments, the latter including
non-profit institutions serving households, increased significantly in 2022 by 85% and 12.2%
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respectively, contributing to higher VAT liabilities. Additionally, mostly non-deductible investment by
financial institutions increased by 4.0% in 2022.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Germany’s nominal household final consumption followed a similar trend
to the EU27, with growth varying across product and service categories. Notably, there was substantial
growth in the services sector in 2022, with an increase in spending on restaurants and hotels (53.5%
growth) and on recreational and cultural goods and services (15.6% growth). Since services are
more challenging to tax effectively compared to traditional goods, it can lead to a higher risk of non-
compliance. Despite the strong growth in 2022, nominal household final consumption of services
remained below pre-pandemic levels, a trend not seen across many Member States.

In 2022, the services sector exhibited faster growth compared to the industrial sector, with real
GVA increasing by 3.0% from 2021, and reaching levels of 1.7% above those recorded pre-pandemic.
Within the services sector, hospitality was one of the hardest hit by the pandemic but it has started to
recover, with arrivals increasing by 143.5% in 2022. Despite this, levels remained well below those
recorded pre-pandemic. The services sector has a higher risk of non-compliance due to its diversity and
the intangibility of services. Meanwhile, GVA in the industrial sector declined by 0.4% due to the
ongoing energy crisis, with levels below those recorded before the pandemic.

In Germany, e-commerce growth increased between 2019 and 2021, with online sales increasing
from 15.1% to 19.1% but then slowed to 17.3% of business turnover in 2022. Meanwhile the share of
businesses engaging in e-sales increased from 20.1% in 2019 to 22.4% in 2022. Moreover, enterprises’
turnover from web sales increased from 5.0% in 2019 to 6.3% of business turnover from online sales in
2022. An increase in e-sales has the potential to boost compliance.

Bankruptcy declarations declined in Germany from 2018 to 2021. The slight decrease in 2018
and 2019 was due to favourable economic conditions, while government policies protected businesses
during the pandemic in 2020 and 2021. However, once support measures were phased out, bankruptcy
declarations increased by 4.6% in 2022, albeit not reaching pre-pandemic levels. The closure of
firms contributes to VAT non-compliance, complicating recovery processes and thereby reducing VAT
collection.

Table 21: DE: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual
growth in
the

PP difference The sign of the
in annual expected impact
growth of the of the indicator
variable (2022 on VAT
vs 2021) compliance

Variable : :
variable in

2022 (yly
% change)

Nominal household final consumption, food & non-alcoholic beverages 7.9% 4.7 Positive
Nominal household final consumption, restaurants & hotels 53.5% 49.8 Negative
Nominal household final consumption, custom services aggregate 33.4% 30.1 Negative
GDP services, real 3.0% 0.5 Negative
GDP, real 1.9% -1.2 Positive
Total tourism arrivals 143.5% 149.6 Negative
Bankruptcy declarations 4.6% 16.3 Negative
E-commerce, % of sectors - 0.7 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 22: DE: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 258 511 266 666 235866 271427 298 557 X
o/w liability on household final consumption | 153 562 157605 132962 151156 168 180
o/w liability on gov. and NPISH final consumption 7 199 7 648 7443 8 640 9 052
o/w liability on intermediate consumption 52 101 54 109 52 132 61620 65 770
o/w liability on GFCF . 44735 46525 42631 48618 53886
o/w net adjustments 913 779 698 1394 1670
VAT revenue | 235130 244111 221562 259435 285 665 X
VAT compliance gap . 23 381 22555 14304 11992 12892
VAT compliance gap (% of VTTL) 9.0% 8.5% 6.1% 4.4% 4.3% X
VAT compliance gap change since 2018 -4.7 pp
Figure 48: DE: VAT compliance gap, VAT revenue, and VTTL3® Highlights
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In 2022, the VAT compliance gap was
estimated at 4.3%, remaining broadly
unchanged compared to 2021. At the same
time, the gap was substantially below the
levels observed before the COVID-19
pandemic.

The preliminary estimates for Germany for
2023 are not published in this report due to
uncertainty regarding the effective rate
calculation for this year.

The estimates of the VTTL for 2021 were
revised upwards compared to the 2023
Study due to the revision of national
accounts for this period. Due to subsequent
revisions of national account figures after
the calculations for this report were
completed, the estimates are likely to
undergo significant adjustments in the
future.

Assessed reliability of estimates:

35 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 23: DE: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019

2020 2021 2022

VAT policy gap | 204 523 213 129

219928 231650 246 346

Exemption gap 172 706 180 723

183127 196183 205711

o/w imputed rents i 31 327 32 239

31426 34 107 35 142

o/w public services i 99 197 104 324

104399 117108 122137

o/w financial services | 12 234 11 591

12 039 13725 14 236

Rate gap . 31 817 32 406

36 801 35 466 40 635

o/w agricultural products, foodstuffs, beverages | 19 762 20 700

25029 22632 23 838

o/w pharmaceuticals 613 636 647 777 806

o/w transport services 4 263 3904 2 695 3172 3879

o/w accommodation and restaurant services . 2 054 2303 3 664 3929 6 032
o/w utilities 852 863 841 891 1542

o/wother . 4272 4 000 3924 4 065 4 538

Actionable policy gap | 61 764 64 975

72 064 66 710 74 831

C-efficiency (%) 57.6% 57.7%

57.2% 59.0% 60.3%

Statutory standard VAT rate (weighted) 19% 19%

17.5% 19% 19%

Actionable standard VAT rate 15.2% 15.1%

13.5% 14.9% 14.8%

Figure 49: DE: VAT policy gap, rate gap, and exemption gap

Highlights
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e Atemporary reduced rate (from 19%
to 7%) was introduced for the supply
of natural gas via the natural gas
network and for the supply of district
heating. This measure was in place
between October 2022 and March
2023.

e This has led to an increase in the VAT
rate gap. At the same time, the
exemption gap has declined in 2022.

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.
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Estonia

VAT revenue in Estonia grew by 16.2% in 2022, driven by increased household final consumption.
While GDP and investment grew robustly in 2021 due to pandemic recovery, they contracted in 2022
due to economic uncertainty (Annex F). Meanwhile, the VAT compliance gap fell sharply between
2018 and 2021, before increasing in 2022 (Figure 50). Over this period, Estonia’s VAT compliance rate
remained lower in 2021 and 2022, with real household final consumption rebounding following the
pandemic.

Figure 50: EE: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Estonian economy grew roughly 4% annually between 2018 and 2019.
However, in 2020 the pandemic led to a 0.7% contraction, one of the smallest declines across Member
States, due to its strong digital infrastructure, diversified economy, effective government response and
robust export sector. A marked recovery began in 2021, with real GDP growing by 7.4%, with robust
GDP growth correlated with strong growth in the VAT base. However, the economy then contracted by
0.5% in 2022 driven by high inflation, an energy crisis, a reduction in consumer confidence and
weakening external demand. Nonetheless, Estonia’s recovery to pre-pandemic levels was one of
the quickest, with levels back to 2019 levels by the end of 2021. In nominal terms, GDP grew by
15.6% in 2022, mainly due to increased inflation. In 2022, real GDP growth declined, but the pace varied
with robust growth in Q1 driven by the ongoing recovery, followed by negative annual growth for the
remainder of 2022 due to rising inflation.

Like other Baltic countries, Estonia has been profoundly affected by the impact of Russia’s
war of aggression against Ukraine on energy prices, with roughly 39% of its oil products imported
from Russia in 2021. To mitigate the impact of rising energy costs, the Estonian government
implemented energy price subsidies, temporary VAT reductions on energy, business support
programmes and energy efficiency programmes. Despite these efforts, inflation rose to a high of 19.4%
in 2022, the highest rate across all Member States. Before this, inflation had been low between 2018
and 2020, declining by 0.6% in 2020 due to reduced demand. However, inflationary pressures began to
rise in 2021 as the economy reopened.

In 2022, high inflation caused consumers’ real disposable incomes to decline by 5.8%. During
this period, consumers used the savings they had accumulated during the pandemic. Despite this, real
household final consumption increased by 2.1%, due to strong employment and wage growth. Taking
into account the elevated rate of inflation, this resulted in nominal growth of 19.3%.
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In 2022, consumers and businesses continued to regain confidence and resumed postponed
investments, triggering VAT receipts. Government and household investments, the latter including
non-profit institutions serving households, increased significantly in 2022 by 5.2% and 20.5%
respectively, contributing to higher VAT liabilities. Additionally, investment by financial institutions
increased by 27.7% in 2022.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Estonia’s nominal household final consumption followed a similar trend
to the EU27, with growth varying across product and service categories. Notably, there was substantial
growth in the services sector in 2022, with an increase in spending on restaurants and hotels (52.5%
growth) and on transportation services (31.8% growth). Since services are more challenging to tax
effectively compared to traditional goods, it can lead to a higher risk of non-compliance. By the end
of 2022, household final consumption of services had surpassed pre-pandemic levels by 21.7% in
nominal terms.

Hospitality was one of the hardest hit sectors by the pandemic. It started to recover in 2022, but from
a low base, with arrivals increasing by 166.9%. Despite this, levels had only recovered 57.3% of those
recorded pre-pandemic. As hospitality is a services sector it has a higher risk of non-compliance due to
its diversity and the intangibility of services. Meanwhile, growth in the industrial sector declined by
5.3% due to the ongoing energy crisis, with levels retreating to below those recorded pre-pandemic after
recovering in 2021.

In Estonia, e-commerce growth has mostly increased between 2019 and 2022, with online sales
increasing from 13.9% to 15.8% of business turnover in 2022. The share of businesses engaging in e-
sales increased from 21.1% in 2019 to 22.6% in 2022. Moreover, online retail sales increased from 5.0%
in 2019 to 7.1% in 2022. An increase in e-sales has the potential to boost compliance.

Bankruptcy trends in Estonia diverged from the broader EU27 pattern. While Bankruptcy
declarations rose in 2019 and 2020, they declined in 2021 and 2022. This divergence is attributed to
Estonia’s unique economic trajectory during and after the pandemic, along with specific structural
factors. The closure of firms contributes to VAT non-compliance, complicating recovery processes and
thereby reducing VAT collection.

Table 24: EE: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the L
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs combliance
% change) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 17.7% 13.0 Positive
Nominal household final consumption, restaurants & hotels 52.5% 41.5 Negative
Nominal household final consumption, custom services aggregate 36.9% 21.5 Negative
GDP, real -0.5% -7.8 Positive
Total tourism arrivals 166.9% 189.7 Negative
Bankruptcy declarations -8.8% 23.3 Negative
E-commerce, % of sectors - 0.0 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 25: EE: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTTL 2 469 2628 2 595 2 891 3 461 3694
o/w liability on household final consumption 1628 1715 1658 1859 2 269
o/w liability on gov. and NPISH final consumption 76 86 87 96 107
o/w liability on intermediate consumption 344 380 364 409 489
o/w liability on GFCF 420 444 489 528 596
o/w net adjustments 2 3 -2 0 1
VAT revenue 2331 2483 2469 2 847 3309 3476
VAT compliance gap 138 146 126 44 152
VAT compliance gap (% of VTTL) 5.6% 5.5% 4.9% 1.5% 4.4% 5.9%
VAT compliance gap change since 2018 -1.2 pp
Figure 51: EE: VAT compliance gap, VAT revenue, and VTTL3¢ Highlights
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In 2022, the VAT compliance gap increased
by approximately 3 percentage points,
reaching 4.4% of the VTTL. The VAT
compliance gap is expected to have
increased further in 2023.

With the exception of 2021, the VAT
compliance gap remained stable,
fluctuating between 4.4% and 5.9%.

Assessed reliability of estimates:

36 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 26: EE: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 1232 1351 1394 1 561 1754
Exemptiongap . 1132 1241 1301 1457 1617
o/w imputed rents 242 268 268 283 338
o/w public services 516 590 627 696 760
o/w financial services 84 96 106 101 101
Rate gap 100 110 93 104 137
o/w agricultural products, foodstuffs, beverages 3 3 3 3 4
o/w pharmaceuticals 33 37 39 42 46
o/w transport services 26 29 16 18 25
o/w accommodation and restaurant services 26 28 19 21 32
o/w utilities 0 0 0 0 0
o/w other 12 14 17 19 30
Actionable policy gap 391 397 394 482 555
C-efficiency (%) 73.1% 72.4% 73.0% 75.0% 73.9%
Statutory standard VAT rate 20%
Actionable standard VAT rate . 18.5% 18.4% 18.6% 18.2% 18.1%

Figure 52: EE: VAT policy gap, rate gap, and exemption gap
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

The VAT policy gap dropped to
33.6% in 2022, primarily due to a
decrease in public expenditure on
healthcare.

C-efficiency in Estonia in 2022
was the highest in the EU, with
VAT receipts accounting for
almost 75% of the theoretical VAT
base.

Due to low actionable policy gap,
the actionable standard VAT rate
was close to the statutory
standard VAT rate.
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Ireland

VAT revenue in Ireland grew by 12.6% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing strongly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap rapidly increased from 2019 to 2020. This trend however has
since reversed between 2021 and 2022 (Figure 53).3 Over this period, Ireland’s VAT compliance rate
remained lower in 2021, with real GDP and household final consumption rebounding strongly following
the pandemic.

Figure 53: IE: Real GDP, household final consumption, and VAT compliance gap (% growth / %,

2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Irish economy grew on average 7% annually between 2018 and 2019.
Unlike other Member States, the Irish economy continued to grow during the pandemic with growth
of 5.8% recorded in 2020. The strong growth was driven by its solid multinational sector presence,
particularly in technology and pharmaceuticals, robust digital economy, effective government support
measures, low interest rates and a favourable tax economy. The economy continued to grow strongly
in 2021 and 2022 with GDP growth of 14.7% and 9.6% respectively. However, the robust growth in GDP
has not always correlated with strong growth in the VAT base as seen in 2020. In nominal terms, GDP
grew by 16.8% in 2022, supported by strong real growth and enhanced by increased inflation driving up
prices.

Ireland has been less affected by the impact of Russia’s war of aggression against Ukraine
on energy prices, as it does not import any oil or gas directly from Russia. Nonetheless, in 2022 the
Irish government implemented a comprehensive set of measures aimed at reducing financial pressures
on households and businesses. These included direct financial support, social welfare increases, public
transport fare reductions, tax relief and a reduction in VAT for gas and electricity from 13.5% to 9% in
2022. Despite the support measures in place, inflation rose to a high of 8.1% in 2022 but was below the
EU27 average of 9.2%. Before this, inflation had been low between 2018 and 2020, with inflation
declining in 2020 due to reduced demand. However, inflationary pressures began to rise in 2021 as the
economy reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to slow to 0.6%.
During this time, consumers dipped into the savings they had built up during the pandemic. Despite this,

37 The interpretation of changes in VAT compliance in Ireland requires caution due to problems with the accuracy of the estimates.
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real household final consumption exhibited resilience, increasing by 9.6%, with growth driven by strong
employment and wage growth. Taking into account the elevated rate of inflation, this resulted in nominal
growth of 16.7%.

In 2022, consumers and businesses continued to regain confidence and resumed postponed
investments, triggering VAT receipts. Government and household investments, the latter including
non-profit institutions serving households, increased significantly in 2022 by 19.2% and 50.9%
respectively, contributing to higher VAT liabilities.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Ireland’s nominal household final consumption followed a similar trend
to the EU27, with growth varying across product and service categories. Notably, there was substantial
growth in the services sector in 2022, with an increase in spending on restaurants and hotels (34.6%
growth) and on recreational and cultural goods and services (29.4% growth). Since services are
more challenging to tax effectively compared to traditional goods, it can lead to a higher risk of non-
compliance.

In 2022, the industry sector exhibited faster growth compared to the services sector, with real
GVA increasing by 18.7%, and reaching levels 78.6% above those recorded pre-pandemic due to the
strong presence of multinationals, especially for the pharmaceutical and technology sectors. Meanwhile,
the services sector also grew strongly in 2022, with GVA increasing by 6.5%, and reaching levels 16.7%
above those recorded pre-pandemic. Within the services sector, hospitality was one of the hardest hit
by the pandemic, but it has started to recover, with arrivals increasing by 186.3% in 2022. Despite this,
growth was from such a low base that by 2022 levels had only recovered 78.0% of those recorded pre-
pandemic. The services sector has a higher risk of non-compliance due to its diversity and the
intangibility of services.

In Ireland, e-commerce growth increased in 2020, with online sales increasing from 34.1% in 2019
to 44.0% in 2020 of business turnover, but then growth declined to 33.1% by 2022. In contrast, the share
of businesses engaging in e-sales increased from 35.1% in 2018 to 42.5% in 2022. Online retail sales
in the meantime increased from 13.9% in 2019 to 20.1 in 2020, before slowing to 13.8% by 2022. A
decrease in e-sales has the potential to increase taxpayer compliance.

Table 27: IE: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the -
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs combliance
% change) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 6.7% 4.4 Positive
Nominal household final consumption, restaurants & hotels 34.6% -9.5 Negative
Nominal household final consumption, custom services aggregate 33.3% 2.6 Negative
GDP services, real 6.5% -2.4 Negative
GDP, real 9.6% -5.1 Positive
Total tourism arrivals 186.3% 162.0 Negative
E-commerce, % of sectors - 2.3 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 28: IE: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTTL: 15168 16292 15326 16637 19238 X
o/w liability on household final consumption 8014 8612 7 947 8875 10194
o/w liability on gov. and NPISH final consumption 667 727 811 883 974
o/w liability on intermediate consumption 4121 4 504 4 309 4 582 5 156
o/w liability on GFCF 2073 2113 2083 2099 2722
o/w net adjustments 293 336 176 198 192
VAT revenue . 14149 15271 13950 16816 18 936 X
VAT compliance gap 1020 1021 1376 -179 302
VAT compliance gap (% of VTTL) 6.7% 6.3% 9.0% -1.1% 1.6% X
VAT compliance gap change since 2018 -5.2 pp
Figure 54: IE: VAT compliance gap, VAT revenue, and VTTL3? Highlights
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Source: own calculation, download underlying data.
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As the information used to estimate model
parameters is partially outdated and the
estimates for 2021 are negative, there is
uncertainty around the estimates for
Ireland. The estimates for Ireland use data
from both Eurostat and the Central
Statistics Office (CSO).

The 2018-2020 use tables (published
annually by the CSO) have been updated
by rescaling each column separately to
align with the latest National Accounts
aggregates. The 2021 and 2022 supply and
use tables (SUT) are forecasted in a similar
manner based on the 2020 use table
structure.

The preliminary estimates for Ireland for
2023 are not published in this report due to
uncertainty regarding the effective rate
calculation for this year.

Assessed reliability of estimates:

38 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 29: IE: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap: 16 984 17 209 17 030 18 984 22 408
Exemption gap | 11 665 12 460 13 412 14 644 16 525
o/w imputed rents 3 241 3622 3522 4071 4 946
o/w public services 7 020 7 451 7 100 7927 8 824
o/w financial services 869 199 1246 1334 1560
Rategap 5319 4749 3619 4340 5884
o/w agricultural products, foodstuffs, beverages 888 690 756 1013 1463
o/w pharmaceuticals 1215 1024 777 877 978
o/w transport services 1090 1098 635 713 825
o/w accommodation and restaurant services 856 569 305 405 678
o/w utilities 221 312 290 334 464
o/wother . 1049 1055 855 999 1475
Actionable policy gap 5854 5937 5163 5652 7 080
C-efficiency (%) 49.2% 50.5% 47.9% 51.6% 50.4%
Statutory standard VAT rate (weighted) 23% 23% 22.3% 22.7% 23%
Actionable standard VAT rate . 15.3% 15.3% 16.3% 16.0% 15.7%
Figure 55: IE: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

EU27 median policy gap

14.1%

2.9%

36.8%

2022

e In May 2022, Ireland reduced the VAT
rate applicable to the supply of
electricity and the supply of gas used
for domestic or industrial heating or
lighting from 13.5% to 9%. As a result
of these changes, the VAT rate gap
increased by about 2 percentage
point.

e  Due to a parallel decrease in the non-
actionable VAT exemption gap, the
VAT policy gap remained stable.
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Greece

VAT revenue in Greece grew by 22.8% in 2022, with growth in key macroeconomic indicators such
as GDP, household final consumption and investment also increasing strongly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap decreased from 2018 to 2022 (Figure 56). Over this period,
Greece’s VAT compliance ratio remained lower in 2021 and 2022, with real GDP and household final
consumption rebounding strongly following the pandemic.

Figure 56: EL: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Greek economy grew by an average of 2% annually betweeOn 2018 and
2019. However, in 2020 the pandemic led to a large 9.0% contraction, one of the largest declines
across Member States, driven by the strong reliance on tourism and pre-existing economic
vulnerabilities. Despite this, a marked recovery began in 2021, with real GDP growing by 8.1% in 2021
and 5.7% in 2022, driven by the recovery of the tourism sector, government support measures and
domestic demand. The robust GDP growth correlated with strong growth in the VAT base. Nonetheless,
Greece’s recovery to pre-pandemic levels took time, with levels returning by the end of 2022. In nominal
terms, GDP grew by 13.4% in 2022, mainly due to increased inflation affecting prices. Despite strong
growth in 2022, the pace varied, with rapid growth in the first half of the year driven by the ongoing
recovery, followed by slower growth in the second half of the year due to rising inflation triggered by
Russia’s war of aggression against Ukraine.

Greece was quite reliant on Russian energy, particularly natural gas. However, due to the
ongoing war in Ukraine and sanctions imposed on Russia, Greece has made strides in reducing its
dependence. Despite this, Greece has been profoundly affected by the impact of Russia’s war of
aggression against Ukraine on energy prices. To mitigate the impact of rising energy costs, the Greek
government implemented energy subsidies, tax relief, a reduced VAT rate on basic goods which has
decreased VAT collections. Despite these efforts, inflation rose to a high of 9.3% in 2022, in line with
the EU27 average of 9.2%. Before this, inflation had been low between 2016 and 2021, with inflation
declining by 1.3% in 2020 due to reduced demand.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to slow to 1.1%.
During this time, consumers dipped into the savings they had built up during the pandemic. Despite this,
real household final consumption exhibited resilience, increasing by 7.5%, driven by wage support
programmes still in place, the tourism recovery and pent-up demand. Taking into account the elevated
rate of inflation, this resulted in nominal growth of 14.2%.
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Table 31: EL: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL: 20503 20240 16461 18369 21580 X
o/w liability on household final consumption 16 604 16 239 12 632 14 175 17 117
o/w liability on gov. and NPISH final consumption 674 702 844 865 773
o/w liability on intermediate consumption 1873 1901 1834 1931 2113
o/w liability on GFCF 1047 1059 888 1110 1236
o/w net adjustments 305 339 264 289 340
VAT revenue: 15288 15390 12925 15160 18 621 X
VAT compliance gap 5215 4 850 3536 3209 2959
VAT compliance gap (% of VTTL) 25.4% 24.0% 21.5% 17.5% 13.7% X
VAT compliance gap change since 2018 -11.7 pp
Figure 57: EL: VAT compliance gap, VAT revenue, and VTTL3® Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

3% The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 32: EL: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 19745 21118 20 552 22 499 25 362
Exemption gap | 15150 15339 15298 16 127 16 650
o/w imputed rents | 3 475 3489 3 550 3 568 3619
o/w public services 6 554 6 894 6 905 7 047 7272
o/w financial services 1052 978 1006 1042 1136
Rate gap 4595 5779 5254 6 371 8712
o/w agricultural products, foodstuffs, beverages 1631 1908 2122 2191 2493
o/w pharmaceuticals 846 842 574 645 1054
o/w transport services 218 388 203 407 727
o/w accommodation and restaurant services 446 1034 838 1517 1823
o/w utilities 380 561 719 776 982
o/wother . 1074 1046 799 835 1632
Actionable policy gap 8 663 9 757 9 090 10 843 13 334
C-efficiency (%) 40.4% 39.4% 37.5% 40.1% 43.0%
Statutory standard VAT rate 24%
Actionable standard VAT rate . 17.9% 17.1% 16.3% 15.9% 15.5%
Figure 58: EL: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.
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e Inthe course of 2020, Greece
temporarily amended its VAT rate
structure by reducing rates for
passenger transport, selected
entertainment, and tourism services
(decreasing the rate from 24% to
13%). The changes introduced at the
end of 2020 were maintained until the
end of 2023.

e Similar to other countries, the increase
in the rate gap was balanced by the
drop in the exemption gap.

o C-efficiency remained one of the
lowest in the EU, which was caused
by the combination of a high policy
gap and a high compliance gap.
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Spain

VAT revenue in Spain grew by 12.3% in 2022, with growth in key macroeconomic indicators such as
GDP, household final consumption and investment also increasing strongly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap fell sharply between 2019 and 2021 and stayed low in
2022 (Figure 59). Over this period, Spain’s VAT compliance rate remained lower in 2021 and 2022, with
real GDP and household final consumption rebounding strongly following the pandemic.

Figure 59: ES: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Spanish economy grew by roughly 2% annually between 2018 and 2019.
However, in 2020 the pandemic had a severe impact on the economy, leading to an 11.2% decline, due
to strict lockdowns, a collapse in tourism, and disruptions to economic activity. Recovery began in 2021,
with real GDP growing by approximately 6% both in 2021 and 2022, driven by strong domestic
demand and a tourism revival. The strong growth in GDP from 2021 correlated with robust growth in
the VAT base. In nominal terms, GDP grew by 10.2% in 2022, mainly due to increased inflation.*® Despite
robust growth in 2022, the pace varied, with strong growth in the first half of the year driven by the
ongoing recovery, followed by slower growth in the second half of the year due to rising inflation triggered
by Russia’s war of aggression against Ukraine.

Spain has been less affected by the impact of Russia’s war of aggression against Ukraine on
energy prices, with roughly only 11% of its oil imported from Russia and relying more on renewables.
Nonetheless, in 2022, the Spanish government implemented measures to mitigate rising energy
costs, including fuel subsidies and VAT rate reductions for energy and food which ha reduced VAT
revenue. Inflation rose to a record high of 8.3% in 2022 but was below the EU27 average of 9.2%. Before
this, inflation had been low between 2018 and 2020, with inflation declining in 2020 due to reduced
demand. However, inflationary pressures began to rise in 2021 as the economy reopened.

In 2022, the rise in inflation caused consumers’ real disposable incomes to decline by 2.3%, with
consumers dipping into the savings they had built up during the pandemic. Despite this, real household
final consumption rose by 4.7%, just above the EU average, due to the lifting of restrictions, supporting
growth in the VAT base. Taking into account the elevated rate of inflation, this resulted in nominal

40 Following the preparation of this report, nominal GDP growth for 2022 has been revised upward. Further upward revisions may
be anticipated, according to the authorities.
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Table 34: ES: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTTL: 82896 86066 73911 85773 96787 1071226
o/w liability on household final consumption 60 170 61 266 48 848 56 806 64 018
o/w liability on gov. and NPISH final consumption 2894 3107 3101 3288 3480
o/w liability on intermediate consumption: 10634 11367 11424 13234 15606
o/w liability on GFCF 8 356 9 407 9788 11714 12808
o/w net adjustments 842 919 751 731 875
VAT revenue: 77536 79301 69435 82249 92344 94015
VAT compliance gap 5360 6 765 4 476 3524 4 443
VAT compliance gap (% of VTTL) 6.5% 7.9% 6.1% 41% 4.6% 7.1%
VAT compliance gap change since 2018 -1.9 pp
Figure 60: ES: VAT compliance gap, VAT revenue, and VTTL#! Highlights
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e In 2022, the estimated VAT compliance
gap in Spain increased by 0.5
percentage points, reaching 4.6% of
the VTTL.

o Fast estimates indicate a significant
increase in the gap in 2023, rising to
7.1% of the VTTL.

e The estimates of the VTTL for 2021
were revised upwards compared to the
2023 Study due to the revision of
national accounts for this period.

Assessed reliability of estimates:

41 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 35: ES: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 113564 116146 108282 115784 129 385
Exemption gap | 84 494 85476 83 841 86 232 93 589
o/w imputed rents i 18 013 18 245 18 402 18 826 19178
o/w public services i 35 580 36 240 36 725 37199 37 166
o/w financial services | 5091 5 363 5624 5376 6 808
Rate gap 29 070 30 669 24 441 29 552 35795
o/w agricultural products, foodstuffs, beverages 8612 8 405 9 059 9023 9782
o/w pharmaceuticals 2127 2185 2210 3161 3249
o/w transport services 2 027 2047 1142 1429 1851
o/w accommodation and restaurant services | 9 154 9529 5075 7 156 10 362
o/w utilities 389 406 396 418 1081
o/wother . 6761 8 098 6 559 8 365 9470
Actionable policy gap | 54 881 56 298 47 531 54 383 66 232
C-efficiency (%) 42.5% 42.3% 41.5% 44.8% 44.8%
Statutory standard VAT rate 21%
Actionable standard VAT rate . 13.2% 13.3% 13.5% 13.5% 13.0%
Figure 61: ES: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.
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e In 2022, to alleviate increased energy
prices, Spain reduced the rate
applicable to electricity (for contracts
under 10 kWh). From January to June,
the applicable rate was 10%, and from
July to December, the rate was
reduced to 5%. Additionally, the rate
applicable to the supply of gas was
reduced from 21% to 5% between
October and December.
Consequently, the rate gap increased
by 2.4 percentage points over two
years.

e Traditionally, Spain has one of the
largest VAT policy gaps in the EU; this
was also the case in 2022 when the
policy gap amounted to 57.2% of
notional ideal revenue. One of the
main reasons for this is the application
of indirect taxes other than VAT in the
Canary Islands, Ceuta, and Melilla.
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France

VAT revenue in France grew by 7.6% in 2022, with growth in key macroeconomic indicators such as
GDP, household final consumption and investment also increasing robustly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap fell sharply in 2021 and stayed low in 2022 (Figure 62).
France’s compliance gap remained lower in 2021 and 2022 compared to pre-pandemic levels, with real
GDP and household final consumption rebounding strongly following the pandemic.

Figure 62: FR: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the French economy grew by roughly 2% annually between 2018 and 2019.
However, in 2020 the pandemic had a large impact on the economy, leading to a 7.7% decline due to
widespread lockdowns, restrictions on movement, and reduced consumer and business activity.
Recovery began in 2021, with real GDP growing by 6.4% in 2021 and 2.5% in 2022, driven by strong
domestic demand and government stimulus measures. The robust growth in GDP from 2021
correlated with strong growth in the VAT base. Nonetheless, France’s recovery to pre-pandemic levels
was slow relative to other Member States, only reaching 2019 levels by the end of 2022. In nominal
terms, GDP grew by 5.6% in 2022, mainly due to increased inflation. Despite strong growth in 2022, the
pace varied, with growth in the first half of the year driven by the ongoing recovery, followed by slower
growth in the second half of the year due to rising inflation triggered by Russia’s war of aggression
against Ukraine.

France is less reliant on Russian energy compared to some of its counterparts. Despite this,
to mitigate the impact of rising energy costs, the French government implemented measures such as
food aid programmes, the Macron Bonus, deferred tax payments, wage subsidies and stimulus
packages. Despite these efforts, inflation rose to a high of 5.9% in 2022, but remained much lower than
the EU27 average of 9.2%. Previously, inflation had been low between 2018 and 2021, with inflation at
only 0.5% in 2020 due to reduced demand. However, inflationary pressures began to rise in 2021 as the
economy reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to slow to 0.3%, with
consumers topping up their incomes by dipping into the savings they had built up during the pandemic.
Despite this, real household final consumption increased by 2.3% driven by the lifting of restrictions,
which supported growth in the VAT base. Taking into account the rise in inflationary pressures, this
resulted in nominal growth of 7.1%.
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Table 37: FR: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018-

2023)

2018 2019 2020 2021 2022 2023

VTTL 182436 189922 176118 197189 212146 226947
o/w liability on household final consumption | 106 028 108486 98380 108908 119 284
o/w liability on gov. and NPISH final consumption 1777 1835 1769 1936 2010
o/w liability on intermediate consumption: 32866 34213 33804 38795 41 146
o/w liability on GFCF . 37 305 40328 37900 43209 44976
o/w net adjustments 4 461 5060 4 265 4 342 4730

VAT revenue 168 177 174424 162089 185350 199362 205036
VAT compliancegap . 14259 15498 14029 11839 12784

VAT compliance gap (% of VTTL) 7.8% 8.2% 8.0% 6.0% 6.0% 9.7%

VAT compliance gap change since 2018

Figure 63: FR: VAT compliance gap, VAT revenue, and VTTL#*2
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In 2022, the estimated VAT compliance gap
was 6% of the VTTL, remaining unchanged
compared to 2021.

Preliminary estimates point to a substantial
increase in the VAT compliance gap of
nearly 4 percentage points in 2023.

The estimates of the VTTL for 2021 were
revised upwards compared to the 2023
Study due to the revision of national
accounts for this period.

Assessed reliability of estimates:

42 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 38: FR: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap : 202274 205656 206 607 213394 225 847
Exemptiongap | 152366 152735 157787 165604 172949
o/w imputed rents i 35 226 36 085 36 827 37 363 38 037
o/w public services i 84 308 84 780 87 467 93 628 95 591
o/w financial services | 11 795 11076 12 101 11022 12 164
Rate gap 49909 52 921 48 821 47 790 52 898
o/w agricultural products, foodstuffs, beverages | 23 512 24 144 25737 24 664 24 790
o/w pharmaceuticals 2196 2199 2151 1767 1775
o/w transport services 4 383 4 567 2171 2608 3 856
o/w accommodation and restaurant services | 6 607 7010 4816 5657 8 624
o/w utilities | 2 551 2671 2770 2447 2727
o/wother . 10 659 12 331 11176 10 647 11126
Actionable policy gap | 70 945 73716 70 212 71 381 80 056
C-efficiency (%) 50.2% 51.1% 49.0% 52.5% 53.0%
Statutory standard VAT rate 20%
Actionable standard VAT rate . 14.8% 14.8% 14.8% 15.1% 14.9%
Figure 64: FR: VAT policy gap, rate gap, and exemption gap Highlights
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o There was no change in legislation in
2022 or 2023 that would have a
significant impact on the VAT policy
gap and its structure.

e In consequence, the VAT policy gap
and its structure remained stable in
2022.

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.
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Croatia

VAT revenue in Croatia grew by 16.3% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap rose sharply from 2019 to 2022 (Figure 65). Over this period
Croatia’s compliance gap worsened in 2021 and 2022, despite real GDP and household final
consumption rebounding strongly following the pandemic.

Figure 65: HR: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Croatian economy grew by roughly 3% annually between 2018 and 2019.
However, in 2020 the pandemic had a large impact on the economy, leading to an 8.1% decline, one of
the more sizable declines across Member States due to the collapse in tourism, drop in consumer
spending, and disruption in international trade. However, the economy bounced back in 2021, with real
GDP growth of 12.6% and levels back to those recorded pre-pandemic. Croatia was one of the fastest-
recovering Member States due to the early reopening of the tourism sector, government support,
and the EU funds from the Recovery and Resilience Plan. The robust growth in GDP from 2021
correlated with strong growth in the VAT base. In nominal terms, GDP grew by 16.0% in 2022, mainly
due to increased inflation. Despite strong growth in 2022, the pace varied, with growth in the first three
quarters of the year driven by the ongoing recovery, followed by a slower final quarter due to rising
inflation triggered by Russia’s war of aggression against Ukraine.

Croatia is dependent on Russia for natural gas and oil, although since the outbreak of Russia’s
war of aggression against Ukraine it has been trying to reduce its dependence. Despite recent
adaptations, the economy has still been affected by Russia’s war of aggression against Ukraine’s impact
on energy prices. To mitigate the impact of rising energy costs, the Croatian government implemented
price controls and subsidies, income support, tax relief for individuals and businesses and VAT
reductions on heating from 25% to 5% in 2022. Despite these efforts, inflation rose to a high of 10.7%
in 2022, well above the EU27 average of 9.2%. Before this, inflation had been low between 2018 and
2020, with no growth in inflation in 2020 due to reduced demand. However, inflationary pressures began
to rise in 2021 as the economy reopened.

In 2022, despite rising inflation growth in consumers’ real disposable income grew robustly by 9.2%
due to the strong economic recovery, which led to increased employment and higher wages. Adhering
to the same pattern, real household final consumption increased by 6.7%, driven by the tourism
rebound, increased confidence and pent-up demand. Taking into account the rise in inflationary
pressures, this resulted in nominal growth of 18.5%.

Page 104 of 300






Table 40: HR: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 7 389 7 392 7 034 8585 10112 X
o/w liability on household final consumption 5353 5411 4 652 5920 7 221
o/w liability on gov. and NPISH final consumption 191 192 485 541 578
o/w liability on intermediate consumption 1015 1019 850 997 1167
o/w liability on GFCF 820 785 1021 1097 1107
o/w net adjustments 10 -16 26 30 39
VAT revenue 6 841 7 305 6 322 7 647 8 895 X
VAT compliance gap 548 87 712 937 1216
VAT compliance gap (% of VTTL) 7.4% 1.2% 10.1% 10.9% 12.0% X
VAT compliance gap change since 2018 +4.6 pp
Figure 66: HR: VAT compliance gap, VAT revenue, and VTTL*3 Highlights
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Source: own calculation, download underlying data.
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In 2022, the VAT compliance gap was
estimated at 12%, which represents a 1.1
percentage point increase compared to
2021.

The large unexplained downward shift in
2019 and the rebound in 2020 may signal
some inaccuracies in the estimates for
these years.

The fast estimates for Croatia for 2023 are
not published in this report due to
uncertainty regarding the effective rate
calculation for this year.

Assessed reliability of estimates:

43 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 41: HR: VAT policy gap and its components (EUR million, 2018—-2022)

2018 2019 2020 2021 2022

VAT policygap: 3657 4 659 4228 4784 5674

Exemption gap | 2 650 3193 3045 3 266 3557

o/w imputed rents 764 789 814 844 925

o/w public services 1438 1620 1454 1568 1699

o/w financial services 181 188 164 176 232

Rategap 1007 1465 1183 1519 2116

o/w agricultural products, foodstuffs, beverages 195 386 369 440 679
o/w pharmaceuticals 182 273 260 288 363

o/w transport services 40 41 52 64 75

o/w accommodation and restaurant services 374 545 188 366 540

o/w utilities 112 114 159 173 246

o/w other 105 107 156 187 213

Actionable policy gap: 1274 2062 1796 2197 2818
C-efficiency (%) 67.2% 66.6% 63.2% 63.8% 61.9%

Statutory standard VAT rate 25%

Actionable standard VAT rate . 21.8% 19.8% 21.2% 20.9% 20.3%

Figure 67: HR: VAT policy gap, rate gap, and exemption gap Highlights
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e In 2022, the VAT policy gap remained
stable, with a share in the Notional

60% Ideal Revenue of slightly above 35%.
50% e From April 2022, several anti-
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40% leading to an increase in the rate gap.
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20% 24 — 4 o4% i 1 5.1% 4.4% meat, fish, vegetables, and eggs) was
reduced from 13% to 5%. The rate on
10% 21.6% 21.6% 121.6% | 119.4% 18.1% the supply of natural gas and district
0% heating was reduced from the full rate
2018 2019 2020 2021 2022 to 13%. In October 2022, further cuts

ONon-actionable exemption gap B Actionable exemption gap

mRate gap

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

EU27 median policy gap

were introduced: the supply of district
heating and fuel wood was taxed at
5%, and the VAT rate on the
installation of solar panels on private
residences and public buildings was
set at 0%.

Page 107 of 300


https://taxation-customs.ec.europa.eu/document/download/c24cc8e1-6064-4a78-a778-44c762c76883_en

Italy

VAT revenue in ltaly grew by 14.5% in 2022, with growth in key macroeconomic indicators such as
GDP, household final consumption and investment also increasing robustly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap fell sharply from 2018 to 2022 (Figure 68). Over this period
Italy’s compliance gap was the lowestin 2021 and 2022, with real GDP and household final consumption
rebounding strongly following the pandemic.

Figure 68: IT: Real GDP, household final consumption, and VAT compliance gap (% growth / %,

2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Italian economy grew by roughly 1% annually between 2018 and 2019.
However, in 2020 the pandemic had a large impact leading to a 9.0% decline, one of the largest
declines across Member States. The sizable decline was driven by strict lockdowns, the collapse in
tourism and a decline in consumer spending due to uncertainty. A recovery got underway in 2021, with
real GDP growth of 8.3% and 4.1% in 2022. Despite strong growth, levels did not return to those
recorded pre-pandemic until the end of 2022. The robust growth in GDP from 2021 correlated with strong
growth in the VAT base. In nominal terms, GDP grew by 7.9% in 2022, mainly due to increased inflation.
Despite strong growth in 2022, the pace varied, with growth in the first half of the year driven by the
ongoing recovery, followed by slower growth in the second half of the year due to rising inflation triggered
by Russia’s war of aggression against Ukraine.

Italy is reliant on Russia for natural gas, which made the country particularly vulnerable to supply
disruptions and price fluctuations for energy. To mitigate the impact of rising energy costs, the Italian
government implemented energy subsidies, tax cuts, minimum wage hikes, temporary price caps on
essential goods and the VAT rate for electricity and natural gas was temporarily reduced from 22% to
5% in 2022. Despite these efforts, inflation rose to a high of 8.8% in 2022 but remained below the
EU27 average of 9.2%. Before this, inflation had been low between 2018-2020 with inflation contracting
by 0.2% in 2020 due to reduced demand. However, inflationary pressures began to pick up in 2021 as
the economy reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to contract by
1.7%, with consumers topping up their incomes by dipping into the savings they had built up during the
pandemic. Despite this, real household final consumption increased by 4.9%, driven by the lifting of
restrictions, which supported growth in the VAT base. Taking into account the rise in inflationary
pressures, this resulted in nominal growth of 12.9%.
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Table 43: IT: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018—
2023)
2018 2019 2020 2021 2022 2023
VTTL: 139532 140704 125728 135734 154879 164206
o/w liability on household final consumption | 102 153 103383 88716 93124 107 716
o/w liability on gov. and NPISH final consumption 1597 1605 1975 2072 2 332
o/w liability on intermediate consumption | 22 371 22629 22328 22703 24689
o/w liability on GFCF . 13696 15098 14588 19719 22190
o/w net adjustments - 285 -2 011 -1 879 -1 885 -2 048
VAT revenue 109333 111464 99683 120980 138533 139998
VAT compliancegap: 30199 29240 26045 14754 16 346
VAT compliance gap (% of VTTL) 21.6% 20.8% 20.7% 10.9% 10.6% 14.7%

VAT compliance gap change since 2018 -11.1 pp
Figure 69: IT: VAT compliance gap, VAT revenue, and VTTL** Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

44 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 44: IT: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 169773 167049 158869 173733 191559
Exemptiongap | 117420 115051 114214 125549 135 262
o/w imputed rents i 32 877 32 837 33 220 33 559 34 380
o/w public services i 56 481 54 307 54 313 57 088 60 285
o/w financial services | 4 331 4 462 4902 4815 6 348
Rate gap 52 354 51997 44 656 48 184 56 297
o/w agricultural products, foodstuffs, beverages | 21 586 20923 21 307 18 258 19 050
o/w pharmaceuticals 663 697 665 448 752
o/w transport services 2 691 2 955 1404 1600 2091
o/w accommodation and restaurant services | 12 238 12 374 7 333 8 689 11 336
o/w utilities i 1 191 1206 1124 1441 2412
o/wother . 13 985 13 843 12 823 17 748 20 656
Actionable policy gap | 76 085 75 442 66 434 78 271 90 546
C-efficiency (%) 38.7% 39.2% 38.1% 43.9% 45.1%
Statutory standard VAT rate 22%
Actionable standard VAT rate . 14.7% 14.7% 14.7% 14.1% 14.0%
Figure 70: IT: VAT policy gap, rate gap, and exemption gap Highlights
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o The VAT policy gap in ltaly decreased
from 56.1% in 2021 to 55.3% in 2022.

e Despite the large increase from 2020,
the C-efficiency remains relatively low
due to the high level of the policy gap.

e If the actionable exemptions and
reduced rates were discontinued, the
current VTTL could be achieved with a
statutory standard rate of 14-15%.

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.
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Cyprus

VAT revenue in Cyprus grew by 24.0% in 2022, with growth in key macroeconomic indicators such
as GDP, household final consumption and investment also increasing robustly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap fell sharply in 2021 (Figure 71). Cyprus’ compliance gap was
the lowest in 2021, with real GDP and household final consumption rebounding strongly following the
pandemic.

Figure 71: CY: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Cyprus economy grew by roughly 6% annually between 2018 and
2019. However, in 2020 the pandemic had a sizable impact on the economy, leading to a 3.4% decline.
This was driven by the collapse of the tourism sector, and restricted activity and movement, resulting in
a large decline in household final consumption. A strong recovery got underway in 2021, with GDP
growth of 9.9% in 2021 and 5.1% in 2022, driven by the easing of travel restrictions, government support
and pent-up demand. As a result, levels rose above pre-pandemic levels by the end of 2021, ahead of
many other Member States. The robust growth in GDP from 2021 correlated with strong growth in the
VAT base. In nominal terms, GDP grew by 11.4% in 2022, mainly due to increased inflation. Despite
strong growth in 2022, the pace varied, with growth in the first half of the year driven by the ongoing
recovery, followed by slower growth in the second half of the year due to rising inflation triggered by
Russia’s war of aggression against Ukraine.

Cyprus has been less affected by the impact of Russia’s war of aggression against Ukraine
on energy prices due to its minimal dependence on Russian energy. Nonetheless, in 2022 the Cyprus
government implemented measures to mitigate rising energy costs, including VAT reductions on
electricity from 19% to 5%, electricity and fuel subsidies, direct financial aid, and wage increases.
Despite this, inflation rose to a high of 8.1% in 2022 but was below the EU27 average of 9.2%. Before
this, inflation had been low between 2018 and 2020, with inflation contracting in 2020 due to reduced
demand. However, inflationary pressures began to rise in 2021 as the economy reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to slow to 0.6%,
with consumers topping up their incomes by dipping into the savings they had built up during the
pandemic. Despite this, real household final consumption was resilient and increased by 8.6%, driven
by the lifting of restrictions, which supported growth in the VAT base. Taking into account the rise in
inflationary pressures, this resulted in nominal growth of 15.6%.
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Table 46: CY: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 2235 2350 2132 2325 2688 X
o/w liability on household final consumption 1298 1341 1107 1282 1533
o/w liability on gov. and NPISH final consumption 28 29 33 40 44
o/w liability on intermediate consumption 466 502 507 491 508
o/w liability on GFCF 413 445 452 472 549
o/w net adjustments 29 33 33 39 53
VAT revenue 1955 2 066 1786 2182 2706 X
VAT compliance gap 280 284 346 143 -18
VAT compliance gap (% of VTTL) 12.5% 12.1% 16.2% 6.2% -0.7% X
VAT compliance gap change since 2018 -13.2 pp
Figure 72: CY: VAT compliance gap, VAT revenue, and VTTL?> Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

45 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 47: CY: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 1515 1559 1436 1751 1978
Exemption gap 795 829 853 1051 1057
o/w imputed rents 240 254 268 284 303
o/w public services 469 517 559 662 710
o/w financial services -112 -115 -112 -75 - 56
Rate gap 720 730 583 700 922
o/w agricultural products, foodstuffs, beverages 233 234 242 273 313
o/w pharmaceuticals 39 43 47 38 42
o/w transport services 77 88 21 33 79
o/w accommodation and restaurant services 201 188 82 176 285
o/w utilities 13 12 12 24 15
o/w other 157 165 179 157 187
Actionable policy gap 918 903 722 880 1020
C-efficiency (%) 61.2% 61.2% 59.1% 63.3% 68.6%
Statutory standard VAT rate 19%
Actionable standard VAT rate . 14.2% 14.2% 14.9% 14.2% 14.2%
Figure 73: CY: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

At the end of 2021, Cyprus reduced
the VAT rate applicable to the supply
of electricity from 19% to 9% for three
months. At the same time, the rate for
vulnerable households was reduced to
5% for a six-month period. In addition,
for the last four months of 2022,
Cyprus introduced an exemption from
VAT (and excise taxes) on petroleum
products.

The VAT policy gap in Cyprus remains
relatively low compared to other EU
Member States. This is largely due to
the significant role of the financial
sector providing services abroad and
the lack of a right to deduct input VAT
for these providers on services
rendered within the EU. As a result,
large sums of hidden tax have
increased overall VAT revenue
compared to a scenario assuming the
taxability of output and the deductibility
of intermediate inputs.
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Latvia

VAT revenue in Latvia grew by 26.4% in 2022, with growth in key macroeconomic indicators such as
GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F). Meanwhile,
the VAT compliance gap has trended downward between 2018 and 2022 except for 2020 (Figure
74). Over this period Latvia’s compliance gap was lower in 2022, with real GDP and household final
consumption rebounding strongly following the pandemic.

Figure 74: LV: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, growth in the Latvian economy varied between 2018 and 2019, with strong
growth of 4.2% recorded in 2018 before slowing to 0.6% in 2019 due to cooling investment. However,
in 2020 the pandemic had a sizable impact on the economy leading to a 3.5% decline. This was due
to widespread lockdowns, travel restrictions and disruption to supply chains. A strong recovery got
underway in 2021, with GDP growth of 6.4% in 2021 and 3.5% in 2022, driven by the easing of travel
restrictions, government support and pent-up demand. As a result, levels returned to pre-pandemic
levels by the end of 2021, ahead of many other Member States. The robust growth in GDP from 2021
correlated with strong growth in the VAT base. In nominal terms, GDP grew by 15.2% in 2022, mainly
due to increased inflation. Despite strong growth in 2022, the pace varied, with growth in the first half
of the year driven by the ongoing recovery, followed by slower growth in the second half of the year due
to rising inflation triggered by Russia’s war of aggression against Ukraine.

Latvia has been dependent on Russia for natural gas. Since the outbreak of Russia’s war of
aggression against Ukraine it has made significant strides in reducing its dependency. Despite this, the
economy was still affected by the impact of Russia’s war of aggression against Ukraine on energy prices.
To mitigate the impact of rising energy costs, the Latvian government implemented energy support
measures including increased social benefits, subsidies and price caps. Despite these efforts, inflation
rose to a high of 17.2% in 2022, the third-highest rate across all Member States. Before this, inflation
was stable at around 3% between 2018 and 2019, before inflation slowed to 0.1% in 2020 due to reduced
demand. However, inflationary pressures began to rise in 2021 as the economy reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to decline by
1.8%, with consumers topping up their incomes by dipping into the savings they had built up during the
pandemic. Despite this, real household final consumption was resilient and increased by 7.4%, due to
pent-up demand, a strong labour market, government support and remittances, which supported growth
in the VAT base. Taking into account the rise in inflationary pressures, this resulted in nominal growth
of 21.5%.
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Table 49: LV: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 2 826 2944 2900 3208 3833 4113
o/w liability on household final consumption 2075 2132 2044 2280 2 876
o/w liability on gov. and NPISH final consumption 69 69 73 81 83
o/w liability on intermediate consumption 442 500 496 539 628
o/w liability on GFCF 293 299 338 365 312
o/w net adjustments -53 - 56 - 51 - 57 - 66
VAT revenue 2449 2632 2541 2880 3639 3748
VAT compliance gap 377 312 360 328 193
VAT compliance gap (% of VTTL) 13.3% 10.6% 12.4% 10.2% 5.0% 8.9%
VAT compliance gap change since 2018 -8.3 pp
Figure 75: LV: VAT compliance gap, VAT revenue, and VTTL*¢ Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

46 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 50: LV: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 1917 2005 1971 2165 2272
Exemptiongap . 1735 1816 1813 1970 1980
o/w imputed rents 433 463 478 516 531
o/w public services 672 769 780 901 937
o/w financial services 78 77 72 79 105
Rate gap 182 189 159 194 292
o/w agricultural products, foodstuffs, beverages 28 36 41 51 54
o/w pharmaceuticals 28 29 27 37 76
o/w transport services 75 76 44 54 74
o/w accommodation and restaurant services 21 21 14 14 17
o/w utilities 18 17 16 20 35
o/w other 13 12 17 19 35
Actionable policy gap 734 696 642 669 699
C-efficiency (%) 57.4% 58.7% 58.1% 59.0% 64.2%
Statutory standard VAT rate 21%
Actionable standard VAT rate . 17.7% 17.7% 18.1% 18.3% 18.1%
Figure 76: LV: VAT policy gap, rate gap, and exemption gap Highlights
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Source: own calculation, download underlying data.
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e As of January 2022, the
application of the 5% VAT rate
was extended to books published
in both printed and electronic
editions, as well as to supplies of
press and other mass media
publications, including those
available online or by download.

e Despite an increase in the rate
gap, a much larger decline in the
VAT exemption gap led to an
approximately 3 percentage point
decline in the VAT policy gap in
2023.
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Lithuania

VAT revenue in Lithuania grew by 20.4% in 2022, with growth in key macroeconomic indicators such
as GDP, household final consumption and investment also increasing robustly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap trended downward between 2018 and 2022 (Figure 77).
Over this period Lithuania’s compliance gap was lower in 2021 and 2022, with real GDP and household
final consumption rebounding strongly following the pandemic.

Figure 77: LT: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Lithuanian economy grew on average 4.3% annually between 2018 and
2019. Lithuania was one of the few Member States that managed to avoid a GDP contraction in
2020, with growth of 0.1%. This was attributed to a quick recovery from the pandemic and strong export
performance in manufacturing and technology. The economy continued to grow strongly in 2021 and
2022, with GDP growth of 6.2% and 2.4% respectively. In nominal terms, GDP grew by 19.4% in 2022,
supported by increased inflation driving up prices.

Lithuania has previously been dependent on Russia for natural gas. However, since the opening
of the Klaipéda LNG terminal in 2014, it has been able to diversify its gas sources. Despite this, the
economy was recently affected by the impact of Russia’s war of aggression against Ukraine on energy
prices. To mitigate the impact of rising energy costs, the Lithuanian government implemented price caps
on electricity and gas, direct financial compensation to offset a portion of energy bills, temporary tax
breaks, investment in energy efficiency incentives and VAT reductions for electricity and natural gas.
Despite these efforts, inflation rose to a high of 18.9% in 2022, the second-highest rate across all
Member States. Before this, inflation was stable at around 2% between 2018 and 2019, before inflation
slowed to 1.1% in 2020 due to reduced demand. However, inflationary pressures began to rise sharply
in 2021 as the economy reopened.

In 2022, rising inflation caused growth in consumers’ real disposable incomes to decline by
4.6%. Despite this, real household final consumption was robust and increased by 2.0%, due to pent-
up demand, a strong labour market, and government support and remittances, which supported growth
in the VAT base. Taking into account the rise in inflationary pressures, this resulted in nominal growth
of 21.0%.

In 2022, as economic uncertainty fell back following the easing of restrictions, consumers and
businesses invested more, triggering VAT receipts. Investment by the general government and by
households, the latter including non-profit institutions serving households, increased in 2022 by 18.4%
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Table 52: LT: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 4 637 4872 5029 5562 6610 7192
o/w liability on household final consumption 3 846 3995 3 951 4 428 5165
o/w liability on gov. and NPISH final consumption 43 52 52 60 65
o/w liability on intermediate consumption 456 499 548 632 771
o/w liability on GFCF 570 646 810 785 948
o/w net adjustments - 279 -319 - 333 - 343 - 339
VAT revenue 3522 3 856 4009 4688 5644 5911
VAT compliance gap 1115 1017 1020 875 966
VAT compliance gap (% of VTTL) 24.0% 20.9% 20.3% 15.7% 14.6% 17.8%
VAT compliance gap change since 2018 -9.4 pp
Figure 78: LT: VAT compliance gap, VAT revenue, and VTTL#’ Highlights
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Source: own calculation, download underlying data.

e The VAT compliance gap has followed
a downward trend since 2018;
however, the gap remains above the
EU average. The trend is expected to
have reversed in 2023, and the gap is
projected to have increased.

e In 2022, the i.KON system was
launched in Lithuania. Based on data
from the State Tax Inspectorate, the
system detects discrepancies in VAT
reporting in real time, processes them
more efficiently, and performs a more
accurate risk assessment.

e The national accounts figures for 2023
were revised shortly before the
publication of the report. The update of
the underlying figure will leead ot the
revision of the fast estimates of the
VAT compliacne gap.

Assessed reliability of estimates:

47 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data. The national accounts figures for 2023 were revised shortly before the publication of the report. This update to the
underlying figures will lead to a revision of the fast estimates of the VAT compliance gap.
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Table 53: LT: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 2240 2401 2 445 2 696 3281
Exemption gap . 2 036 2167 2250 2 468 2835
o/w imputed rents 312 335 361 399 491
o/w public services 980 1105 1130 1431 1549
o/w financial services 129 138 137 163 201
Rate gap 204 234 196 228 446
o/w agricultural products, foodstuffs, beverages 0 16 15 16 18
o/w pharmaceuticals 73 86 83 88 109
o/w transport services 60 71 28 35 52
o/w accommodation and restaurant services 25 25 19 24 185
o/w utilities 62 57 47 53 60
o/w other -17 -21 3 13 22
Actionable policy gap 818 824 817 713 1040
C-efficiency (%) 53.3% 55.2% 57.0% 59.5% 60.7%
Statutory standard VAT rate 21%
Actionable standard VAT rate . 18.0% 18.0% 18.4% 18.5% 18.0%
Figure 79: LT: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

In 2022, the VAT policy gap
remained stable, but its structure
followed the pattern observed in
many other countries, with an
increasing rate gap and a
decreasing exemption gap.

Temporary measures introduced
in the aftermath of the COVID-19
pandemic in 2021 were kept in

place until the end of 2022. These
measures included a reduced rate
of 9% on catering services,
cultural services, sports clubs,
sports events, and other types of
public events.
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Luxembourg

VAT revenue in Luxembourg grew by 14.2% in 2022, with growth in key macroeconomic indicators
such as GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap fluctuated between 2018 and 2020, before trending
downwards to 2022 (Figure 80). Over this period Luxembourg’s compliance gap had improved in 2021
and 2022, with real GDP and household final consumption rebounding strongly following the pandemic.

Figure 80: LU: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Luxembourg economy grew on average 2.1% annually between 2018
and 2019. However, in 2020 the pandemic led to a 0.9% decline. This was driven by restrictions on
movement and economic activity that constrained domestic demand, alongside supply chain disruptions.
A strong recovery got underway in 2021, with GDP growth of 7.2% in 2021 and 1.4% in 2022. In nominal
terms, GDP grew by 7.6% in 2022, supported by increased inflation driving up prices.

Luxembourg has a relatively low dependency on Russia for energy imports. Despite this, the
economy was still affected by the impact of Russia’s war of aggression against Ukraine on energy prices.
The rise in energy prices contributed to an increase in the effective rate in Luxembourg due to energy
being taxed higher than average standard rates. To mitigate the impact of rising energy costs, the
government implemented energy price subsidies, VAT reductions for electricity and gas, grants for
businesses, as well as public awareness campaigns to raise awareness about energy conservation
practices. Despite these efforts, inflation rose to a high of 8.2% in 2022 but remained well below the
EU27 average of 9.2%. Before this, inflation was stable at around 2% between 2018 and 2019, then
inflation slowed in 2020 due to reduced demand. However, inflationary pressures began to rise sharply
in 2021 as the economy reopened.

Despite rising inflation in 2022, real disposable income for consumers increased by 4.0%, fuelled by
strong wage growth and a tight labour market. This boost in income led to a moderate 2.3% growth
in real household final consumption, which in turn supported the expansion of the VAT base. Taking
into account the rise in inflationary pressures, this resulted in nominal growth of 7.8%.

In 2022, consumers and businesses resumed postponed investments, triggering VAT receipts.
Investments by the general government and households, the latter including non-profit institutions
serving households, increased in 2022 by 7.9% and 22.1% respectively, contributing to higher VAT
liabilities. Investments by financial institutions saw a significant growth of 57.1% in 2022. Meanwhile,
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Table 55: LU: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTTL 3845 3889 4102 4515 4963 5337
o/w liability on household final consumption 1540 1558 1474 1698 1934
o/w liability on gov. and NPISH final consumption 37 38 41 47 47
o/w liability on intermediate consumption 1384 1471 1 581 1659 1741
o/w liability on GFCF 565 462 724 664 763
o/w net adjustments 319 360 281 447 478
VAT revenue 3534 3686 3755 4183 4779 4982
VAT compliance gap 311 203 347 332 184
VAT compliance gap (% of VTTL) 8.1% 5.2% 8.5% 7.4% 3.7% 6.6%
VAT compliance gap change since 2018 -4.4 pp
Figure 81: LU: VAT compliance gap, VAT revenue, and VTTL?# Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

48 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 56: LU: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 2357 2663 2389 2 867 3059
Exemption gap 1232 1475 1247 1563 1540
o/w imputed rents 488 503 503 535 546
o/w public services 1462 1633 1611 1959 2 067
o/w financial services -915 -977 -1112 -1 255 -1 268
Rategap 1126 1188 1142 1304 1519
o/w agricultural products, foodstuffs, beverages 319 333 373 434 421
o/w pharmaceuticals 107 113 122 131 129
o/w transport services 162 171 171 198 208
o/w accommodation and restaurant services 274 293 225 251 305
o/w utilities 117 122 127 150 150
o/w other 147 155 124 141 305
Actionable policy gap 1323 1504 1387 1628 1714
C-efficiency (%) 73.0% 72.5% 74.3% 74.8% 79.3%
Statutory standard VAT rate 17%
Actionable standard VAT rate . 13.5% 12.8% 13.6% 13.1% 13.2%

Figure 82: LU: VAT policy gap, rate gap, and exemption gap
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Source: own calculation, download underlying data.

As a result of the low policy and
compliance gaps, as well as a
relatively large share of the VTTL
generated through intermediate
consumption liability, C-efficiency
in Luxembourg was the highest in
the EU, at 79% in 2022.

In contrast to many other Member
States, the actionable VAT policy
gap in Luxembourg was greater
than the non-actionable part of
the VAT policy gap.
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Hungary

VAT revenue in Hungary grew by 22.5% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap trended downward between 2018 and 2022 except for 2019
(Figure 83). Over this period Hungary’s compliance gap improved in 2021 and 2022, with real GDP and
household final consumption rebounding strongly following the pandemic.

Figure 83: HU: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, Hungary’s economy grew at an average of 5% annually between 2018 and
2019. However, in 2020 the pandemic led to a 4.7% decline, which was better than the EU27 average
of 5.8%. This decline was mainly due to lockdowns, movement restrictions and global supply chain
disruptions that severely impacted economic activity. A strong recovery began in 2021, with GDP growth
of 7.0% in 2021 and 4.6% in 2022. In nominal terms, GDP increased by 19.5% in 2022, largely driven
by rising inflation.

Hungary is one of the EU27 countries most heavily reliant on Russian energy. The economy
was profoundly affected by the impact of Russia’s war of aggression against Ukraine on energy prices.
To alleviate the impact of rising energy costs, the government introduced price caps on electricity and
gas, provided direct financial assistance to help households cover a portion of their energy bills and
encouraged investment in renewables and energy efficiency through tax breaks and subsidies. Despite
these measures, inflation soared to 15.3% in 2022, the highest level in decades and the fourth-highest
rate among all Member States. Previously, inflation had remained stable at around 3% between 2018
and 2020. However, inflationary pressures began to escalate in 2021 as the economy reopened.

Despite rising inflation in 2022, growth in consumers’ real disposable incomes continued to rise,
but at a slower rate of 1.6% due to rising wages and a tight labour market, bolstering real household
final consumption to grow strongly by 7.1%, which supported growth in the VAT base. Taking into
account the rise in inflationary pressures, this resulted in nominal growth of 23.3%.

In 2022, consumers and businesses continued their postponed investments, triggering VAT
receipts. Investments by households, including by non-profit institutions serving households, increased
in 2022 by 28.8%, contributing to higher VAT liabilities. Meanwhile, investments by the general
government and financial institutions contracted by 5.8% and 0.7% respectively in 2022. Meanwhile,
non-financial corporations saw sharp investment growth of 14.4%, but a large proportion of the
corresponding output VAT will be reclaimed by businesses.
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Table 58: HU: VAT compliance gaps, VAT receipts, composition of VTTL (HUF million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 4599185 5092589 5134357 5731986 6849 704 X

o/w liability on household final consumption ;| 3 042 548 3 300236 3 148 107 3535757 4 260 951

o/w liability on gov. and NPISH final consumption 150996 197 738

256799 262170 290 450

o/w liability on intermediate consumption | 650490 709 568

759941 886233 1082594

o/w liability on GFCF | 712525 862 725

958 752 1031430 1201499

o/w net adjustments 42 627 22 322

10 758 16 396 14 210

VAT revenue : 4129 537 4526 757 4717 048 5460243 6691200 X

VAT compliance gap . 469648 565 832

417309 271743 158 504

VAT compliance gap (% of VTTL) 10.2% 11.1% 8.1% 4.7% 2.3% X
VAT compliance gap change since 2018 -7.9 pp
Figure 84: HU: VAT compliance gap, VAT revenue, and VTTL*® Highlights
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Source: own calculation, download underlying data.

The VAT compliance gap in Hungary
has followed a steady and steep
decline since 2019, reaching as low as
2.3% of the VAT Total Tax Liability
(VTTL) in 2022. Overall, the change in
the VAT compliance gap between 2019
and 2022 amounted to almost 10
percentage points.

The preliminary estimates for Hungary
for 2023 are not published in this report
due to uncertainty regarding the
effective rate calculation for this year.

Assessed reliability of estimates:

4% The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 59: HU: VAT policy gap and its components (HUF million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap 3873559 4310277 4529091 4952931 6001448
Exemption gap | 3212444 3577 394 3718360 4124245 4928 119
o/wimputed rents : 728 190 850106 903 973 1051123 1383493
o/w public services | 1441 030 1543649 1602982 1765673 2048058
o/w financial services | 260 887 290 661 318015 350524 523775
Rategap 661115 732883 810731 828686 1073329
o/w agricultural products, foodstuffs, beverages | 214 528 248 336 280 677 298 156 357 855
o/w pharmaceuticals | 127 642 136 933 145 099 146 849 164 457
o/w transport services i 35 382 38 254 24 269 26 194 47 002
o/w accommodation and restaurant services | 184 730 195683 214420 217268 319137
o/w utilities i 13 719 13 257 14 264 14 893 17 432
o/wother . 85 114 100419 132003 125327 167 445
Actionable policy gap | 1443452 1625860 1704120 1785611 2046 122
C-efficiency (%) 56.8% 56.2% 57.9% 60.4% 61.3%
Statutory standard VAT rate 27%
Actionable standard VAT rate . 21.9% 21.9% 21.6% 21.8% 21.6%
Figure 85: HU: VAT policy gap, rate gap, and exemption gap Highlights
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Source: own calculation, download underlying data.
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Malta

VAT revenue in Malta grew by 18.9% in 2022, with growth in key macroeconomic indicators such as
GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F). Meanwhile,
the VAT compliance gap widened in 2019 before declining steadily until 2021, where it then
remained relatively stable in 2022 (Figure 86). Over this period, Malta’s compliance gap improved in
2021 and remained stable in 2022, with real GDP and household final consumption rebounding strongly
following the pandemic.

Figure 86: MT: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018-2023)

(% growth) %
20% = o o o mm mm Em  m Em  Em o Em Em Em Em Em o = 33%
VAT compliance gap
15% mm o - - =0 Of VITL(RHS) . —— - — — 28%

GDP, real (LHS)

0% Household final 13%

consumption, real (LHS)

5% mm mm e omm em omm e m\pE\ e = e o e e o Em o = = 8%
10% == o= o o= o on oo o en Nyf == on o En En En o Em En E o Em Em = 3%
15% om == o— — o o E E O EE EE S E EE EE EE EE B Em B Em o - 2%

2018 2019 2020 2021 2022 2023

Source: own elaboration based on Eurostat.

Before the pandemic, Malta’s economy grew at an average of 7% annually between 2018 and
2019. However, in 2020 the pandemic led to an 8.1% decline, one of the biggest declines across the
Member States and well above the EU27 average of 5.8%. The more significant decline was a result of
Malta's dependence on tourism, which collapsed in 2020 due to lockdowns and movement restrictions
that severely hindered economic activity. A strong recovery began in 2021, with GDP growth of 12.4%
and 8.1% in 2022. In nominal terms, GDP increased by 13.8% in 2022, largely driven by rising inflation.

Malta is not heavily reliant on Russian energy, although the country imports almost all its
energy needs. As a result, the economy was indirectly affected by Russia’s war of aggression against
Ukraine through the fluctuation in global energy markets. To alleviate the impact of rising energy costs,
the government implemented several measures, including freezing electricity and water tariffs for
households and businesses, subsidised energy costs, alongside the promotion of renewables and
encouraging energy efficiency. Despite these efforts, inflation rose to 6.1% in 2022, the second lowest
inflation rate across all Member States and well below the EU27 average of 9.2%. Previously, inflation
had remained stable below 2% between 2018 and 2019 before slowing and remaining low in 2020 and
2021 due to reduced demand.

Despite rising inflation in 2022, growth in consumers’ real disposable incomes continued to rise
at a robust rate of 4.5% due to the government freezing energy prices, a strong labour market, and
wage growth boosting household incomes. Robust income growth fuelled a substantial 11.0% increase
in real household final consumption in 2022, which in turn bolstered the growth of the VAT base. Taking
into account the rise in inflationary pressures, this resulted in nominal growth of 16.9%.

In 2022, consumers and businesses resumed their postponed investments, triggering VAT
receipts. Investments by the general government contracted in 2022 by 0.7% due to the easing of
government support. Meanwhile, non-financial corporations saw significant investment growth of 68.9%,
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Table 61: MT: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018-
2023)

2018 2019 2020 2021 2022 2023
VTTL 1200 1288 1160 1343 1605 1777
o/w liability on household final consumption 633 656 468 548 731
o/w liability on gov. and NPISH final consumption 57 64 75 82 84
o/w liability on intermediate consumption 387 449 504 573 626
o/w liability on GFCF 102 110 106 126 148
o/w net adjustments 22 9 8 14 17
VAT revenue 920 934 849 1001 1190 1269
VAT compliance gap 281 354 31 342 415
VAT compliance gap (percent of VTTL) 23.4% 27.5% 26.8% 25.5% 25.9% 28.6%
VAT compliance gap change since 2018 +2.5 pp
Figure 87: MT: VAT compliance gap, VAT revenue, and VTTL=® Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

0 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 62: MT: VAT policy gap and its components (EUR million, 2018—-2022)

2018 2019 2020 2021 2022
VAT policy gap 482 524 440 446 492
Exemption gap 190 236 201 183 163
o/w imputed rents 84 87 99 99 114
o/w public services 201 237 273 292 295
o/w financial services 19 39 33 42 32
Rate gap 292 287 240 263 329
o/w agricultural products, foodstuffs, beverages 137 138 144 153 181
o/w pharmaceuticals 22 1 2 2 2
o/w transport services 34 39 17 23 36
o/w accommodation and restaurant services 61 62 23 25 47
o/w utilities 12 14 14 16 18
o/w other 27 34 39 42 44
Actionable policy gap 179 160 35 13 50
C-efficiency (%) 61.8% 57.9% 60.5% 64.0% 64.1%
Statutory standard VAT rate 18%
Actionable standard VAT rate . 15.7% 16.1% 17.3% 17.6% 17.3%

Figure 88: MT: VAT policy gap, rate gap, and exemption gap
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Source: own calculation, download underlying data.

C-efficiency in Malta was high
(approximately 64% in 2021) and
substantially above the EU
average. This was largely due to
the relatively low VAT policy gap,
which was primarily driven by the
significant role of the gambling
sector providing electronic
services abroad and the lack of a
right to deduct input VAT for these
providers. As a result, large sums
of hidden tax created a negative
actionable exemption gap and
increased overall VAT revenue
compared to a scenario assuming
the taxability of output and the
deductibility of intermediate
inputs.
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Netherlands

VAT revenue in the Netherlands grew by 6.9% in 2022, with growth in key macroeconomic indicators
such as GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap trended downward between 2018 and 2021, before
increasing again in 2022 (Figure 89). Over this period, the Dutch compliance gap was the lowest in
2021, with real GDP and household final consumption rebounding strongly following the pandemic.

Figure 89: NL: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, the Dutch economy grew at an average rate of 2% annually between 2018
and 2019. However, in 2020 the pandemic caused a 3.9% decline, although this was better than the
EU27 average of 5.8%. The decline in the Netherlands was primarily due to lockdowns, movement
restrictions, and global supply chain disruptions that adversely affected economic activity. A robust
recovery started in 2021, with GDP growth of 6.2%, followed by 4.4% growth in 2022. In nominal terms,
GDP rose by 10.2% in 2022, largely driven by increasing inflation.

The Dutch economy has some reliance on Russian energy, but it is less dependent than
several other EU27 countries. Despite this, the economy was still affected by the impact of Russia’s
war of aggression against Ukraine on energy prices. To alleviate the impact of rising energy costs, the
Dutch government introduced price caps on electricity and gas, temporary VAT reductions on electricity
and natural gas, a one-time energy allowance, temporary reductions in income tax, an energy
compensation scheme for businesses and tax breaks to encourage investments in energy efficiency and
renewables. Despite these efforts, inflation surged to 11.6% in 2022, well above the EU27 average of
9.2% and reaching the highest level in decades. Previously, inflation had remained stable at around 2%
between 2018 and 2019, before slowing in 2020 due to reduced demand. However, inflationary
pressures began to rise in 2021 as the economy reopened.

Despite rising inflation in 2022, real disposable income for consumers grew steadily by 2.1%,
driven by the robust Dutch labour market, which drove wage increases and higher employment rates.
Additionally, real household final consumption grew strongly by 6.5%, driven by pent-up demand from
the easing of pandemic restrictions. These measures provided some cushion for consumers, which
supported growth in the VAT base. Taking into account the rise in inflationary pressures, this resulted in
nominal growth of 13.9%.

In 2022, consumers and businesses resumed their postponed investments, triggering VAT
receipts. Investments by the general government and households, the latter including non-profit
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Table 64: NL: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTITL: 59060 65337 64720 69024 75919 871754
o/w liability on household final consumption 30 541 33955 32529 35451 40 077
o/w liability on gov. and NPISH final consumption 489 713 700 763 831
o/w liability on intermediate consumption 16 346 17 652 18177 18 873 19 675
o/w liability on GFCF . 11272 12533 12921 13542 14 836
o/w net adjustments 411 484 394 395 500
VAT revenue: 52712 58115 58971 65400 69928 75349
VAT compliance gap 6 348 7 222 5749 3624 5991
VAT compliance gap (% of VTTL) 10.7% 11.1% 8.9% 5.3% 7.9% 7.8%
VAT compliance gap change since 2018 -2.9 pp
Figure 90: NL: VAT compliance gap, VAT revenue, and VTTLS5! Highlights
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e In 2022, the VAT compliance gap in

the Netherlands increased by 2.6
percentage points, reaching 7.9% of
the VAT Total Tax Liability (VTTL).

e The VAT compliance gap is expected
to have remained broadly unchanged
in 2023.

e Compared to edition 2023 of the VAT
gap report, the estimates of the VAT
compliance gap were revised upward
by nearly 5 percentage points, resulting
from a significant revision of national
accounts figures.

Assessed reliability of estimates:

>1 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 65: NL: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019

2020 2021 2022

VAT policy gap . 60 943 60 343

59 672 64 443 72 411

Exemption gap 46 895 48 446

49 061 53 036 57 912

o/w imputed rents | 8 461 8 815 9 258 8625 9214
o/w public services i 30 137 31572 32120 33324 35728
o/w financial services | 6 191 6436 6 589 7 888 6 664
Rate gap 14 048 11 897 10 610 11 407 14 499
o/w agricultural products, foodstuffs, beverages 5961 4 823 5406 5350 5681
o/w pharmaceuticals 705 536 611 576 634
o/w transport services 1192 1101 640 775 1243
o/w accommodation and restaurant services . 3 336 2758 1900 2 066 3311
o/w utilities 1 1012 1023 1117 1399 2012
o/wother: 1840 1656 937 1242 1618

Actionable policy gap . 16 153 13 520

11706 14 606 20 806

C-efficiency (%) 50.7% 53.7%

55.5% 57.2% 54.8%

Statutory standard VAT rate

21%

Actionable standard VAT rate 15.9% 16.8%

17.0% 16.3% 16.0%

Figure 91: NL: VAT policy gap, rate gap, and exemption gap
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

e In 2022, the VAT policy gap remained
stable, but its structure followed the
pattern observed in many other
countries, with an increasing VAT rate
gap and a decreasing VAT exemption
gap.

e  From October 2021, a number of
COVID-19 measures (VAT exemption
for the provision of healthcare staff,
reduced rate for online sports courses,
zero rate for face masks, zero rate for
COVID-19 vaccines, and COVID-19
tests) were no longer applicable,
which affected the change in the policy
gap and its structure between 2021
and 2022.
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Austria

VAT revenue in Austria grew by 15.9% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing robustly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap significantly improved from 2018 to 2021 and remained low
in 2022 (Figure 92). During this period, Austria's compliance gap significantly improved in 2021 and
remained stable in 2022, as real GDP and household final consumption rebounded strongly after the
pandemic.

Figure 92: AT: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, Austria’'s economy grew at an average of 2% annually between 2018 and
2019. However, in 2020 the pandemic led to a significant 6.7% decline, worse than the EU27 average
of 5.8%. This large downturn was driven by Austria’s reliance on tourism, stringent lockdowns, and the
impact of global supply chain disruptions on the manufacturing sector, compounded by the limitations of
a smaller domestic market. A recovery followed in 2021, with GDP growth of 4.4% and 4.8% in 2022,
fuelled by a rebound in tourism, manufacturing, and services. In nominal terms, GDP increased by
10.4% in 2022, largely driven by rising inflation.

Austria imports a significant proportion of its energy needs, with Russia its primary supplier
of natural gas for many years. As a result, the economy was profoundly affected by the impact of
Russia’s war of aggression against Ukraine on energy prices. To alleviate rising energy costs, the
government implemented electricity price caps for households and small businesses, provided direct
financial aid to low-income households, issued a one-time "climate and anti-inflation" bonus to residents,
introduced subsidies for energy-intensive industries and SMEs, and reduced taxes on energy. Despite
these efforts, inflation rose to 8.6% in 2022, marking the highest level in decades, though it stayed below
the EU27 average of 9.2%. Prior to this, inflation had remained stable at around 2% between 2018 and
2019, before dipping slightly in 2020 due to reduced demand. However, inflationary pressures began to
rise in 2021 as the economy reopened.

Despite inflation rising in 2022, real disposable income growth remained strong at 3.4%,
supported by government measures against high energy prices, robust wage growth, temporary tax
reductions, and pension adjustments. Consequently, real household final consumption grew strongly by
5.8%, which supported growth in the VAT base. Taking into account the rise in inflationary pressures,
this resulted in nominal growth of 13.6%.
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Table 67: AT: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTTL. 31954 32594 29877 31473 36643 39371
of/w liability on household final consumption | 21358 21789 18965 19128 23296
o/w liability on gov. and NPISH final consumption 1486 1533 1587 1738 1854
o/w liability on intermediate consumption 4 385 4 574 4 637 5387 5772
o/w liability on GFCF 3416 3524 3611 3 851 4163
o/w net adjustments 1310 1175 1077 1369 1558
VAT revenue . 29323 30405 28149 30657 35543 37821
VAT compliance gap 2631 2188 1728 817 1101
VAT compliance gap (% of VTTL) 8.2% 6.7% 5.8% 2.6% 3.0% 3.9%
VAT compliance gap change since 2018 -5.2 pp
Figure 93: AT: VAT compliance gap, VAT revenue, and VTTL52 Highlights
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¢ Since 2018, the VAT compliance gap
has followed a downward trend, reaching
as low as 2.6% of the VTTL in 2021.

e In 2022, the VAT compliance gap was
estimated to have increased by 0.4
percentage points, and it is projected to
have increased further in 2023.

o Most of the parameters are slightly
outdated, with the most recent use tables
available for 2020; Austria was therefore
assigned a yellow light, indicating some
uncertainty regarding the accuracy of the
estimates.

Assessed reliability of estimates:

2 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 68: AT: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap : 26 777 27 844 28 072 30716 32 453
Exemption gap | 17 803 18 355 18 076 19 371 20 291
o/w imputed rents . 4 377 4 494 4 690 4773 4937
o/w public services i 11 038 11 459 11740 13 033 13 426
o/w financial services 1521 1598 1512 1620 1701
Rate gap 8974 9 490 9 996 11 345 12 162
o/w agricultural products, foodstuffs, beverages 1774 1835 1968 1975 2082
o/w pharmaceuticals 350 364 374 415 430
o/w transport services 949 967 657 718 946
o/w accommodation and restaurant services | 1 472 1544 1898 2 595 2889
o/w utilities 0 0 0 0 0
o/wother . 4429 4780 5099 5643 5816
Actionable policy gap: 9 841 10 293 10 130 11 291 12 389
C-efficiency (%) 57.9% 58.5% 56.6% 58.1% 60.3%
Statutory standard VAT rate 20%
Actionable standard VAT rate . 15.7% 15.5% 15.1% 14.8% 15.0%
Figure 94: AT: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

Significant changes to the VAT
rate matrix introduced in 2020
have been maintained throughout
2021. This includes the reduction
of the VAT rate for non-alcoholic
beverages (from 20% to 10%) as
well as for hospitality and selected
cultural services (from 10% to
5%). As a consequence, the VAT
rate gap in 2021 was above the
level observed before 2020.
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Poland

Poland is the only Member State where VAT revenue in 2022 declined by 0.8%, despite growth in
key macroeconomic indicators such as GDP and household final consumption increasing robustly in
2021 and 2022 (Annex F). Meanwhile, the VAT compliance gap significantly improved between
2018 and 2021, but increased again in 2022 (Figure 95). Poland’s compliance gap reached its lowest
level in 2021 during this period, as real GDP and household final consumption rebounded strongly
following the pandemic.

Figure 95: PL: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018-2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, Poland's GDP showed robust performance, with annual growth averaging
5% between 2018 and 2019. However, in 2020 the pandemic led to a 2.0% decline, much better than
the EU27 average of 5.8%. The downturn was caused by restrictions on movement and disruptions to
economic activity. A strong recovery followed in 2021, with GDP growth of 6.9% and 5.5% in 2022. This
recovery was driven by the reopening of the economy, increased domestic demand, EU recovery funds
and robust export growth, along with a strong rebound in the manufacturing and industrial sectors. In
nominal terms, GDP increased by 16.7% in 2022, largely driven by rising inflation.

Poland is quite reliant on Russian energy, particularly natural gas and oil. Although the country
has made significant strides in reducing its dependence in recent years, the economy was profoundly
affected by the impact of Russia’s war of aggression against Ukraine on energy prices. In response to
rising energy costs, a combination of strategies was implemented to ensure energy security and provide
relief to consumers. These measures included constructing new pipelines to diversify energy sources,
the temporary lowering of VAT rates for electricity and gas to 5% and 0% respectively during part of
2022, price limits on electricity and gas, and direct financial assistance offered to vulnerable households
and small businesses. Despite these efforts, inflation rose to its highest level since 1997 and was one
of the highest rates across Member States, reaching 13.2% in 2022. Before this, inflation had remained
stable at around 2% between 2018 and 2019. However, unlike most Member States inflation started
to increase in 2020, despite the pandemic.

With inflation rising in 2022, real disposable income growth was weak at 0.2%. Despite this, real
household final consumption grew strongly by 5.4%, driven by pent-up demand and the use of excess
savings accumulated during the pandemic, which would support growth in the VAT base. Taking into
account the rise in inflationary pressures, this resulted in nominal growth of 20.2%.
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Table 70: PL: VAT compliance gaps, VAT receipts, composition of VTTL (PLN million, 2018-
2023)

2018 2019 2020 2021 2022 2023
VTTL 200696 211505 210433 238576 243893 279035
of/w liability on household final consumption : 137 550 145980 144747 164 895 163 047
o/w liability on gov. and NPISH final consumption 8 343 9 000 9 541 11028 12355
o/w liability on intermediate consumption 31539 32 852 31742 36 924 38 320
o/w liability on GFCF | 20559 20912 21648 22615 26 141
o/w net adjustments 2705 2 761 2 756 3114 4 030
VAT revenue 172264 182147 185964 225140 223395 249 805
VAT compliance gap . 28432 29358 24469 13436 20498
VAT compliance gap (% of VTTL) 14.2% 13.9% 11.6% 5.6% 8.4% 10.5%

VAT compliance gap change since 2018 -5.8 pp
Figure 96: PL: VAT compliance gap, VAT revenue, and VTTLS53 Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

>3 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 71: PL: VAT policy gap and its components (PLN million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap . 167476 181640 189985 216448 302773
Exemptiongap | 114085 124034 131138 146280 178 600
o/w imputed rents i 12 745 13 275 13 688 14 817 16 224
o/w public services i 50 321 56 175 61 894 73 540 83 831
o/w financial services | 10 808 11 181 12 193 12 455 19 801
Rate gap . 53 391 57 606 58 847 70 168 124 173
o/w agricultural products, foodstuffs, beverages | 26 965 28 043 30 825 35798 66 811
o/w pharmaceuticals | 4 311 4603 4 683 6 223 7 351
o/w transport services 2642 2 067 1824 1984 2618
o/w accommodation and restaurant services i 5 693 6717 5471 7 257 9129
o/w utilities 1557 1816 2199 2413 10 200
o/wother: 12223 14 360 13 844 16 494 28 064
Actionable policy gap | 93 603 101008 102209 115636 182917
C-efficiency (%) 53.1% 52.3% 52.4% 55.8% 45.9%
Statutory standard VAT rate 23%
Actionable standard VAT rate . 16.6% 16.4% 16.3% 16.1% 13.6%
Figure 97: PL: VAT policy gap, rate gap, and exemption gap Highlights
0% e The VAT policy gap in Poland
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Source: own calculation, download underlying data.

reduced rates were discontinued,
the current liability could be
achieved with a statutory standard
rate of 16-17% (except for 2022,
the period before the reductioon
of temporary rate cuts).
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Portugal

VAT revenue in Portugal grew by 18.4% in 2022, with growth in key macroeconomic indicators such
as GDP, household final consumption and investment also increasing strongly in 2021 and 2022 (Annex
F). Meanwhile, the VAT compliance gap declined sharply between 2018 and 2022 (Figure 98). Over
this period, Portugal's VAT compliance rate remained high in 2021 and 2022, with real GDP and
household final consumption rebounding following the pandemic.

Figure 98: PT: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: Own elaboration based on Eurostat.

Before the pandemic, the Portuguese economy grew by around 3% annually between 2018 and
2019. However, the severe impact of the pandemic in 2020 contributed to an 8.3% contraction due to
stringent lockdown restrictions and a sharp decline in tourist arrivals. The economy started to rebound
in 2021, with real GDP growing by 5.7% in 2021 and 6.8% in 2022, supported by a resumption of
international travel, a robust recovery in exports and pent-up demand. The robust growth in GDP
from 2021 correlated with strong growth in the VAT base. Portugal demonstrated one of the fastest
recoveries among Member States, surpassing 2019 levels by early 2022. In nominal terms, GDP grew
by 12.2% in 2022, mainly due to increased inflation raising prices. Despite robust growth in 2022, the
pace varied, with strong growth in the first half of the year, followed by weaker growth in the second
half of 2022 due to rising inflation triggered by Russia’s war of aggression against Ukraine.

Portugal has been less affected by the impact of Russia’s war of aggression against Ukraine
on energy prices, with only 5% of its energy imports coming from Russia and an increasing reliance
on renewable energy. To mitigate the impact of rising energy costs, the government implemented
measures including energy price caps and VAT reductions on electricity from 13% to 6%, which have
reduced VAT revenue. Despite these efforts, inflation rose to 8.1% in 2022 but remained below the EU27
average of 9.2%. Before this, inflation was low between 2018 and 2020, with inflation declining in 2020
due to reduced demand, although inflationary pressures began to rise in 2021 as the economy
reopened.

In 2022, the rise in inflation caused growth in consumers’ real disposable incomes to slow to 0.5%,
with consumers dipping into the savings they had built up during the pandemic. Despite this, real
household final consumption rose by 5.6%, above the EU27 average, due to government support
measures and a strong tourism performance, supporting growth in the VAT base. Taking into account
the elevated rate of inflation, this resulted in nominal growth of 13.4%.
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Table 73: PT: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-
2023)

2018 2019 2020 2021 2022 2023
VTITL. 19734 20543 18105 19995 23011 24456
o/w liability on household final consumption 14455 15052 12839 14017 16978
o/w liability on gov. and NPISH final consumption 550 598 601 631 663
o/w liability on intermediate consumption 3 055 3220 3081 3525 3 349
o/w liability on GFCF 1187 1230 1283 1473 1608

o/w net adjustments 487 442 302 349 412
VAT revenue: 17868 18786 16804 19186 22711 23870
VAT compliance gap 1 866 1757 1302 810 300
VAT compliance gap (% of VTTL) 9.5% 8.6% 7.2% 4.0% 1.3% 2.4%
VAT compliance gap change since 2018 -8.2 pp
Figure 99: PT: VAT compliance gap, VAT revenue, and VTTL54 Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

>4 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 74: PT: VAT policy gap and its components (EUR million, 2018—2022)

2018 2019 2020 2021 2022
VAT policy gap . 20 515 21 348 20 747 21755 24911
Exemption gap 14 624 15141 15 411 15722 17 247
o/w imputed rents 3282 3421 3550 3637 3741
o/w public services 7 668 8 030 8 062 8422 8 945
o/w financial services 1 306 1350 1355 1328 1610
Rategap 5890 6 207 5336 6 033 7 664
o/w agricultural products, foodstuffs, beverages 2 477 2520 2611 2 807 3185
o/w pharmaceuticals 399 420 430 518 575
o/w transport services 461 528 256 364 489
o/w accommodation and restaurant services 1987 2129 1335 1 564 2535
o/w utilities 91 103 113 117 149
o/w other 474 508 591 663 731
Actionable policy gap 8 259 8 547 7780 8 367 10 615
C-efficiency (%) 48.3% 48.7% 47.3% 50.7% 51.8%
Statutory standard VAT rate 23%
Actionable standard VAT rate . 16.2% 16.1% 15.9% 15.9% 15.4%
Figure 100: PT: VAT policy gap, rate gap, and exemption gap Highlights
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e In 2022, the VAT policy gap remained
stable, but its structure followed the
pattern observed in many other
countries, with an increasing VAT rate
gap and a decreasing VAT exemption

gap.

e If the actionable exemptions and
reduced rates were discontinued, the
current VTTL could be achieved with a
statutory standard rate of around 15-
16%.

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.
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Romania

VAT revenue in Romania grew by 24.3% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing strongly in 2021 and 2022 (Annex F).
Meanwhile, the VAT compliance gap declined sharply between 2020 and 2022 (Figure 101).
Between 2021 and 2022, Romania’s VAT compliance rate remained lower than pre-pandemic levels,
with real GDP and household final consumption rebounding following the pandemic.

Figure 101: RO: Real GDP, household final consumption, and VAT compliance gap (%growth /
%, 2018—2023)
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Source: Own elaboration based on Eurostat.

Before the pandemic, the Romanian economy grew by around 5% annually between 2018 and 2019.
However, the severe impact of the pandemic in 2020 contributed to a 3.5% contraction due to strict
lockdown measures, disruptions to supply chains and weaker external demand. The economy started
to rebound in 2021, with real GDP growing by 5.7% in 2021 and 4.1% in 2022, supported by a robust
recovery in exports, pent-up demand and government stimulus packages. The robust growth in
GDP from 2021 correlated with strong growth in the VAT base. Romania’s recovery to pre-pandemic
levels was one of the quickest, surpassing 2019 GDP levels by the end of 2021. In nominal terms, GDP
grew by 17.9% in 2022, mainly due to increased inflation.

Romania has been less affected by the impact of Russia’s war of aggression against Ukraine
on energy prices with a comparatively low reliance on Russian energy imports due to recent
diversifications in import sources and strides in expanding domestic gas production. To mitigate the
impact of rising energy costs, the government implemented measures including energy price caps,
subsidies, and VAT reductions on electricity and natural gas from 19% to 5%, which has reduced VAT
revenue. Inflation reached 12.0% in 2022, well above the EU27 average of 9.2%. Prior to this, inflation
was comparatively low between 2018 and 2020. However, inflationary pressures began to rise in 2021
as the economy reopened.

In 2022, the rise in inflation caused growth in consumers’ real disposable incomes to slow to 2.8%,
with consumers dipping into the savings they had accumulated over the pandemic. Despite this, real
household final consumption rose by 5.8%, above the EU27 average, due to wage growth and
targeted government support measures, supporting growth in the VAT base. Taking into account the
elevated rate of inflation, this resulted in nominal growth of 21.1%.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, household final consumption in Romania followed a similar trend to the
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Table 76: RO: VAT compliance gaps, VAT receipts, composition of VTTL (RON million, 2018-
2023)

2018 2019 2020 2021 2022 2023
VTTL: 89268 100243 101618 117120 136679 160019
o/w liability on household final consumption 57 535 62 116 58 872 69 210 81515
o/w liability on gov. and NPISH final consumption 3 581 4 306 4741 4 945 5 365
o/w liability on intermediate consumption 9752 10 812 12 364 13 529 14 314
o/w liability on GFCF 18702 22737 25042 28768 34553
o/w net adjustments - 300 272 598 668 932
VAT revenue 59990 65 461 64677 76336 94867 106 103
VAT compliance gap: 29279 34782 36 941 40784 41812
VAT compliance gap (percent of VTTL) 32.8% 34.7% 36.4% 34.8% 30.6% 33.7%

VAT compliance gap change since 2018 -2.2 pp
Figure 102: RO: VAT compliance gap, VAT revenue, and VTTL5> Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

> The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 77: RO: VAT policy gap and its components (RON million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap: 51937 57 635 64 632 70 015 82 689
Exemption gap | 34 640 38 677 45 043 47 952 56 376
o/w imputed rents i 10 646 12177 12752 13 407 18 280
o/w public services i 18 351 20 453 21552 22 595 24 786

o/w financial services -138 -632 - 395 - 391 - 459
Rate gap 17 296 18 958 19 589 22 063 26 313
o/w agricultural products, foodstuffs, beverages | 11 180 12 036 12 598 13 528 15 367
o/w pharmaceuticals 1714 1886 2192 2583 2 887

o/w transport services 729 821 529 1231 1494

o/w accommodation and restaurant services | 2 212 2484 2458 2 576 4079

o/w utilities 280 310 335 378 456

o/wother . 1181 1423 1477 1766 2031
Actionable policy gap | 23 078 25637 30 722 34 404 40 082

C-efficiency (%) 48.2% 47.6% 46.6% 49.0% 52.3%

Statutory standard VAT rate 19%

Actionable standard VAT rate . 16.1% 16.4% 16.1% 16.1% 16.1%

Figure 103: RO: VAT policy gap, rate gap, and exemption gap Highlights
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e The VAT policy gap in Romania
remained stable compared to 2022, as
Romania has not introduced far-
reaching changes in the application of
rates and exemptions.

e Overall, the VAT policy gap remains
relatively low, mostly due to the
relatively low share of forgone revenue
due to non-taxability of public services.

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

Page 155 of 300


https://taxation-customs.ec.europa.eu/document/download/c24cc8e1-6064-4a78-a778-44c762c76883_en

Slovenia

VAT revenue in Slovenia grew by 8.8% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing strongly in 2021 and more moderately in 2022
(Annex F). Meanwhile, the VAT compliance gap rose sharply between 2018 and 2022, despite
declining in 2020 and 2021 (Figure 104). During this period, Slovenia’s VAT compliance rate was at its
lowest in 2021 but increased significantly in 2022, despite real GDP and household final consumption
rebounding following the pandemic.

Figure 104: SI: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018-2023)
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Source: Own elaboration based on Eurostat.

Before the pandemic, the Slovenian economy grew by around 4% annually between 2018 and 2019.
However, the severe impact of the pandemic in 2020 contributed to a 5.0% contraction due to depressed
household final consumption and a sharp decline in tourist arrivals. The economy started to rebound in
2021, with real GDP growing by 8.4% and 2.9% in 2022, supported by a resumption of international
travel, pent-up demand, and a resilient labour market. The robust growth in GDP from 2021
correlated with strong growth in the VAT base. Slovenia demonstrated one of the swiftest recoveries
amongst Member States, surpassing 2019 levels by the middle of 2021. In nominal terms, GDP grew
by 9.5% in 2022, mainly due to increased inflation raising prices. Despite strong growth in 2022, the
pace varied, with strong growth in the first half of the year, followed by weaker growth in the second
half of 2022 due to rising inflation triggered by Russia’s war of aggression against Ukraine.

Slovenia’s high dependence on Russian gas made it particularly vulnerable to the price
shocks caused by Russia’s war of aggression against Ukraine. To mitigate the impact of rising energy
costs, the government secured alternative source markets for gas, such as Algeria, in addition to
implementing energy efficiency programmes and VAT reductions on electricity, natural gas and district
heating from 22% to 9.5% which has reduced VAT revenue. Inflation rose to 9.3% in 2022, in line with
the EU27 average. Prior to this, inflation was low from 2018 to 2020, with deflation occurring in 2020
due to decreased demand. However, inflationary pressures started to increase in 2021 as the economy
began to reopen.

In 2022, the rise in inflation caused consumers’ real disposable incomes to contract by 1.2%, as the
purchasing power of household budgets was squeezed. Despite this, real household final
consumption rose by 4.1%, on par with the EU27 average, due to the government support measures
and a strong tourism performance, supporting growth in the VAT base. Taking into account the elevated
rate of inflation, this resulted in nominal growth of 14.8%.

Page 156 of 300



In 2022, consumers and businesses regained confidence and resumed postponed
investments, triggering VAT receipts. Government and household investments, the latter including
non-profit institutions serving households, increased in 2022 by 26.2% and 14.5% respectively,
increasing VAT liability. Meanwhile, investments by financial institutions increased by 10.2% in 2022.
Non-financial corporations have also seen strong investment growth of 13.4%, but a large proportion of
the corresponding VAT output will be reclaimed by businesses.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, household final consumption in Slovenia followed a similar trend to the
EU27, with growth varying across product and service categories. In 2022, there was substantial growth
in the services sector, with spending increasing on restaurants and hotels (43.8% growth) and
recreational goods and services (29.1% growth). Since services are more challenging to tax
effectively compared to traditional goods, it can lead to a higher risk of non-compliance. In 2022,
household final consumption of services surpassed 2019 levels by 10.1% in nominal terms.

Within the services sector, hospitality was one of the hardest hit by the pandemic but it has started
to recover, with arrivals increasing by 66.8% in 2022. This robust growth resulted in arrivals surpassing
pre-pandemic levels by 3.1%, outperforming the EU27 average of 90% of 2019 levels. As hospitality
is a services sector it has a higher risk of non-compliance due to its diversity and the intangibility of
services. Meanwhile, growth in the industrial sector declined to -2.7% due to the ongoing energy
crisis.

In Slovenia, e-commerce growth was moderate between 2018 and 2022. While online sales
marginally declined from 17.5% of business turnover to 17.4%, the share of businesses engaging in e-
sales increased from 25.4% to 25.9%. Meanwhile, online retail sales rose from 2.4% to 4.8% over the
same period. An increase in e-sales presents opportunities for increased tax compliance.

Bankruptcy declarations in Slovenia diverged from the trend seen in many other Member
States, with bankruptcy declarations continuing to decline in 2021 and 2022. Government support
continued to shield businesses from insolvency in 2022, resulting in an 8.3% decline in bankruptcy
declarations. However, this trend may reverse once government support is phased out. The closure of
firms contributes to VAT non-compliance, complicating recovery processes and thereby reducing VAT
collection.

Table 78: Sl: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

The sign of the

Annual

. PP difference in expected
growth in .
. . annual growth impact of the
Variable the variable f th iabl indicat
in 2022 (yly of the variable indicator on
0 (2022 vs 2021) VAT
% change) .
compliance
Nominal household final consumption, food & non-alcoholic beverages 13.3% 9.8 Positive
Nominal household final consumption, restaurants & hotels 43.8% 17.7 Negative
Nominal household final consumption, custom services aggregate 37.8% 16.4 Negative
GDP, real 2.9% -5.6 Positive
Total tourism arrivals 66.8% 17.4 Negative
Bankruptcy declarations -8.3% 1.4 Negative
E-commerce, % of sectors - -1.6 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 79: Sl: VAT compliance gaps, VAT receipts, composition of VITL (EUR million, 2018

2023)
2018 2019 2020 2021 2022 2023
VTTL 3940 4197 3753 4 455 5144 5616
o/w liability on household final consumption 2840 3025 2645 3125 3611
o/w liability on gov. and NPISH final consumption 97 99 107 117 122
o/w liability on intermediate consumption 519 560 541 630 708
o/w liability on GFCF 402 427 402 512 627
o/w net adjustments 83 86 58 71 76
VAT revenue 3763 3962 3553 4297 4673 5179
VAT compliance gap 177 234 200 159 472
VAT compliance gap (% of VTTL) 4.5% 5.6% 5.3% 3.6% 9.2% 7.8%
VAT compliance gap change since 2018 +4.7 pp
Figure 105: Sl: VAT compliance gap, VAT revenue, and VTTL53¢ Highlights
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Source: own calculation, download underlying data.

Assessed reliability of estimates:

%6 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 80: Sl: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 3478 3690 3724 4106 4648
Exemptiongap | 2613 2773 2898 3204 3 551
o/w imputed rents 576 583 592 622 705
o/w public services 1253 1337 1472 1614 1591
o/w financial services 203 223 233 252 288
Rate gap 866 917 826 902 1097
o/w agricultural products, foodstuffs, beverages 417 442 441 449 509
o/w pharmaceuticals 91 95 97 104 117
o/w transport services 53 54 31 39 49
o/w accommodation and restaurant services 140 154 100 134 189
o/w utilities 52 55 58 66 99
o/w Z (%) 113 117 99 110 133
Actionable policy gap | 1 446 1547 1426 1617 2064
C-efficiency (%) 57.2% 56.7% 53.7% 57.3% 54.8%
Statutory standard VAT rate 22%
Actionable standard VAT rate . 16.6% 16.6% 16.5% 16.7% 16.5%

Figure 106: Sl: VAT policy gap, rate gap, and exemption gap
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

To mitigate the rise in energy
prices, Slovenia introduced a
package of temporary VAT rate
cuts on electricity, natural gas
supply, district heating, and
firewood. These measures have
been in place since September
2022. The VAT rate was reduced
from 22% to 9.5%. As a result, the
rate gap increased in 2022.

If the actionable exemptions and
reduced rates were discontinued,
the current VTTL could be
achieved with a statutory standard
VAT rate of 17%.
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Slovakia

VAT revenue in Slovakia grew by 16.2% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing strongly in 2021 and more moderately in 2022
(Annex F). Meanwhile, the VAT compliance gap trended downward between 2018 and 2021, before
rising again in 2022 (Figure 107). Slovakia’'s compliance gap reached its lowest level in 2021, as real
GDP and household final consumption rebounded strongly following the pandemic.

Figure 107: SK: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, Slovakia grew at an average of 3% annually between 2018 and 2019. In
2020 the pandemic led to a 3.3% decline, much better than the EU27 average of 5.8%. Slovakia
performed better than many other Member States in 2020, thanks to less stringent lockdowns,
effective support measures, a favourable economic structure focused on manufacturing and exports,
and a lower dependence on tourism. A robust recovery followed in 2021, with GDP growth of 4.8%
in 2021 and 1.8% in 2022. The rebound was driven by the easing of restrictions, a resilient export
sector, especially for automotive and manufacturing, increased consumption, and investments in digital
and green technologies, which created growth opportunities in emerging sectors. In nominal terms, GDP
increased by 9.4% in 2022, largely driven by rising inflation.

Slovakia was profoundly affected by the impact of Russia’s war of aggression against Ukraine
on energy prices, due to the economy being heavily reliant on Russian energy. Before the war, the
country was almost entirely dependent on Russia for resources, but it has since made efforts to diversify.
To mitigate rising energy costs, the Slovakian government implemented measures that would provide
immediate relief from rising energy costs such as price caps on electricity and gas, financial support for
low-income households, subsidies for energy-intensive sectors and temporary reductions in energy
taxes and rebates, while also working towards long-term solutions for energy security and efficiency by
providing financial and regulatory support. Despite these efforts, inflation rose to 12.1% in 2022, well
above the EU27 average of 9.2%. Before this, inflation had been stable at approximately 3% from 2018
to 2021, with a minor decrease in 2020 due to reduced demand.

As inflation rose in 2022 wages could not keep pace, with real disposable incomes declining by
1.0%. Despite this, real household final consumption grew by robust 5.6%, due to pent-up demand
and as consumers drew down on the savings they had built up during the pandemic, which supported
growth in the VAT base. Taking into account the rise in inflationary pressures, this resulted in nominal
growth of 18.4%.
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In 2022, consumers and businesses proceeded with their postponed investments, triggering
VAT receipts. Investments by the general government and households, the latter including non-profit
institutions serving households, increased strongly in 2022 by 10.1% and 20.2% respectively,
contributing to higher VAT liabilities. Additionally, investments by financial institutions increased robustly
by 7.6% in 2022.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Slovakia’s nominal household final consumption mirrored trends seen across
the EU27, with growth varying across product and service categories. There was strong growth in the
services sector in 2022, with spending on restaurants and hotels (48.4% growth) and recreational
goods and services (32.7% growth). Since services are harder to tax effectively than traditional goods,
it can lead to a higher risk of non-compliance. By the end of 2022, household final consumption of
services had surpassed pre-pandemic levels by 14.3% in nominal terms.

In 2022, the services sector grew faster than the industrial sector, with real GVA increasing by
2.4% and levels 5.0% above those recorded pre-pandemic. Within the services sector, hospitality was
one of the hardest hit by the pandemic but began recovering, with arrivals increasing by 107.0% in
2022. Despite such strong growth, levels remained 24.3% below those recorded pre-pandemic. The
services sector has a higher risk of non-compliance due to its diversity and the intangibility of services.
Meanwhile, growth in the industrial sector declined by 1.2%, with levels remaining below those
recorded pre-pandemic.

In Slovakia, e-commerce growth increased between 2018 and 2022, except for 2021. Online sales
rose from 20.8% in 2018 to 22.7% of business turnover in 2022. The share of businesses engaging in
e-sales fluctuated but trended upwards from 16.3% in 2018 to 17.5% in 2022. Online retail sales in the
meantime remained stable between 2018 and 2022. The increased adoption of e-commerce among
businesses has the potential to reduce non-compliance risks.

Bankruptcy declarations in Slovakia decreased by 25.1% in 2022, a continuation of the trend
observed from 2020. The decrease in declarations is driven by government support in place that is
keeping businesses afloat. However, this trend will reverse once government support is phased out. The
closure of firms contributes to VAT non-compliance, complicating recovery processes and thereby
reducing VAT collection.

Table 81: SK: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the L
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs compliance
% change) 2021) p
Nominal household final consumption, food & non-alcoholic beverages 20.6% 16.8 Positive
Nominal household final consumption, Restaurants & hotels 48.4% 55.4 Negative
Nominal household final consumption, custom services aggregate 39.3% 38.6 Negative
GDP services, real 2.4% 0.7 Negative
GDP, real 1.8% -3.0 Positive
Total tourism arrivals 107.0% 107.7 Negative
Bankruptcy declarations -25.1% -10.7 Negative
E-commerce, % of sectors - 0.9 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 82: SK: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-

2023)
2018 2019 2020 2021 2022 2023
VTTL 7 552 8 168 7 995 8540 10025 X
o/w liability on household final consumption 5732 6 028 6 001 6 308 7 533
o/w liability on gov. and NPISH final consumption 132 104 103 115 128
o/w liability on intermediate consumption 966 1163 1078 1311 1447
o/w liability on GFCF 761 915 860 852 967
o/w net adjustments -38 -43 -47 -45 - 50
VAT revenue 6 319 6 830 6 749 7 366 8 559 X
VAT compliance gap 1233 1337 1246 1174 1 466
VAT compliance gap (% of VTTL) 16.3% 16.4% 15.6% 13.7% 14.6% X
VAT compliance gap change since 2018 -1.7 pp
Figure 108: SK: VAT compliance gap, VAT revenue, and VTTL>? Highlights
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45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

e The VAT compliance gap in Slovakia

was relatively stable in recent years,
fluctuating between 13.7% and 16.4%

of the VTTL.

e The fast estimates of the VAT
compliance gap for Slovakia for 2023
are not published in this report due to
uncertainty over the effective rate

calculation for this year.

Assessed reliability of estimates:

7 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 83: SK: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policygap: 5944 6214 6 566 7012 8101
Exemptiongap | 5217 5439 5778 6 067 7038
o/w imputed rents 1320 1360 1526 1571 1748
o/w public services 2 064 2 241 2 571 2833 3170
o/w financial services 367 384 349 367 453
Rate gap 728 775 788 945 1063
o/w agricultural products, foodstuffs, beverages 110 108 169 249 282
o/w pharmaceuticals 180 162 177 199 218
o/w transport services 146 159 151 175 194
o/w accommodation and restaurant services 0 23 17 15 22
o/w utilities 37 66 18 20 23
o/w other 255 257 256 287 324
Actionable policy gap 2193 2230 2119 2240 2730
C-efficiency (%) 52.0% 52.6% 51.2% 52.2% 52.1%
Statutory standard VAT rate 20%
Actionable standard VAT rate . 14.7% 15.1% 14.7% 14.7% 14.7%
Figure 109: SK: VAT policy gap, rate gap, and exemption gap Highlights
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Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

Similarly to the VAT compliance
gap, the VAT policy gap and its
structure were stable between
2018 and 2022.

Compared to other countries in
the region, the VAT rate gap in
Slovakia was relatively low,
whereas the exemption gap was
relatively high.

If the actionable exemptions and
reduced rates were discontinued,
the current VTTL could be
achieved with a statutory standard
VAT rate of 15-16%.
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In 2022, consumers and businesses proceeded with their postponed investments, triggering
VAT receipts. Investments by the general government and households, the latter including non-profit
institutions serving households, increased in 2022 by 7.4% and 11.7% respectively, contributing to
higher VAT liabilities.

Finland’s nominal household final consumption in 2022 mirrored trends seen across the EU27, with
growth varying across product and service categories. There was strong growth in the services sector
in 2022, with spending on restaurants and hotels (31.1% growth) and transport services (9.9%
growth). Since services are harder to tax effectively compared to traditional goods, it can lead to a
higher risk of non-compliance. Despite robust growth in 2022, household final consumption of
services remained slightly below pre-pandemic levels in nominal terms.

In 2022, the services sector grew faster than the industrial sector, with real GVA increasing by
3.1% and levels 4.2% above those recorded pre-pandemic. Within the services sector, hospitality was
one of the hardest hit by the pandemic but began recovering, with arrivals increasing by 168.1% in 2022.
Despite such strong growth, levels remained well below those recorded pre-pandemic. The services
sector has a higher risk of non-compliance due to its diversity and the intangibility of services.
Meanwhile, growth in the industrial sector declined by 1.7%.

In Finland, e-commerce growth increased between 2018 to 2022. Data for online sales was patchy
over this timeframe, with online sales rising from 20.7% in 2018 to 22.0% of business turnover in 2021.
The share of businesses engaging in e-sales increased from 23.8% in 2018 to 32.4% in 2022.
Meanwhile, online retail sales data was limited, but rose from 6.0% in 2018 to 6.8% in 2021. The
increased adoption of e-commerce among businesses has the potential to reduce non-compliance risks.

Bankruptcy declarations in Finland increased by 14.9% in 2022, a continuation of the trend
observed in 2021. The increase was largely due to the phasing out of government pandemic support,
leading firms that had been sustained during the crisis to file for insolvency. The closure of firms
contributes to VAT non-compliance, complicating recovery processes and thereby reducing VAT
collection.

Table 84: FI: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the -~
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs compliance
% change) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 5.3% 2.8 Positive
Nominal household final consumption, restaurants & hotels 31.1% 25.6 Negative
Nominal household final consumption, custom services aggregate 20.0% 14.5 Negative
GDP services, real 3.1% -1.41 Negative
GDP, real 1.3% -1.5 Positive
Total tourism arrivals 168.1% 179.3 Negative
Bankruptcy declarations 14.9% -3.4 Negative
E-commerce, % of sectors - 3.1 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 85: FI: VAT compliance gaps, VAT receipts, composition of VTTL (EUR million, 2018-
2023)

2018 2019 2020 2021 2022 2023
VTTL. 22204 23047 22720 24273 26443 26673
o/w liability on household final consumption 12121 12 205 11 684 12 570 13 748
o/w liability on gov. and NPISH final consumption 520 565 566 604 714
o/w liability on intermediate consumption 4737 4 850 4943 5544 5903
o/w liability on GFCF 4 300 4819 4927 4 926 5404

o/w net adjustments 527 609 600 629 674
VAT revenue i 21364 21974 22005 23551 25061 25087
VAT compliance gap 840 1073 715 722 1382
VAT compliance gap (% of VTTL) 3.8% 4.7% 3.1% 3.0% 5.2% 5.9%
VAT compliance gap change since 2018 +1.4 pp
Figure 111: FI: VAT compliance gap, VAT revenue, and VTTL5® Highlights
30 000 45%
40%
25000
35%
20 000 30%
e The VAT compliance gap in 2022
25% increased by 2.2 percentage points,
15000 20% reaching 5.2% of the VTTL. Itis
projected to have increased slightly
10 000 15% further in 2023.
10% e The VAT compliance gap in Finland
5000 5 5.2% 5.9% has remained one of the lowest and
3.8% 4.7% 0 o | 0
: ’—‘ 3.1% 3.0% b 5% most stable in the EU.
| )
!
0 0%

2018 2019 2020 2021 2022 2023

=3 VAT gap as a percent of VTTL (right axis)
VAT revenue (left axis)
VTTL (left axis)
O EU27 median VAT compliance gap (right axis)

Source: own calculation, download underlying data.

Assessed reliability of estimates:

8 The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate
data.
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Table 86: FI: VAT policy gap and its components (EUR million, 2018-2022)

2018 2019 2020 2021 2022
VAT policy gap : 22 393 22 866 22900 23 467 24 562
Exemption gap | 18 126 18 431 18 725 19 088 19 697
o/w imputed rents | 4 489 4 627 4 835 4939 5033
o/w public services i 9 622 9 542 9731 10 476 10 570
o/w financial services 1338 1344 1443 1 565 1674
Rate gap 4 267 4435 4175 4379 4 865
o/w agricultural products, foodstuffs, beverages 1234 1269 1333 1346 1394
o/w pharmaceuticals 397 430 440 447 466
o/w transport services 449 477 275 327 443
o/w accommodation and restaurant services 681 712 557 604 785
o/w utilities 0 0 0 0 37
o/wother . 1505 1548 1571 1656 1739
Actionable policy gap 6 944 7 354 6 890 6 487 7 285
C-efficiency (%) 57.5% 57.6% 58.4% 59.0% 59.1%
Statutory standard VAT rate 24%
Actionable standard VAT rate . 18.0% 18.3% 18.6% 18.9% 19.0%
Figure 112: FI: VAT policy gap, rate gap, and exemption gap Highlights

70%

60%

50%

40%

30%

20%
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0%

9.6% 9.7% 9.2% 9.2%
6.0% 6.4% 16.0% | 4.4%
34.6% 33.8% 135.1% | 135.6%
2018 2019 2020 2021

ONon-actionable exemption gap B Actionable exemption gap

mRate gap EU27 median policy gap

9.5%

1 4.7%

33.9%

2022

Note: the rate, actionable, and non-actionable exemption gaps sum up to the VAT policy gap.

Source: own calculation, download underlying data.

The VAT rate for electricity
consumption was temporarily
decreased from 24% to 10%
between December 2022 and
April 2023. This explains the slight
increase in the rate gap observed
in 2022.

The VAT exemption gap dropped
by approximately 1 percentage
point in 2022, caused by a decline
in forgone revenue due to non-
taxability of public services.
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Sweden

VAT revenue in Sweden grew by 10.6% in 2022, with growth in key macroeconomic indicators such
as GDP and household final consumption also increasing robustly in 2021 and more moderately in 2022
(Annex F). Meanwhile, the VAT compliance gap increased from 2018 to 2022, despite real GDP and
household final consumption rebounding strongly after the pandemic (Figure 113).

Figure 113: SE: Real GDP, household final consumption, and VAT compliance gap (% growth /
%, 2018—2023)
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Source: own elaboration based on Eurostat.

Before the pandemic, Sweden’s economy grew at an average of 2% annually between 2018 and
2019. However, in 2020 the pandemic led to a 2.3% contraction, much better than the EU27 average
of 5.8%. Sweden did not contract as much as many other Member States as the country had a more
relaxed approach to lockdowns and allowed more economic activities, particularly in retail and
manufacturing, to continue operating. A strong recovery followed in 2021, with GDP growth of 5.9%
in 2021 and 2.7% in 2022, fuelled by strong export performance in the manufacturing, technology, and
pharmaceutical sectors. In nominal terms, GDP increased by 8.9% in 2022, largely driven by rising
inflation.

Sweden has a relatively low dependence on Russian energy compared to many other EU
countries, as it has a strong focus on renewable energy. Despite this, the economy was still affected
by the impact of Russia’s war of aggression against Ukraine on energy prices. To alleviate rising energy
costs, the Swedish government implemented price caps on electricity consumption up to a certain level,
a compensation scheme for electricity was set up to reimburse households for part of their electricity
costs, as well as temporary reductions in fuel taxes and investment in renewables and energy efficiency
incentives. Despite these efforts, inflation rose to 8.1% in 2022, marking the highest level in decades,
though it stayed below the EU27 average of 9.2%. Before this, inflation had remained stable at around
2% between 2018 and 2019, before dipping in 2020 due to reduced demand. However, inflationary
pressures began to rise in 2021 as the economy reopened.

As inflation rose in 2022, wages could not keep pace with real disposable incomes contracting
by 0.1%. Despite this, real household final consumption grew by 2.4%, due to pent-up demand and
consumers drawing on the savings they had built up during the pandemic, which supported growth in
the VAT base. Taking into account the rise in inflationary pressures, this resulted in nominal growth of
9.3%.

In 2022, consumers and businesses proceeded with their postponed investments, triggering
VAT receipts. Investments by the general government and households, the latter including non-profit
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institutions serving households, increased in 2022 by 5.5% and 10.0% respectively, contributing to
higher VAT liabilities. Additionally, investments by financial institutions increased significantly by 25.7%
in 2022, which was well above the growth rate of deductible investment of non-financial corporations.

Household final consumption patterns can influence VAT compliance through the volume and types
of transactions. In 2022, Sweden’s nominal household final consumption mirrored trends seen across
the EU27, with growth varying across product and service categories. There was strong growth in the
services sector in 2022, with an increase in spending on restaurants and hotels (25.8% growth) and
transport services (10.6% growth). Since services are harder to tax effectively compared to traditional
goods, it can lead to a higher risk of non-compliance. By the end of 2022, household final consumption
of services had surpassed pre-pandemic levels by 15.3% in nominal terms.

In 2022, the services sector grew faster than the industrial sector, with real GVA increasing by
3.1% and levels 5.4% above those recorded pre-pandemic. Within the services sector, hospitality was
one of the hardest hit by the pandemic but began recovering, with arrivals increasing by 121.7% in
2022. Despite such strong growth, levels remained 13.0% below those recorded pre-pandemic. The
services sector has a higher risk of non-compliance due to its diversity and the intangibility of services.
Meanwhile, growth in the industrial sector increased by only 1.1%, but levels remain well above pre-
pandemic levels by 9.8%.

In Sweden, e-commerce growth increased between 2018 and 2022, with online sales rising from
24.0% in 2018 to 26.0% of business turnover in 2022. The share of businesses engaging in e-sales
increased from 31.7% in 2018 to 38.4% in 2022. Meanwhile, online retail sales fluctuated between 2018
and 2022. The increased adoption of e-commerce among businesses has the potential to reduce non-
compliance risks.

Bankruptcy declarations in Sweden increased by 3.9% in 2022. The increase was largely due to
the phasing out of government pandemic support, leading firms that had been sustained during the crisis
to file for insolvency. The closure of firms contributes to VAT non-compliance, complicating recovery
processes and thereby reducing VAT collection.

Table 87: SE: Macroeconomic factors that affect VAT revenue and compliance (% / percentage
points change, 2021-2022)

Annual PP difference .
. . The sign of the
growth in in annual .
expected impact
. the growth of the -~
Variable . . . of the indicator
variable in variable on VAT
2022 (yly (2022 vs compliance
% change) 2021) P
Nominal household final consumption, food & non-alcoholic beverages 3.4% -4.4 Positive
Nominal household final consumption, restaurants and hotels 25.8% 15.0 Negative
Nominal household final consumption, custom services aggregate 17.1% 7.2 Negative
GDP services, real 3.1% -2.9 Negative
GDP, real 2.7% -3.2 Positive
Total tourism arrivals 121.7% 68.9 Negative
Bankruptcy declarations 3.9% - Negative
E-commerce, % of sectors - 21 Positive

Note: e-commerce figures are based on a percentage, so only percentage point figures are provided. The custom services
aggregate comprises recreational and cultural services, package holidays, eating out, accommodation services, personal goods
and services, and other services not elsewhere classified.

Source: Eurostat, Tourism Economics and Oxford Economics.
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Table 88:SE: VAT compliance gaps, VAT receipts, composition of VTTL (SEK million, 2018—

2023)
2018 2019 2020 2021 2022 2023
VTTL . 456 649 474202 477030 527612 584 550 X
of/w liability on household final consumption | 234 683 241 310 237 514 268 906 295473
o/w liability on gov. and NPISH final consumption 18744 20158 19982 21262 22275
o/w liability on intermediate consumption i 109 023 114964 117480 125696 138 465
o/w liability on GFCF . 90857 94371 99529 109082 125 368
o/w net adjustments 3 342 3399 2525 2 666 2 968
VAT revenue | 445241 459699 461132 499361 552246 X
VAT compliancegap: 11408 14503 15898 28251 32304
VAT compliance gap (% of VTTL) 2.5% 3.1% 3.3% 5.4% 5.5% X
VAT compliance gap change since 2018 +3.0 pp
Figure 114: SE: VAT compliance gap, VAT revenue, and VTTL®® Highlights
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Source: own calculation, download underlying data.

e The VAT compliance gap in Sweden
has remained one of the lowest and

most stable in the EU.

e In 2022, the VAT compliance gap
remained nearly unchanged at 5.5% of
the VTTL.

e The fast estimates of the VAT
compliance gap for Sweden for 2023
are not published in this report due to
uncertainty over the effective rate

calculation for the year.

Assessed reliability of estimates:

5% The accuracy of the estimates for 2023 is lower as these estimates are based on a simplified methodology and more aggregate

data.
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Table 89: SE: VAT policy gap and its components (SEK million, 2018-2022)

2018 2019 2020 2021 2022

VAT policygap: 390519 400815 401347 411321 424028

Exemption gap | 322004 329174 334859 343969 346 604

o/w imputed rents | 39 483 41 249 41 322 38 607 38 377

o/w public services i 221202 226290 231951 243533 248 322

o/w financial services | 24 721 23 347 26 941 28129 28 940

Rate gap 68 516 71 641 66 488 67 353 77 424

o/w agricultural products, foodstuffs, beverages | 30 591 31705 33490 33791 36 263

o/w pharmaceuticals | 4 666 4 527 5234 5003 5164
o/w transport services i 12 728 12 874 7278 7 932 10 652
o/w accommodation and restaurant services . 13 174 13 560 11 640 12 464 16 124
o/w utilities 0 0 0 0 0
o/wother: 7357 8 974 8 846 8 162 9221

Actionable policy gap: 105113 109929 101133 101052 108 389
C-efficiency (%) 59.7% 59.6% 59.9% 60.7% 62.9%

Statutory standard VAT rate 25%
Actionable standard VAT rate . 19.8% 19.9% 20.0% 20.4% 20.5%

Figure 115: SE: VAT policy gap, rate gap, and exemption gap Highlights
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Source: own calculation, download underlying data.
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VAT gap in the EU

VI. Changes in VAT revenue components

In 2022 the estimated value of VTTL increased by 10.9% on average across the EU27 Member
States. The main driver for this increase was a change in the tax base (average increase by 10.4%),
observed in every Member State. The effect of the effective tax rate changes was far smaller; on average
it increased by 0.4 percentage points compared to 2021. The effective rate dropped in seven of the
Member States: Belgium, Ireland, Croatia, Hungary, the Netherlands, Poland and Romania. This drop
was particularly significant in the case of Poland, where the effective rate fell by 14.7%. Such a
significant drop was a consequence of wide VAT cuts (particularly on food items, gasoline, natural gas
and electricity), introduced as anti-inflation measures. As a result, Poland was also the only country
where nominal VAT revenue was lower in 2022 than in 2021.

As discussed in Section lll, the overall effect of VAT compliance in the EU27 was negative. On
average, the VAT compliance gap ratio dropped by 0.4 percentage points in 2022 (equivalent to a drop
in the VAT compliance gap of the same magnitude).

Figure 116: Change in actual VAT revenue components (in %, 2022 vs. 2021)
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Source: own elaboration, download underlying data.
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Table 90: Change in actual VAT revenue components (in %, 2022 vs. 2021)

Member State

Belgium
Bulgaria
Czechia
Denmark
Germany
Estonia
Ireland
Greece
Spain
France
Croatia
Italy
Cyprus
Latvia
Lithuania
Luxembourg
Hungary
Malta
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
EU27 (average)

Change in
revenue (%)

5.3
16.7
15.8
5.4
10.1
16.2
12.6
22.8
12.3
7.6
16.3
14.5
24.0
26.4
20.4
14.2
225
18.9
6.9
15.9
-0.8
18.4
243
8.8
16.2
6.4
10.6
104

Change in
the VTTL (%)

10.0
21.7
12.9
10.1
10.0
19.7
15.6
17.5
12.8
7.6
17.8
14.1
15.6
19.5
18.8
9.9
19.5
19.5
10.0
16.4
22
15.1
16.7
15.5
17.4
8.9
10.8
10.9

Source: own calculation, download underlying data.

Change in tax
base (%)

11.7
19.4
10.3
6.4
8.3
17.1
16.9
14.9
12.2
6.7
18.0
11.8
14.2
13.6
18.5
9.0
20.4
16.9
11.1
11.2
19.8
14.8
17.1
14.5
16.5
6.9
7.4
10.4

Change in
effective rate (%)

-1.5
1.9
2.3
3.5
1.6
2.2
-1.1
23
0.6
0.8
-0.2
2.0
1.3
5.2
0.2
0.9
-0.8
22
-1.0
4.7
-14.7
0.2
-0.3
0.8
0.8
1.9
3.1
0.4

Change in
compliance
ratio (%)

-4.3
-4.1
2.6
-4.3
0.1
-2.9
-2.6
4.6
-0.5
0.0
-1.2
0.4
7.3
5.8
1.3
3.9
2.5
-0.5
-2.8
-04
-2.9
29
6.5
-5.8
-1.0
-2.3
-0.2
-0.5
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VAT policy gap = notional ideal revenue — VTTL (3)

notional ideal revenue—-VTTL (4)

VAT pOlwy gap (%) - notional ideal revenue

The policy gap includes a broad range of exemptions, exclusions from the tax base, and preferential
treatment. Many of these can be named as tax expenditures. Others are implemented for goods and
services that are difficult to be taxed because, for example, the goods and services are not offered at
market prices (public services), or it is difficult to define the tax base (financial and insurance services),
or it is too cumbersome to define the place of supply (international transport). In contrast to the VAT
compliance gap when estimated following the consumption-side approach, the policy gap can be
decomposed to examine the impact of different types of preferential treatment or to analyse their impact
on certain parts of the tax base.

Due to the idealistic assumption of perfect tax compliance and a very broad base, which captures all
final consumption and gross fixed capital formation (GFCF) by households, government and NPISH,
this term, notional ideal revenue, and the practical interpretation of the policy gap in general, have drawn
criticism. Since it is very difficult or impossible to collect VAT on some components of the notional ideal
revenue, the VAT policy gap is often broader than the estimates of VAT expenditures. Nonetheless, the
simplicity of the policy gap measure allows one to compare different tax systems, which is not possible
for other tax expenditure measures that often vary in their definition of the tax benchmark.

There is an apparent relationship between the VAT gaps and the respective benchmarks, the VTTL,
and the notional ideal revenue. The difference between the notional ideal revenue and the VAT receipts
is the sum of the policy and compliance gaps, which accounts for all revenue losses in a given VAT
system (see Figure 117). As shown by Figure 117, the VTTL, although in practice always smaller, spans
partially beyond the notional ideal revenue. This is the effect of the shift in the actual base caused by
the exemptions without the right to deduct (see Figure 118).

Figure 117: Components of the notional ideal revenue

NOTIONAL IDEAL REVENUE VAT POLICY

VAT COMPLIANCE
GAP GAP
VAT TOTAL TAX LIABILITY
VAT REVENUE VAT REVENUE

Source: own elaboration.
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The main sources of information on the tax base are the national accounts’ supply and use tables
(SUT). The data for estimating model parameters for 2021 comes from the dedicated survey for tax
administrations and national statistical agencies (see Table 91). For other years, the primary source of
information on the tax rules and the structure of the tax base were the Own Resource Submissions.¢?
Due to the simplification of procedures implemented by DG BUDG, comprehensive information for
estimating effective VAT rates is no longer available on a yearly basis.

Table 91: Data sources for the VTTL calculation

DESCRIPTION

PURPOSE

SOURCE

COMMENT

Household expenditure by
CPA/COICOP category

Estimation of effective
VAT rates for
household final
consumption for each
2-digit CPA category

MS tax
administrations /
Eurostat

Information requested in
questionnaires for tax administrations.
In cases where this is unavailable,
Eurostat figures (NAMA_10_CO3_P3)
in 3-digit breakdown will be used.

The intermediate
consumption of industries for
which VAT on inputs cannot

be deducted, pro-rata
coefficients, alternatively
share of exempt output

Estimation of
propexes

MS tax
administrations /
Eurostat

Information requested in
questionnaires for tax administrations
and national statistical agencies
(previously sourced from ORS).
Eurostat (SUT) will be used as a
source of information on the structure
of, among others, R&D output.

Investment (gross fixed
capital formation) of exempt
sectors

Estimation of VAT
liability from
investment

MS tax
administrations /
Eurostat

Information requested in
questionnaires for tax administrations
and statistical agencies. In the past
studies, values were forecasted two
years ahead of available time series.

Government expenditure by
CPA/COICOP category

Estimation of effective
VAT rates for
government final
consumption for each
2-digit CPA category

MS tax
administrations

Information requested in
questionnaires for tax administrations
and statistical agencies. Only
individual government consumption
and social transfers in kind
specifically are a part of the tax base.
However, the weighted average rate
is estimated using a broad definition
of the base which includes entire
government consumption.

NPISH expenditure by
CPA/COICOP category

Estimation of effective
VAT rates for NPISH
final consumption for
each 2-digit CPA
category

MS tax
administrations

Information requested in
questionnaires for tax administrations.

VTTL adjustment due to
small business exemption,
business expenditure on
cars and fuel, and other
country-specific adjustments

Estimation of net
adjustments

MS tax
administrations

Information requested in
questionnaires for tax administrations.
In general, adjustments are forecast
two years ahead of available time
series.

62 “Own Resource Submissions” were files submitted by Member States’ administrations containing calculations of VAT own
resources which are later used as a base for estimating Member States’ contributions to the EU budget. These files contained
a standardised summary statement with ca. 40 components of the VAT final base and its adjustments in accordance with the
Directive 2006/112 EC. For each of the components and adjustments, detailed country-specific calculations were included. The
fact that since 2022, the Own Resource Submissions are not available anymore is due to the amendments introduced by Council
Regulation (EU, Euratom) 2021/769 of 30 April 2021 amending Regulation (EEC, Euratom) No 1553/89 on the definitive uniform

arrangements for the collection of own resources accruing from Value Added Tax.
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Figure 118: Visualisation of the rate and exemption gaps
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Source: own elaboration.

Using the above convention, one can decompose the rate gap and the exemption gap into
components indicating the loss of the notional ideal revenue due to the implementation of reduced rates
and exemptions on specific goods and services. Such additive decomposition is carried out for the
computation of, as defined by EC/CASE (2015), the actionable policy gap and non-actionable gap, as
well as the components of both, so that the VAT policy gap could be decomposed as follows (12):

VAT policy gap = actionable VAT policy gap + nonactionable VAT policy gap =
= VAT rate gap + actionable VAT exemption gap + nonactionable VAT exemption gap (12)

The intrinsic objective of the actionable policy gap was to exclude (from the overall policy gap
measure) the services and notional values that are unlikely to be taxed because of practical reasons
and limitations in imposing VAT on the notional tax base. Thus, the actionable VAT liability takes out the
liability from the final consumption of “imputed rents” (the notional value of home occupancy by
homeowners), the provision of public goods and services (non-market transactions), and financial
services.® It was decided that for these specific groups of services, charging VAT was either impractical
or was going beyond the control of national authorities (i.e. imposing VAT would not meet the provisions
of the Directive).

While the imputed rents, public goods and services are believed to be fully outside of the scope of the
VAT regime, the treatment of the financial and insurance services should be regarded as mixed.
Currently, as shown by the average estimates of the propex coefficient and the respective effective VAT
rates, the vast majority of the financial and insurance services supplied in the EU Member States are
exempt. The exemptions allowed by the Title IX of the VAT Directive cover:

%6 Puplic services and imputed rents are the major non-market transaction components of household final consumption. The
actionable policy gap does not exclude own consumption, as the value of this component was excluded from the notional ideal
revenue.
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List of acronyms and abbreviations

B2B Business-to-Business
B2C Business-to-Consumer
c2C Consumer-to-Consumer

C-efficiency Collection efficiency
CASE Center for Social and Economic Research (Warsaw)
COICOP Classification of Individual Consumption according to Purpose

COVID-19 Coronavirus Disease of 2019

Statistical Classification of Products by Activity in accordance with Regulation
CPA (European Commission) No 451/2008 of the European Parliament and of the
Council of 23 April 2008

CzK Czech Krones

DESI Digital Economy and Society Index

DG BUDG Directorate-General for Budget

EKAER Electronic Public Road Trade Control System

EC European Commission

ePG (hu.) e-pénztargép

ESA European System of Accounts

ESTAT Eurostat, the statistical office of the European Union

ETC European Travel Commission

EU European Union

EU27 Current Member States of the European Union, UK exclusive

EU28 Member States of the European Union until January 2020 (including the UK)

FAQ Frequently Asked Questions

GDP Gross Domestic Product

GFCF Gross Fixed Capital Formation

GOV Government Final Consumption

GVA Gross Value Added

GTS Global Travel Service

HBS Household Budget Surveys

HHC Household Final Consumption

IC Intermediate Consumption

IMF International Monetary Fund

KSeF National e-Invoicing System, Poland

LNG Liquefied Natural Gas

LPG Liquefied Petroleum Gas

MS Member States of the European Union

MTIC Missing Trader Intra-Community

NACE (fr.) quenc/ature statistique des activités économiques dans la Communauté
européenne

NPISH Non-Profit Institutions Serving Households
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NSI, NSO
NTO

OECD

ORS
PEPPOL
POS

PP

PSP
R&D
SAF-T
SDI
SENT
SME
SPACE
STIR
SUT
TSE
TOMS
VAT
VTTL
WEF
WTTC

National Statistical Institute, National Statistical Office
National Tourism Offices

Organisation for Economic Co-operation and Development

Own Resource Submissions

Pan-European Public Procurement OnLine

Point of Sales

percentage points

Payment Service Providers

Research and Development

Standard Audit File for Tax

Spatial Data Infrastructure

(pl.) System Elektronicznego Nadzoru Transportu
Small and Medium Enterprises

Study on Payment Attitudes of Consumers in the Euro area
(pl.) System Teleinformatyczny Izby Rozliczeniowej
Supply and Use Tables

Technical Security Devices

Tour Operators Margin Scheme

Value Added Tax

VAT Total Tax Liability

World Economic Forum

World Travel and Tourism Council
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Glossary

Actionable VAT exemption gap — theoretical VAT revenue loss due to the application of VAT
exemptions that are theoretically possible to discontinue. Usually denoted as a percentage of the
notional ideal revenue or in nominal terms.

Actionable VAT policy gap — theoretical VAT revenue loss due to the application of those VAT
exemptions that are theoretically possible to discontinue, or due to VAT rate reductions. This is the sum
of the actionable VAT exemption gap and the VAT rate gap. Usually denoted as a percentage of the
notional ideal revenue or in nominal terms.

Missing trader intra-Community (MTIC) fraud — a specific type of VAT fraud that exploits the fact that
the intra-Community movement of goods and services is VAT-free, making the VAT fraud even more
profitable.

Notional ideal revenue — benchmark VAT revenue that assumes perfect taxpayer compliance, with
VAT imposed on all final consumption and household, government, and NPISH investment given the
current standard VAT rate.

VAT compliance gap — revenue loss due to taxpayer non-compliance. This represents the difference
between the VAT revenue that would be collected if all taxpayers were compliant and the actual VAT
revenue. This difference includes a wide range of forgone receipts, from legal exploitation of tax system
loopholes to evasion and organized large-scale tax fraud. Non-compliance can also be unintentional,
resulting from administrative errors, omissions, non-fraudulent bankruptcies, and other factors.

VAT exemption gap — theoretical VAT revenue loss due to the application of VAT exemptions and the
non-taxability of some components of the notional ideal revenue. Usually denoted as a percentage of
the notional ideal revenue or in nominal terms.

VAT policy gap — an indicator of the additional VAT revenue that could theoretically (i.e. under the
assumption of perfect tax compliance) be generated if a uniform VAT rate were applied to the final
domestic use of all goods and services by households, government, and non-profit institutions serving
households (NPISH). Usually denoted as a percentage of the notional ideal revenue or in nominal terms.

VAT rate gap — theoretical VAT revenue loss due to the application of a reduced VAT rate. Usually
denoted as a percentage of the notional ideal revenue or in nominal terms.

VAT Total Tax Liability (VTTL) — the tax revenue that would be collected in the case of perfect taxpayer
compliance, assuming an unchanged net VAT base.
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Annex A. Methodological appendix

VAT compliance gap fast estimates for 2023

The methodology used to derive fast estimates, for which fully-fledged estimates could not be derived
at this stage of the study due to the unavailability of the data necessary to calculate the VTTL, differs
markedly from the one employed to derive the fully-fledged estimates for the 2018-2022 period. The
methodology for deriving fast estimates shall be regarded as an extrapolation of the main liability
components of the fully-fledged estimates derived for 2021. In the estimation it will be assumed that:

e  The structure of household final consumption does not change with respect to the preceding year.

e Non-deductible GFCEF liability changes in line with the year-over-year change in government GFCF
published by Eurostat.

¢ In the vast majority of cases where there are no significant changes in the statutory rates, net
adjustments and intermediate consumption liability will be rescaled from the preceding year using
growth rates for the entire tax base.

VAT revenue decomposition

As VAT revenue is the difference between the VTTL and the VAT compliance gap (VR = VTTL —
VAT compliance gap), and the VTTL is a product of the effective rate and the base (VTTL =
effective rate X base), VAT revenue could be decomposed using the following formula:

VAT compliance gap)

VAT revenue = VTTL X VAT compliance = ef fective rate X base X (1 VTTL

Thus, the year-over-year relative change in revenue is denoted as:

(1 + AVAT revenue)
VR

. VAT gap
_ (1 N A(effective rate) ) 8 (1 N Abase) w14 A (1 ~TVTTL )/(
1 -

ef fective rate base

VAT gap)
VTTL

A(ef fective rate) se

. . Ab
- denotes change in effective rate, —
ef fective rate

where

denotes change in base, and

VAT gap

A —

( VITL )/( VAT gap) denotes change in VAT compliance (EC/CASE, 2021).
VTTL

VAT compliance gap backward update: 2000-2017

With the exception of the 2013 VAT gap study, each of the subsequent updates covered estimates
for five-year periods. Overall, the VAT compliance gap estimates have thus far covered 2000-2021.
However, due to revisions triggered by new information available, the estimates from the different
studies cannot be directly compared. Publishing the exact values obtained in various studies in one
table, without applying the necessary corrections, could lead to a misinterpretation of the year-over-year
changes in the VAT compliance gap resulting from structural breaks.

There are three different sources of backward revisions to the VTTL estimates applied every year:
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1) Updates in the underlying national accounts data published by Eurostat: updates in VAT revenues,
new supply and use tables, and revised industry-specific growth rates, among others.

2) Updates in the estimated GFCF liability, based on the new information from the own resource
submissions (ORS) on taxable shares of GFCF by five sectors: households, government, NPISH, and
exempt financial and non-financial enterprises.

3) Revision of the parameters of the VTTL model: effective rates, pro-rata coefficients, and net
adjustments, either due to new information from ORS or due to correcting errors in the previous
computation.

As visualised by Figure 16 for the total EU-wide VAT compliance gap, despite some revisions in
magnitude of the most recent year, the dynamics of the series were largely unaffected by revisions.
Bearing in mind that the updates in the calculation of the VTTL do not impact year-over-year changes,
the study team implements a so-called backcasting procedure for deriving past estimates of the VAT
compliance gap for every Member State. The backcasting procedure relies on the magnitude of values
for the five-year period covered by the most recent estimates. At the same time, the dynamics of year-
over-year changes for the years not covered by the full estimates would be based on previous studies
(the most recent study available including the specific years). Overall, the estimates for 2000-2017
included in this study rely on the ten studies published between 2013 and 2023 but are adjusted to the
magnitude of the full estimates for 2018-2022.

Sources of revisions for the 2021 estimates

The nominal revision of EUR 15.3 billion to the VAT compliance gap can be broken down into four
main factors: (1) revisions to the underlying national accounts data; (2) updates and methodological
refinements to the forecast of household consumption structure; (3) revisions of revenue data (both from
Eurostat and additional adjustments provided by Member State administrations); and (4) revisions to
the model parameters, resulting from both methodological changes and newly available information (see
Table 92).

Table 92: Sources of revisions for the 2021 VAT compliance gap estimates (EUR million)

o/w
Total ENEE] e . o/w o/w
revision baccounts BB revenue parameters/model
ackground method

data
DE 4533 5621 -386 -50 -653
NL 3770 4712 0 0 -942
ES 2 862 2 365 0 1 496
FR 2 287 -247 1487 -619 1 665
PL 1249 51 375 0 824
SE 849 -60 743 0 166
Fl 632 208 0 0 424
HR 477 303 31 0 143
SK 303 12 113 0 179
LU 262 118 4 161 -21
IT 154 1618 1695 0 -3 159
LV 103 22 0 -26 106
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o/w
national o/w

Total . o/w o/w
revision baccounts IEREEEE g revenue parameters/model
ackground method
data

PT 96 134 0 -78 40
LT 80 78 -25 0 26
SI 72 83 0 2 -13
HU 49 -89 0 0 138
BE 45 -194 189 70 -20
EE 5 -1 16 0 0
MT -3 -27 -2 0 26
EL -21 424 -5 -218 -223
CYy -53 -61 3 0 5
AT -66 -31 171 12 -218
cz -71 0 0 -6 -65
BG -88 -85 -29 0 26
DK -182 -93 32 -154 33
RO -710 -769 205 0 -145
IE -1 295 -1 295 0 0 0
TOTAL 15 338 12 788 4617 -905 -1 162

Source: own elaboration.

Limitations and challenges of the top-down approach

Table 93: Limitations and challenges of the top-down VAT compliance gap calculation

Impact on the accuracy of estimates

Limitations and challenges and means to address the challenge

The top-down method hinges on underlying national income accounts,
respective conventions, and quality. The unavoidable inaccuracies related
to the underlying data impact the accuracy of estimates. However, the
methodological approach taken by the statistical authorities, meaning the
strict rule of the ESA 10, as well as parallel use and triangulation of at least
two out of the three approaches — production, expenditure, income-side —
to the compilation of national accounts, reduce this error. Nevertheless,
insufficient correction for the activities that are unobserved by statistical
agencies could lead to underestimation of the VAT compliance gap.

Dependence of the accuracy of
estimates on the inclusion of the
unobserved economy and
accounting for fraud

Since VAT liability is modelled both for groups of products (for the liability
pertaining to final use categories) and for sectors of economic activity
(correction for the liability at the intermediate stage), it is not possible to
decompose the VAT compliance gap. The consumption-side approach
Decomposition of the VAT allows only for estimating the overall value of the gap. To decompose the

compliance gap VAT compliance gap, the production-side approach must be applied, and
sectoral revenue data needs to be available. Since it is impossible to align
VAT liability components with the respective VAT revenue elements, the
consumption-side approach also does not provide any information about
types of irregularities or their scale.
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Impact on the accuracy of estimates

Limitations and challenges and means to address the challenge

The issue of the misalignment of the timing of recording transactions in
national accounts and VAT receipts has been solved to a large extent by
Misalignment of VTTL estimates | the introduction of the ESA 10 standard by Eurostat. Under this standard,

with revenue figures the revenue shall be presented in accrual form and account for the change
in the stock of refunds and late payments. However, due to limitations in
observing these flows, revenue published by Eurostat is imperfect accrual.

Specific services (e.g. transport and tourism) can be taxed not at the place

o of residence of the taxpayer (as transactions are recorded in national
Misalignment of the place of

supply rules with national accounts
conventions

accounts) but at the origin of the provider or where services are physically
performed. To reduce the impact of this misalignment, particular
components of consumption are adjusted to meet the place of supply rules
in place.

Source: own elaboration.
Methodological and operational approach to expert interviews

For Case Studies 1 and 2, we conducted expert interviews to gain additional qualitative insights to
complement our descriptive and quantitative findings. Since most experts interviewed deal directly with
VAT collection efficiency in practice, they can provide useful insights into practical challenges and
opportunities that might not be obvious from a theoretical perspective.

In the first step, we selected a list of interview candidates for the case studies. Candidates were
chosen based on their qualifications and professional roles. We aimed to choose candidates who were
(i) closely involved with businesses and day-to-day operations, enabling them to discuss practical
aspects, and (ii) still engaged with the topic from an industry-wide perspective, allowing them to address
general findings and sectoral differences. Additionally, we reviewed whether they had made public
statements or published materials on the subject.

Next, we contacted the selected interview candidates via email. For those who agreed to participate,
we scheduled a 60-minute virtual meeting. Candidates who did not respond received a reminder email
approximately two weeks after the initial invitation. Typically, three individuals participated in the
interviews: the expert, the interviewer, and a note-taker. Additionally, all interviews were recorded as a
backup for the notes, provided the expert consented. The interview followed a questionnaire with guiding
questions, but was flexible enough to adapt to the specific expertise of the participant. After each
interview, we prepared a summary highlighting the key messages. Opinions and insights that emerged
repeatedly across multiple interviews were then selected and used to guide further desk and literature
research.

Case Study 1

For Case Study 1, we reached out to 16 interview candidates, of whom six agreed to be interviewed.
For the first part of Case Study 1 on “Compliance in the tourism and hospitality sector during the COVID-
19 pandemic”, we conducted two interviews. One was held with a representative of a travel booking
platform. The other was held with a member of an association for the tourism and hospitality industry.
The guiding questionnaires included information about the interviewee and the business or association
they worked for. We asked the interviewee to recap the years around the COVID-19 pandemic from the
tourism sector’s perspective, and whether they felt any of the implemented measures had been
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particularly effective. We also asked VAT compliance-related questions concerning the state and
development of VAT compliance in the tourism and hospitality sector, what factors they thought drove
compliance across countries, and how compliance could be improved. Moreover, we shared Figure 20
with the experts and discussed the composition hypothesis with them.

For the second part of Case Study 1 on “Compliance in Germany”, we held four interviews with
different German associations representing different economic sectors, such as skilled crafts covering
construction. The guiding questionnaires concerned the experts themselves and the associations they
represented, the impact of the COVID-19 pandemic on businesses in their respective trade associations,
and their evaluation of government support programmes (specifically the VAT rate reduction). They were
further asked to assess the impact that VAT obligations had on businesses in the sectors they
represented, and what issues there were with compliance. We also presented Figure 24 to the
interviewees and asked them to share their thoughts and possible explanations for the development of
the VAT compliance gap.

Case Study 2

For Case Study 2 we sent 49 interview requests. These resulted in eight expert interviews and two
written answers based on the guiding questionnaire. Six of these involved experts from Romania, two
were conducted with experts from Hungary, and another two with experts from Poland. Besides
businesses and business representatives, we also approached stakeholders from public authorities —
such as employees of the Ministry of Finance and tax (collecting) authorities — to gain a holistic
understanding of the country's context. In each of the countries, i.e. Romania, Hungary, and Poland, we
interviewed at least one expert working for a state institution.

A guiding questionnaire structured the interviews. It contained questions about the experts
themselves and their occupational position, their assessment of the main determinants of the VAT
compliance gap in their country, as well as their evaluation of what they considered to be the most
important policy measures introduced to reduce the VAT compliance gap and their impact on
businesses. Specific questions on selected policy measures were asked, but mostly not answered.
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Annex B. Data availability and reliability

Data availability

As discussed in Annex A, the VAT gap in the EU study relies on a combination of variables published
by Eurostat and data provided by the Member States’ administration. The availability and quality of data
from both of these sources play a crucial role in accurate estimation of the VAT compliance and policy
gaps. This section presents the availability of data from Member State administrations at the moment
when the preliminary estimates were obtained (see Table 94).

1) Submission with high data completeness and granularity: Belgium, Bulgaria, Czechia,
Cyprus, Spain, Greece, France, ltaly, Lithuania, Latvia, Hungary, the Netherlands, Slovenia,
Slovakia, Finland and Sweden (15 MS) shared granular and complete data with an approximate
level of completeness ranging from 75% to 100% across all categories of data.” Most of these
submissions contained full information on weighted average rates applicable to household final
consumption, propexes and GFCF data but in some cases the information necessary to
calculate net adjustments was often incomplete.

2) Submissions with medium data completeness and granularity: Germany, Ireland,
Luxembourg, Romania and Portugal shared data with varying levels of completeness. While
they provided a significant portion of the required data, some categories such as GFCF or
propex were partially complete or missing in certain instances. However, in the case of
Luxembourg, the missing data might still be provided within the next weeks.

3) No submissions. The remaining Member States have not as yet submitted any data.
Consequently, the preliminary calculations were heavily based on the past estimates and
information about changes in rate structure. Subsequent developments indicate ongoing efforts
to obtain the necessary information for future VAT gap in the EU studies.

70 100% completeness would mean that the series answering all requests in the questionnaire at minimum level of required
granularity and without gaps were shared.
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Approximate level

Table 94: Submissions received

VAT gap in the EU

Level of completeness by category of data

Changes in VAT

(ST SELE [T of completeness Rates Propex A djugt?rtlents GFCF (in;g?;r:ison)
BE yes 100% complete complete complete complete yes
BG yes 75% complete complete complete yes
Ccz yes 90% complete complete pEriEl complete no

complete
CcYy yes 100% complete complete complete complete yes
DK not requested - - - - - no
DE yes 20% artially complete yes
EE no 0% no
artiall
IE yes 60% complete complete c%mple%/e yes
EL yes 100% complete complete complete complete yes
ES yes 100% complete complete complete complete yes
FR yes 100% complete complete complete complete yes
HR o ®  nodataloutdated | nodataloutdated | no dataloutdated | o dataloutdated 1o
IT yes 90% complete complete c%erl:pl)?g{e complete yes
LV yes 100% complete complete complete complete yes
LT yes 100% complete complete complete complete yes
LU partial 25% complete yes
HU yes 75% complete yes
MT no 0% \ yes
NL yes 75% yes
AT no 0% | yes
PL no 0% no
PT yes 60% complete partially complete yes
RO yes 60% complete complete yes
Sl yes 100% complete complete complete complete yes
SK yes 100% complete complete complete complete yes
Fl yes 100% complete complete complete complete yes
SE yes 75% complete complete complete yes

Source: own elaboration
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VAT gap in the EU

Data reliability and the impact of the COVID-19 pandemic on the accuracy of
estimates

In addition to standard concerns about the quality of information used in the estimation of the VTTL
and the VAT gaps, there are additional challenges faced by this study that stem from the COVID-19
pandemic and its impact. The main factors impacting the accuracy of the VAT gap estimates in this
context are:

¢ Insufficient/inaccurate inclusion of deferred payments in the tax base.
+ Difficulty of compiling and potential inaccuracies in national accounts’ statistics.
o Temporary changes in tax rates introduced in many Member States.

To properly reflect forgone revenue, VAT revenue should be aligned with corresponding VAT liability.
This means that the VAT revenue used should be recorded in accrual rather than cash terms. More
specifically, calculations of the VAT compliance gap for transactions that took place in 2020 should use
the revenue collected in 2020 but also in 2021. In accordance with ESA 2010 standards, revenue in the
taxes on production and imports are recorded when activities, transactions, or other events occur which
create the liabilities to pay taxes, which makes it perfectly suited for the calculation. However, the
massive amounts of deferred payments collected in 2021 made it very difficult to compile the revenue
in full accordance with the ESA 2010 principle. For this reason, the study team scrutinised and consulted
potential issues with the relevant tax administrations. For a handful of Member States, additional data
provided by administrations was used to correct officially published VAT revenue so that the figures
used better reflect accruals.

Assessment of the credibility of VAT compliance gap estimates by Member
States

The availability of data and their timeliness and granularity vary by country, which contributes to
variation in the accuracy of the obtained estimates. As shown by EC/CASE (2022), the unavailability of
information on specific parameters with a one-year or two-year lag appeared to have a relatively modest
impact on the accuracy of estimates (below 1 pp). If the data were unavailable for two years and the
parameters remained unchanged for two years in row, the average inaccuracy would increase quite
substantially and be approximately 1.6 pp. The unavailability of SUT also appeared to be an important
factor affecting the accuracy of estimates. The average error of the estimates using one-year lagged
SUT was 0.4 pp, whereas two-year lagged estimates had an average impact of 0.6 pp. As a result of
the above, taking a 1 pp average deviation as a subjective accuracy threshold would mean that the
estimates with the primary information lagged by two years or more would be above the threshold.
Whereas an average inaccuracy of 2 pp from the best possible estimates is acceptable, the use of
three-year lagged information would be outside these arbitrarily set accuracy limits.

In contrast to other basic characteristics of data such as availability, timeliness, and granularity, the
quality of the aggregate information received by the study team cannot be fully controlled. The reason
is that the underlying calculation process and data are not available to the study team. Moreover, most
often there are no other similar series or sources of information that could be used for cross-validation.
As a consequence, the main tool at the study team’s disposal is the observation of patterns in the data
that are not in line with economic theory or expectations.
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The basic theoretical assumption underlying this assessment is that during periods that are stable
in terms of policies and economic situation, taxpayer compliance largely caused by systemic factors
remains stable. Large shifts in estimates therefore require special attention. In the case of no
justification for the shifts, the credibility of such estimates could be questioned.

The relative scarcity of large shifts could be summarised by looking at the tails of the distribution of
year-over-year changes in the VAT compliance gap:

- Alarge incline in the gap. An increase in the gap of over 5.4 pp year-over-year was observed in
only 5% of instances, and an increase of over 11.2 pp — in only 1% of instances.

- Alarge decline in the gap. A decrease in the gap of over 6.4 pp year-over-year was observed in
only 5% of instances, and a decrease of over 9.7 pp —in only 1% of instances.

- One-off hike. The VAT compliance gap was higher by 5 pp than the average of the values in the
preceding and succeeding years in only 7.4% of instances. In 1% of instances, the VAT compliance
gap was higher by more than 12.2 pp than the average of the values in the preceding and
succeeding years.

- One-off drop. The VAT compliance gap was lower by 4.4 pp than the average of the values in the
preceding and succeeding years in only 5% of instances. In 1% of instances, the VAT compliance
gap was lower by more than 7.4 pp than the average of the values in the preceding and succeeding
years.

Against this backdrop, the study team adopted a multi-angle approach to assigning credibility to the
obtained estimates, which consisted of the following rules:

1) The estimates beyond the reasonable magnitude and substantially different from the estimates
derived by national administrations would be marked in or red (regardless of other
criteria). The estimates below 0 percent or departing by more than 5 pp from the estimates of
tax administrations would be marked in red.

2) The availability of sufficiently granular and timely information would determine the assigned
credibility using the findings from the simulation presented in EC/CASE (2022) (see Table 95).
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Table 95: Accuracy thresholds for combinations of data unavailability

Parameters’*

Up-to-date One-year lag Two-year lag Three-year lag

Up-to-date

One-year lag

Two-year lag

SUT

Three-year lag

Four-year lag

Five-year lag

®
®
®
v,
v,
a

L G O
9900000
990000

Source: own elaboration.

Note: the green light stands for estimates with a mean average error below 1 pp, the stands for estimates
with a mean average error between 1 and 2 pp, and the red light stands for estimates with a mean average error
above 2 pp.

3) As large shifts in the gap are rarely observed, all such instances were scrutinised. If these
changes cannot be explained, they are marked by the relevant traffic lights, i.e. for
fluctuations below the 5th and above the 95th percentile, and red for fluctuations below the 1st
and above the 99th percentile.

4) In the case of multiple problems, an overall assessment was made looking at all the criteria
affecting the overall estimate.

Overall, no significant issues that might have affected the accuracy of the estimates were spotted
for 19 Member States (rows marked in green in Table 96).72 For five Member States, there are signals
that the accuracy of the estimates may be somewhat lower (rows marked in in Table 96). For
three Member States — Bulgaria, Cyprus and Ireland — problems were encountered of a fundamental
nature (rows marked in red in Table 96). For Bulgaria, the most recent use tables were for 2014, which
likely had a large impact on the accuracy for most recent years. The estimates for Cyprus for 2022 were
negative, and the estimates in the preceding year were volatile, which could not be justified by the actual

71 To reduce complexity, the analysed scenarios of data unavailability assume that all the parameters are available with the same
time lag. It may happen that the time lag differs for various parameters. In such a case, the simple average of time lag in groups
of parameters could be used as a proxy of the overall time lag.

72 Please note that the method for this classification is different than in EC/CASE (2022) as it also incorporates the likelihood of
solving problems.
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events of data supplied by the Cypriot administration. And for Ireland, the estimates for 2021 were
negative. Despite the efforts of the administration to supply the information to refine the estimates, they
remained negative, which is a clear signal of inaccuracies.

Table 96: Assessment of credibility of VAT compliance gap estimates

Magnitude
of the VAT
compliance
gap

Data
availability

Shifts

Final
assessment

Comment

BE

BG

Most recent use tables available for
2014.

cz

cY

Large hike in 2020 and declines in
2021 and 2022, which may be
somewhat affected by deferred
payments or other elements that
were not fully controlled in the
modelling. Negative estimates for
2022.

DK

DE

Outdated information to estimate
model parameters that have not yet
affected substantially the precision
of estimates.

EE

2018-2020 Use tables (published
annually by Central Statistics Office,
IE) are updated (rescaling
separately each column) to match
with latest National Accounts
aggregates. 2021 and 2022 SUT
tables are forecasted in a similar
way on the basis of 2020 use table
structure. Partially outdated
information necessary to calculate
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model parameters. Negative
estimates for 2021.

Large unexplained downward shift
HR in 2019 and rebound in 2020.
Large downward shift in 2021
IT confirmed with the estimates of the
Italian administration.
Most of the parameters are slightly
LU outdated and the more recent use
tables available for 2020.
Most recent use tables available for
MT 2018.
Most of the parameters are
AT outdated and the more recent use
tables available for 2020.
Most of the parameters are slightly
PL outdated and the more recent use
tables available for 2020.
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RO

Si

SK

Fl

SE

Source: own elaboration.

Annex C. Review, assessment and refinement of the
methodological approach

Methodology for refining the treatment of business purchase of
accommodation, entertainment, restaurant, passenger transport services,
maintenance and purchase of cars

Legal framework

Based on Article 176 of the VAT Directive, VAT is not deductible by businesses on expenses on
luxuries, amusement, or entertainment. In addition, Member States may retain limits to deduction of
VAT which were in force in 1979 (or the date of accession for Member States which were not part of
the EU then). Those limits are designed to prevent fraud, meaning the deduction of VAT incurred on
expenses incurred for leisure rather than business purposes. They also apply therefore to goods or
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services that may have a dual use (business and leisure, or business and personal), such as
accommodation, restaurants’ or cars (and the services associated with them, such as repairs and
refuelling).

Those prohibitions and limitations do not apply when the items are purchased for re-sale (e.g. the
purchase of accommodation by travel agents’) or, in the services sector, when the purchases concern
key inputs (e.g. VAT on the purchase of motor vehicles is deductible by suppliers of passenger transport
services). In other words, in many Member States the VAT on the purchase of those goods and services
can be deducted by operators in the same industry or value chain, but not when the operator belongs
to a different industry.

As shown in Table 97 below, all Member States prohibit or limit the deduction of VAT on some of
those goods and services, as well as on others (e.g. alcohol and tobacco). The most common
prohibitions or limitations concern the purchase of cars and motor vehicles for passenger use,
entertainment and restaurants. Limits and prohibitions can take different forms:

e (Near-)prohibition: VAT on those expenses cannot be deducted at all.
e Quantitative limits: a share (e.g. 50%) of VAT on those expenses cannot be deducted.

e Qualitative rules. VAT on those expenses can be deducted at certain conditions. These may
be generic conditions (e.g., VAT is deductible when the expense can be deducted for
corporate income tax purposes)?’® or specific (e.g., VAT on purchases of restaurant services
can only be deducted for business lunches).”s

e A combination of the above (VAT on purchases of cars is not deductible, but it can be
deducted at 50% for natural gas vehicles and 100% for LPG).””

Most of the existing national rules consist in prohibitions, meaning that no VAT (with very limited
exceptions) can be deducted; in fewer cases, mostly concerning cars and motor vehicles, there is a
quantitative limit to deductibility, often set at 50%. As for qualitative rules, these are very complex for
cars and motor vehicles, often depending on the fuel used, the value of the vehicle, and on whether the
car is purchased or leased (these rules are labelled as “Partial deduction” in Table 97). For
accommodation, restaurant, transport and entertainment, limits are typically qualitative; an assessment
of the strictness of the regime is presented in Table 97, and the limits to VAT deduction are classified
as negligible, minor, moderate, or major.

3Throughout this section, the term “restaurant” or “restaurants services” includes all provision of food and drink services, including
from bars and cafés.

™ VAT cannot be deducted when the accommodation is then used for supplies covered by the TOMS.
75 This clause is found e.g. in Germany and Spain.

76 This clause is found in Luxembourg.

7 Those are some of the rules applicable in France.
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Table 97: Treatment of business purchase of accommodation / restaurant / passenger
transport services

Accommodation

Food and
beverage

service activities

Entertainment

Passenger

Transport

Cars and/or

motor vehicles

for passenger
transport

BE Major Major No deduction Full deduction 50%

BG | Full deduction Full deduction No deduction Negligible No deduction
Ccz Minor Minor Minor Minor Full deduction
CY Minor Minor Minor Full deduction No deduction

. 75% non- 75% non- Full deduction .

DK Full deduction deduction deduction Full deduction No deduction
DE Minor Full deduction Full deduction Minor Partial

EE Full deduction No deduction No deduction Full deduction No deduction
IE No deduction No deduction No deduction Full deduction Partial

EL No deduction No deduction No deduction No deduction No deduction
ES Minor No deduction Full deduction Minor No deduction
FR No deduction Full deduction Full deduction No deduction Partial
HR | Full deduction Moderate Moderate Moderate 50%

IT Full deduction Full deduction Full deduction No deduction Partial

LV Full deduction Full deduction Full deduction Full deduction Partial

LT | Full deduction No deduction 50% Negligible No deduction
LU Full deduction Minor No deduction Full deduction Full deduction
HU | Full deduction No deduction No deduction Negligible No deduction
MT No deduction Full deduction No deduction Moderate No deduction
NL | Full deduction No deduction Full deduction Full deduction Full deduction
AT | Full deduction Moderate No deduction Full deduction No deduction
PL No deduction No deduction No deduction Full deduction 50%

PT No deduction No deduction No deduction No deduction No deduction
RO | Full deduction Full deduction Full deduction Full deduction 50%

Sl No deduction No deduction No deduction Full deduction No deduction
SK | Full deduction Full deduction Full deduction Full deduction Full deduction
FI Full deduction Full deduction Full deduction Full deduction No deduction
SE Full deduction Moderate No deduction Full deduction No deduction

Source: own elaboration based on VAT Compass, 2023-24, IBFD Eds.

Previous treatment in the VTTL model (general)

The previous version of the VITL model had a somewhat simplified approach in this respect,
assuming that no input VAT can be deducted on accommodation and restaurant services, except by
sectors within the value chain (e.g. intra-sector supplies, purchases by travel agents). The model did
not cover all groups of goods and services for which limitations exist, in particular passenger transport
services (which, however, are exempt or taxed at a reduced rate in several Member States). Also, it did
not account for the national variations in deduction rules.
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Below we analyse in more detail whether the available data allow for better adaptation of the VTTL
model to the rules applicable to deductibility of expenses in different Member States. Due to the
differences in the rules and previous treatment in the model, we looked separately at: (1)
Accommodation and restaurant services; (2) Entertainment; (3) Passenger transport; and (4) Purchase
and maintenance of cars.

Accommodation and restaurant services

Previous treatment in the VTTL model

Previously, the VTTL model assumed that no input VAT could be deducted on accommodation and
restaurant services, except by the sectors within the value chain (e.g. intra-sector supplies, purchases
by travel agents).

Amendments

We refined the approach to encompass differences in tax treatment in the EU using the algorithm
(Table 98):

e  Full deduction of VAT is assumed for the Member States in which no limits or prohibitions exist.

¢ No deduction of VAT is assumed for the Member States in which this is prohibited or nearly
prohibited.

o  When quantitative limits are set (e.g. 50% deductibility), these are incorporated in the model.

e Qualitative limits are converted into quantitative parameters based on the following conversion
scales:

Table 98: Categorisation of non-deductibility ratios

deductibility
Negligible 10%
Minor limitation 20%
Moderate limitation 50%
Major limitation 80%

Source: own elaboration.

Since the VTTL model includes a single category of CPA | that combines accommodation and
restaurant services, some further complication needed to be introduced for Member States applying
different rules for different subgroups of these services. More specifically, we decided to calculate
combined non-deductibility rates for this group of goods and services using turnover statistics of the
respective industries available in Eurostat’s Structural Business Statistics (Enterprise statistics by size
class and NACE Rev.2). To the study team’s knowledge, this is the most precise information that could
be used to proxy total, and in consequence, also intermediate use of these services.

Using this algorithm, we obtained the following non-deductibility rates (Table 99):
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Table 99: Estimated non-deductibility rate for accommodation and restaurant services

Shares of turnover (within total
Assigned non-deductibility rate turnover of accommodation and Estimated
restaurant services) combined
non-
. Food and . . Food and deductibility
Accommodation | beverage service | Accommodation beverage e
activities service activities
BE 80% 80% 16% 84% 80%
BG 0% 0% 40% 60% 0%
cz 20% 20% 24% 76% 20%
cY 20% 20% 24% 76% 20%
DK 0% 75% 33% 67% 51%
DE 20% 0% 25% 75% 5%
EE 0% 100% 36% 64% 64%
IE 100% 100% 50% 50% 100%
EL 100% 100% 27% 73% 100%
ES 20% 100% 27% 73% 79%
FR 100% 0% 52% 48% 52%
HR 0% 50% 29% 71% 35%
IT 0% 0% 45% 55% 0%
Lv 0% 0% 21% 79% 0%
LT 0% 100% 21% 79% 79%
LU 0% 20% 16% 84% 17%
HU 0% 100% 24% 76% 76%
MT 100% 0% 44% 56% 44%
NL 0% 100% 28% 72% 72%
AT 0% 50% 47% 53% 26%
PL 100% 100% 31% 69% 100%
PT 100% 100% 33% 67% 100%
RO 0% 0% 26% 74% 0%
Si 100% 100% 39% 61% 100%
SK 0% 0% 27% 73% 0%
Fli 0% 0% 18% 82% 0%
SE 0% 50% 29% 71% 35%

Source: own calculation based on Eurostat (Enterprise statistics by size class and NACE Rev.2 activity (from 2021 onwards)
[sbs_sc_ovw__custom_11044532]).

From the rule described overleaf we exempted the sectors for which purchases of accommodation
and restaurant services could, in most cases, be deducted, i.e.:

o NACE | — Accommodation and food service activities (contributing to 14.76% of intermediate
use of accommodation and restaurant services in 2019 in the EU)
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o NACE N79 - Travel agency, tour operator reservation service and related activities
(contributing to 19.08% of intermediate use of accommodation and restaurant services in 2019
in the EU)

Entertainment

Previous treatment in the VTTL model

Previously, the VTTL model assumed there to be no general restrictions on deducting input VAT for
expenses related to Creative, arts and entertainment services; library, archive, museum and other
cultural services; gambling and betting services (CPA R90-92), as well as for Sporting services and
amusement and recreation services (CPA R93). Such simplified treatment was justified, as it was
assumed that most of these services, used as intermediate inputs reported in use tables, are intended
for further resale (which makes them deductible).

Amendments

We refined the approach to differentiate the treatment across Member States and purchasing
sectors. For the following sectors we maintained full deductibility assuming that all purchases of the
above-mentioned sectors of CPA 90-93 are for resale:

o NACE N79 - Travel agency, tour operator reservation service and related activities
e NACE | - Accommodation and food service activities

o NACE J59_60 — Motion picture, video, television programme production; programming and
broadcasting activities

o NACE R90-92 - Creative, arts and entertainment services; library, archive, museum and
other cultural services; gambling and betting services

e NACE R93 - Sports activities and amusement and recreation activities

Overall, these sectors contributed to approximately 71% of intermediate use of entertainment
services, which indicates that the assumption made earlier regarding prevalent deductibility was largely
correct. However, there is a scope for improvement that is expected to have a slight positive impact on
the estimated VTTL.

Similarly to the treatment of accommodation and restaurant services, for the other sectors we made
the following assumptions:

o full deduction of VAT for Member States in which no limits or prohibitions exist
¢ no deduction of VAT for Member States in which this is prohibited or nearly prohibited

e when quantitative limits are set (e.g. 50% deductibility), these are incorporated into the
model

Qualitative limits were converted into quantitative parameters based on the following conversion
scales shown in Table 98. The new non-deductibility rates for other sectors are presented below (Table
100).
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Table 100: Assessed non-deductibility rate for entertainment services for sectors other than
re-sellers (CPA R90-93)

Non-
MS  deductibility
rate

BE 100%
BG 100%
Ccz 20%
CcYy 20%
DK 75%
DE 0%
EE 100%
IE 100%
EL 100%
ES 0%
FR 0%
HR 50%
IT 0%
LV 0%
LT 50%
LU 100%
HU 100%
MT 100%
NL 0%
AT 100%
PL 100%
PT 100%
RO 0%
SI 100%
SK 0%
Fl 0%
SE 100%

Source: own elaboration.
Passenger transport

Previous approach

Previously, the VTTL model assumed there to be no general restriction on deducting input VAT for
expenses on passenger transport services gathered under the CPA H49-51 group. The main reason
for such an approach was the inability to break up final use between freight and passenger transport
for different sectors. As the main component of the intermediate use is freight, the disentangled value
of passenger transport services for which VAT could not be deducted would be highly imprecise.
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Amendments

As shown by Table 97, “no deduction” or “major non-deduction” for passenger transport services are
relatively rare compared to the rules applicable to restaurant, hotel, and entertainment services. The
partial information available in the ORS also enables confirmation that the value of potential corrections
would be minor, up to 0.04% of the VAT base. Due to the negligible value and lack of information on
the sectoral use of passenger transport services, we maintained the current simplified approach.

Purchase and maintenance of passenger cars

Previous treatment in the VTTL model

To correct the VTTL for non-deductible expenses on cars and their maintenance, the study team
has used and properly adapted the information coming from the summary statements in the ORS. By
these means, we assumed that all passenger cars’ use, and related expenses paid by economic
operators, were recorded in the use tables (including the part of use attributed to “private” use).

Amendments

As no detailed information on the value of passenger cars and their maintenance by economic
operators is published by Eurostat or other publicly available sources, the information has to come
directly from the administration sources from unpublished national accounts data or tax records.

To verify whether the data shared up to date was accurate, we compared the value of this “net-
adjustment” with the legal mapping that was conducted (shown in Table 101 below). In most cases, the
legal treatment appeared to correlate with the ratio of correction applied. However, for six Member
States the value of the correction did not correspond to the legal treatment. For these Member States,
we verified and consulted with the administration the potential reasons for these discrepancies, and
made adjustments where necessary. The reasons for discrepancy were: (1) lack of relevant data; (2)
different treatment of company car purchase in national accounts; and (3) outdated information on legal
treatment.

Table 101: Comparison of the legal treatment and correction to the VTTL

Cars and maintenance SETRELIED 7 @
the VTTL)
BE 50% 0.81%
BG No deduction 0.53%
Ccz Full deduction 0.00%
CY No deduction 0.00%
DK No deduction 1.13%
DE Partial 0.00%
EE No deduction 0.00%
IE Partial 0.57%
EL No deduction 1.11%
ES No deduction 0.00%
FR Partial 1.75%
HR 50% 0.96%
IT Partial 1.11%
LV Partial 0.00%
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Cars and maintenance SO Yo @
the VTTL)
LT No deduction 0.07%
LU Full deduction 0.00%
HU No deduction 1.37%
MT No deduction 0.62%
NL Full deduction 0.00%
AT No deduction 2.50%
PL 50% 1.49%
PT No deduction 0.93%
RO 50% 2.17%
SI No deduction 2.05%
SK Full deduction 0.00%
Fl No deduction 2.54%
SE No deduction 0.17%

Source: own elaboration.

Validation of model parameters based on legal mapping
Refinement of the treatment of the propex coefficients

Legal framework

As a general principle, VAT can only be deducted on inputs used for taxable supplies, or for exempt
supplies with the right to deduct (so-called zero-rated). However, certain supplies are exempt for VAT
with no right of deduction; the shares of exempt supply without the right to deduct is measured by
propexes. The estimated or assumed values of propexes have a directly proportional impact on the
intermediate consumption liability, contributing on average to 19% of the VTTL.”® In consequence, a
10% imprecision in propexes value would result on average in a 1.9% error in the estimated VTTL and
a 1.9 percentage point inaccuracy in the estimates of the VAT compliance gap.

Objective and method

Since propexes are mainly calculated using data provided by Member State administrations every
year, the potential remaining inaccuracies are unlikely to result from errors and omissions, but rather
from the limitations of the underlying data. The objective of the validation described in this section was
to go beyond the checks carried out every year and hence to flag potential problems, communicate
them to Member State administrations, and discuss potential solutions.”®

For flagging potential issues in the value of propexes, the following algorithm was applied:

78 Average by Member State and year in the 2017-2021 period. The lowest share observed was ca. 10%, whereas the highest
was 41%.

79 At the moment of the submission of this report, all the flagged issues have already been communicated and discussed with
Member State administrations. Most of them have already been solved.
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e Only the NACE industries affected by mandatory or optional VAT exemptions were selected for
review. This was done by considering the text of the VAT Directive, as well as by looking at the
NACE sectors which presented 0 or near-0 propex in at least one Member State.

e The analysis focused on a single year, 2021. Since changes in the parameters over time are
thoroughly monitored, there was no need to validate the values for other years. In other words,
it is unlikely that the difference between the parameter values over time is the source of
inaccuracies.

e For each sector, trends (i.e. modal values or modal range) were identified, together with
significant outliers, meaning those with a propex significantly different from the modal values or
range.

For outliers, desk research was performed on whether local rules justified the magnitude of the
propex. In many cases, this required verifying the scope and conditions for the exemptions; in a few
cases, an analysis of the structure and relevance of the industry was required, including the likelihood
of cross-border supplies. The research was done on horizontal sources on VAT rates and structure,®
sectoral studies,?' as well as online sources provided by local tax administrations or VAT consultants.

Previous treatment in the VITL model and inconsistencies found

The results of this analysis are presented in Table 102 below.

80 This includes the Commission’s Taxes in Europe Database, as well as various publications on national VAT rates, structure
and rules; cf. also Annacondia, F., & Herrero Moreno, 1. (2023), EU VAT Compass 2023/2024, IBFD.

81 e.g. Study on VAT Rules Applicable to the Travel and Tourism Sector, for DG TAXUD, 2022, on file with the author and the
Review of the VAT rules for financial and insurance services, for DG TAXUD, 2020, on file with the author.
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Table 102: Results of the propexes’ validation (parameters for 2021)

Corrections
Propex Reason for outlier or further Comments
verification

Sector (NACE code

and description)

C21 — Pharmacedutical In Malta, supplies of pharmaceutical products are zero-rated; medical accessories
MT 0.87 All other MS =0 are taxed at 5%. Being zero-rated, we would expect a very low propex. Similar

products . ' . ) .

treatment, i.e. zero-rating, also applies in Lithuania, where propex is 0.

The desk research shows there to be no VAT exemptions in Bulgaria connected
BG C28 — Machinery 0.04 All other MS =0 to the production of machinery, but such a low value may mean that the sector is
providing some exempt services.
There seem to be no VAT exemptions in Spain connected to the provision of
ES D35 — Electricity 0.02 All other MS =0 electricity, but such a low value may mean that the sector is providing some
exempt services.
In Ireland, water supplies are VAT exempt, hence the propex of value close to 1

- . = X
IE E36 — Water Supply 1.00 All other MS =0 X should be expected.
DE 0.32 Certain waste collection activities are out-of-scope of VAT.
IE E37-39 — Waste 0.50 All other MS = 0 No source confirms that waste-related activities are out-of-scope or VAT-exempt.
Some sources suggest that certain waste-related activities are out-of-scope of
EL 0.00 . . "
VAT, which would result in a positive propex.
Positive propexes in Spain (0.02) and Portugal (0.15) are justified based on
certain exemptions (in Portugal) for buildings, and in Spain, in marginal cases
Various F — Constructions and i ) concerning the value of the land. However, there are exemptions (full or partial) on
construction works the supply of new buildings also in MT, HR, DE, LU, SE. Depending on the
characteristics of the local market, it may be real estate developers making the
exempt supplies, hence the 0 propex for NACE F would still be justified.
DK 0.15 §om§ transpo.r.t services are VAT-exempt, which creates non-deductible VAT and
justifies a positive propex.
H - Transport All other MS = 0 Some transport §erwces .a.re VAT-exempt, which creates non-deductible VAT and
IE 0.00 would thus require a positive propex. The propex for passenger land transport

was calculated as 0.41 in a recent study on the VAT on transport services for DG
TAXUD (unpublished).

The propexes differ significantly, which primarily reflects the different scope of the
H53 Postal services. - - exception in various Member States (whether it applies to all postal services or
only universal ones, i.e. basic postal services, only designated universal service

CY,
LU, SK
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Sector (NACE code

and description)

Propex

Reason for outlier

Corrections
or further
verification

Comments

providers, or to all operators, etc.). For instance, in Sweden, postal services are
taxed at a standard rate in most cases, which justify a rate of 0. In addition, it
depends on the services provided by the postal operators. For instance, in Italy
the postal operator is also a telecommunication supplier, whose transactions are
subject to VAT. We suggest verifying or double checking the following countries,
where the very low propex is seemingly not justified by the secondary sources on
VAT rates on postal services: SK (0.00), LU (0.03); and CY (0.15)

CY, A small but positive propex can be justified because the sector includes short-stay
CZ, | Accommodation and 0.01- All other MS = 0 accommodation (NACE 155), which is exempt in some countries, and because of
HR, IE, food services 0.09 the use of reduced or super-reduced rates (despite the sectors being labour
PL intensive, hence with input VAT typically lower than reduced output VAT).
J5.9-60 Motion pl-ct-ure, There seems to be no justification related to the exemption of those services. One
video and television . . o .
. reason could be the taxation of public broadcasters, which in some countries are
CzZ, programme production . . .
. taxed at super-reduced rates (e.g. FR, IT), but this does not explain the outlying
HR, services, sound 0.22 — . e
. . All other MS =0 Member States. Another reason could be linked to the place of supply of television
NL, PL, recording and music 0.88 . . . . .
SE ublishina: and broadcasting services, so that a Polish company supplying TV services to a
P . 9 consumer in another country would pay tax in the destination country while
programming and L .
. . accumulating input tax in Poland.
broadcasting services
Propex for financial and banking services should be at or close to 1. However,
there are various reasons that can determine a lower propex, including (i) option
to tax; (ii) exports, especially for international financial centres; (iii) presence and
K64 and K66, financial specific features of the pension system (e.g. defined-benefit funds); (iv) relative
Various services (including - - importance of value chain activities vs. final providers. The following countries are
auxiliary) worth a check:
BG, HR (propex 1, but small-scope option to tax in place);
CY, LU (propex at or near 1, but major financial centre);
EL, IT (very low propex, no option to tax, no international financial centre).
Propex for insurance (no option to tax, limited taxable activities in the value chain)
. All other Member State is expected at 1 or near 1. MT is the only country where this is significantly lower.
MT K65 — 41 . . . . .
65 —insurance 0 >0.9 X This could be explained by a very high rate of exports in the insurance sector, but
needs to be re-checked with the administration of MT.
T NL M72 — Research and 0.00; Minimum among other MS: There is no exemption for scientific research, although it is reasonable to assume
’ development 0.04 0.40 that when provided by not-for-profit bodies some activities are out of scope of
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Sector (NACE code

and description)

Reason for outlier

Corrections
or further
verification

Comments

VAT. However, the very low propex in these countries would need to be verified,
unless the value added of these sectors in these countries is very limited. If no
further information can be retrieved, replacing the current value with the EU
average propex could be considered.

Various

N79 — Travel agents
and tour operators

Although the operators under the TOMS regime, which account for 30-50% of the
margins of travel agents and tour operators, cannot deduct VAT on intermediated
services, these services are not treated as their intermediate use, which justifies 0
propex.

None

084 — Public
administrations

AIIMS > 0.9

This NACE group includes activities by public administrations across various
domains. Public administrations are not considered as taxable persons (ex Art. 12
of the VAT Directive), but their transactions can be subject to VAT (i) if there is a
risk of distortion of competition; (ii) for all activities listed in Annex I. This means
that (i) a propex lower than 1 is possible; (ii) propex is expected to be close to
one. This is the case in all MS.

AT,
HU, IT,
LT, LU,

MT,
SE, SI

P85 — Education
services

Most MS = 0.8

Most of the activities in this NACE group are exempted (ex. Art. 132 of the VAT
Directive). However, there are some business units whose transactions are
typically subject to VAT (e.g. driving schools), as well as specific services (e.g.
training), which are taxable. This is compounded by the national structure of the
services. In this respect, we expect a lower propex in countries in which this
sector is small because educational services are predominantly provided by public
organisations (due to the relatively higher weight of taxable services). In contrast,
we expect a higher propex in countries with a significant presence of private
educational suppliers. Propex lower than 0.8 only for countries in which the size of
the sector (as a % of GDP or IC) is above average should be verified.

HR,
LU, MT

Q86 — Human health
services

0.35;
0.21;
0.20

Most other MS = 0.8

Most of the activities carried out in this sector are VAT-exempt, with limited
exceptions (e.g. cosmetic medicine). As a personal service sector, we do not
expect higher deduction because of cross-border supplies, though this could
happen in smaller states.

ES, IT

Q87-88 — Social work
services

0.38;
0.45

All other MS = 0.8

Most of the activities carried out by this sector are VAT-exempt. However,
compared to NACE Q86, there are more taxable activities, and additional
conditions imposed by Art. 132 on the nature of the supplier (which in some cases
must be a public or recognised body to benefit from the exemption). Hence, we
expect a significant propex, though lower than for NACE Q86. Spain and ltaly are
the only MSs with propexes <0.5, but the values are still close to this threshold.
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Sector (NACE code

and description)

R90-92 — Creative
arts, cultural services,

Propex

Reason for outlier

Corrections
or further
verification

Comments

These sectors include a variety of activities, some of which are taxable, some of
which mandatorily exempt (e.g. gambling), some of which can be exempt based
on Art. 132 and 135 of the VAT Directive (e.g. sporting services supplied by non-

bodies

RO, LU | gambling; R93 - Sport, 0 All other MS > 0 = public bodies), or that can be exempt based on standstill clauses (Art. 371 and
amusement and o : ) . .
recreation Annex X of the VAT Directive). Depending on national choices, various propexes
are possible. The polar values (0 and 1) should be verified.
The provision of services by membership organisations is VAT exempt ex art.
132; the Court of Justice of the European Union (CJEU) explained that the term
ES, EL, S94 — Membership “trade union." shguld be interpreted as also including.federatior?s of employers or
HR organisation 0 All other MS > 0 other orgamsgd |nt.erest.s. This sec.tor presents the highest variance 9f propex
among MS, signalling different national rules. However, propex of 0, i.e. no VAT
exemption, seems hardly justifiable. Preliminarily, it should be verified whether the
sector has a non-negligible dimension in these countries.
S96 — Services of
None households as - - | Out of scope of VAT.
employers
None U — Extraterritorial
organisations and - - | Out of scope of VAT.

Source: own elaboration.
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Differentiation of weighted average VAT rates for household and intermediate
consumption

Background

Household and intermediate consumption differs significantly in both nature and structure. When
comparing household final consumption and intermediate consumption across different sectors of
economic activity, not only is the distribution of expenses across main groups of products and services
different, but consumption of specific products and services within those groups can also be expected
to vary markedly. For example, under CPA 49 (Land transport services), households mostly purchase
passenger transport services, whereas economic operators will primarily use freight as their
intermediate inputs. Related to this, goods and services under one two-digit CPA code may attract
different treatments, as in the case of land transport services. In other words, the effective rate on
household and intermediate consumption (and across sectors) for the same category could vary
because they make purchases with a different treatment. In other cases, the variance of the effective
rate may be indirect, resulting from the difference between the purchased categories of products and
services. This difference may also have a direct nature and result from the different treatment of certain
business-to-business (B2B) and business-to-consumer (B2C) transactions.

In certain situations, if the difference in such effective rates is not accommodated, the accuracy of
estimates may be affected. This results from data limitations and the fact that much less information is
available on the granular structure of expenses of companies compared to household expenditure.
More specifically, problems arise for the categories where the effective rates on consumption of the
main categories of goods and services vary between final consumers and exempt sectors. Such
problems do not arise in sectors with full right to deduct, where VAT is “neutral” (i.e. deductible by
downstream industries).

In this section, we explore the possibilities of refining the current approach. The starting point is the
legal analysis and an examination of those instances where the difference in the effective rate results
directly from the provisions rather than indirectly from different categories of purchased products and
services.

Legal treatment

Reduced rates or VAT exemption can be applied on a ratione personae basis, in other words depending
on whether the purchaser is a private consumer or a taxable person carrying out an economic activity.
This is, for instance, the case for the supply of new buildings and building lands, which benefit from
exemptions, reduced, or super-reduced rates in a number of Member States when the supply is to a
private individual for residential purposes.? Such examples are not numerous, and these inputs do not
represent a large share of inputs for most sectors.

The VAT Directives introduce schemes or options that can offset or generate hidden VAT. This is
the case for the following provisions:

e Option to tax.

82 Additional conditions may apply, e.g. that the purchaser owns no real estate property (“first housing”) and the building is not a
luxurious dwelling, as in lItaly; that the building is not larger than certain size thresholds, as in Greece and Hungary; or when
the building is used by the owner as their principal dwelling (as in Luxembourg). Many countries have a lower rate or exemption
for social housing.
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e Special schemes introduced for simplifications, such as the Tour Operators’ Margin Scheme
(TOMS) (See extended discussion in Special schemes subsection below).

Financial services

Legal treatment

The option to tax is available for the supply of financial services (not embracing insurance transactions),
the letting of immovable property, and for the supply of existing buildings and land.®* The rationale for
these options is to eliminate the hidden VAT that would build up in the previous stage of the value chain,
where the supply is exempt, and that would not be deductible by the business purchaser. As a result,
B2B supplies are taxed at a positive and higher rate compared to B2C supplies.

Options can be exercised on a transaction-by-transaction basis, or for all supplies made by a taxable
person. In the latter case, the suppliers should tax all B2C and B2B transactions. The former mode
increases the difference in average rates, because the supplier will apply VAT on supplies to business
clients that can deduct VAT, while not applying VAT to B2C and B2G supplies, as well as to those
business clients that cannot deduct VAT. However, the latter mode will also create a certain difference
in VAT rates, because the option will more likely be used by companies specialised in the B2B segment,
or because suppliers will organise into separate entities, one for B2B supplies opting for tax, and the
other for B2C supplies applying the exemption. Finally, the impact on average rates depends on
whether suppliers take up such an option.

Table 103 below summarises the information for financial services, including the expected impact
on rate differentials.

Table 103: Option to tax — financial services

Transaction- Expected impact on

Scope of the option by- accuracy of current
transaction? estimates

BE | Narrow (payment services) No Minor
BG | Narrow (granting of credit in relation to taxed supplies) No Minor
DE | Wide (all/most financial services) Yes Minor
EE | Wide (all/most financial services) No Major
FR | Wide (all/most financial services) Yes (as from Minor
2022)
HR | Narrow (granting of credit in relation to taxed supplies) No Minor
LT | Wide (all/most financial services) No Major
AT Narrow (payment services, granting of credit in relation to Yes Minor
taxed supplies)
PL | Wide (all/most financial services, as of January 2022) No Major

Notes. Narrow option - minor impact; wide option, no transaction-by-transaction = medium impact; wide option, transaction-
by-transaction: large impact. Source. the Review of the VAT rules for financial and insurance services, for DG TAXUD,
(unpublished), updated based on own desk research.

Previous treatment in the VTTL model

In previous studies, for economies in which the financial and insurance services make a large
contribution to GDP, the study team requested additional information to allow the estimation of tailor-

83 An optional scheme also exists for transactions in gold, whose scope is however too limited to matter for the VAT Gap model.
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made rates on intermediate use of financial services (rather than assuming that this rate would be the
same as for household final consumption). Eventually, such information was made available for two
Member States. For other Member States, we assumed that services provided to businesses attract
the same effective rate as those provided to final consumers.

The inaccuracies of such a modelling approach could appear in situations where there is a wide
option to tax and the option to tax cannot be applied on a transaction basis. Such treatment was
expected to lead to taxability for financial services provided also for businesses with no right to deduct.?
On the contrary, when the option to tax is on a transaction-by-transaction basis, exempting services
provided to operators that cannot deduct input tax will minimise VAT liability in the value-added chain.

Amendments
To refine this approach further, we consulted authorities and requested additional information for the

cases categorised as major (EE, LT, PL).

Rental of buildings

Legal treatment

As discussed overleaf, the option to tax may also apply for the rental of buildings and supply of
existing buildings. Table 104 below summarises the information for the rental of buildings, which is a
component of the intermediate consumption liability that is scrutinised in this section. In contrast, the
supply of buildings is an element of GFCF, for which the exact information on taxable and non-taxable
supplies has been provided in administrative data.

Table 104: Option to tax — rental of buildings and supply of existing buildings

Rental of buildings — non-

residential/commercial

BE Option to tax
BG Taxable (residential is exempt)
Ccz Option to tax
CYy Option to tax
DK Option to tax
DE Option to tax
EE Option to tax
IE Option to tax
EL Option to tax
ES Taxable (residential is exempt)
FR Option to tax
HR Taxable (residential is exempt)
IT Option to tax
LV Taxable (residential is exempt)
LT Option to tax
LU Option to tax
HU Option to tax
MT Taxable (residential is exempt)
NL Option to tax

84 The assumption is that we properly account for option to tax on the propex side but not on the rates’-side.
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Rental of buildings — non-

residential/commercial

AT Option to tax
PL Taxable (residential is exempt)
PT Option to tax
RO Option to tax
SI Option to tax
SK Option to tax
Fl Option to tax
SE Option to tax

Source: Annacondia, F., & Herrero Moreno, I. (2023), EU VAT Compass 2023/2024, IBFD; Cnossen (2010), Improving the VAT
Treatment of Exempt Immovable Property in the EU, Oxford University Centre for Business Taxation, Working Paper 10/19.

When the option to tax is available, we expect that rental services of non-residential real estate
provided to companies with the right to deduct will mostly be taxable, so that the VAT liability in the
value-added chain is minimised. At the same time, if these services are provided to businesses without
the right to deduct (e.g. offices rented to financial companies), then to minimise the VAT liability in the
value-added chain the operators should not opt for VAT.

Previous treatment in the VTTL model

The weighted average rate on rental and real estate services purchased by businesses was, by
default, set as the same as the rate paid by households for residential rentals and the services of real
estate agencies. As most of these services are exempt, these rates are close to zero. However, for four
Member States (Estonia, Croatia, Cyprus and Spain), based on the information provided earlier by the
administrations, we applied adjusted treatment assuming a higher rate on the intermediate consumption
of CPA 68B.

Amendments

Since the rental of non-commercial real estate is taxable, the effective rate on real estate services
purchased by companies without the right to deduct in Bulgaria, Latvia, Malta and Poland is too low,
and needs to be further consulted with tax authorities.

Transport services

Background

There is wide variation in the rates applicable to passenger transport. Domestic passenger transport is
primarily subject to the standard rate or reduced rate (in the case of Ireland and Denmark, it is partially
exempt without the right to deduct). At the same time, international passenger transport is most often
subject to the zero rate.

The rate applicable to household final consumption of passenger transport services could be
estimated relatively easily thanks to the availability of household budget survey data. However, there is
significant uncertainty around the rates applicable to transport services due to the lack of information
on modal split and the split between international and domestic transport.

As discussed earlier, this does not cause any inaccuracies in estimating the VAT liability in value-
added chains where VAT is deductible. However, inaccuracies may arise for exempt sectors without
the right to deduct, which contribute to about 10% of the value of the entire intermediate consumption
of transport services.
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Previous treatment in the VTTL model

We assume that services consumed by exempt sectors are predominantly passenger transport
services. This justifies using the weighted rates applied, as estimated for household final consumption.

Amendments

We further differentiated the rates on intermediate consumption of transport services of different sectors
of economic activity. For the following sectors we propose using the rate as applicable for freight
transport:

H53 — Postal and courier activities;
L68A — Imputed rents of owner-occupied dwellings;
L68B — Real estate activities excluding imputed rents.

This refinement was expected to have a minor impact on the VTTL as these sectors contribute only
to 1.2% of intermediate consumption of transport services.

Tour Operators’ Margin Scheme

Legal treatment

The VAT Directive introduces a number of special schemes for the purpose of simplification. Under
these schemes, the operators have no right to deduct input VAT is expunged, which is a simplification
in terms of place of supply and VAT registrations. This is the case, for instance, with the Tour Operators’
Margin Scheme (TOMS) (Art. 306 and ff. of the VAT Directive) and of the margin scheme for second-
hand goods (Art. 311 and ff. of the VAT Directive). The focus here is on TOMS, because of its economic
relevance for intermediate consumption; a recent study estimated that it covers supplies worth about
EUR 150 billion, of which two-thirds are B2C and one third is B2B.85

TOMS covers the supplies of composite travel services (e.g. accommodation and transport), but can
also apply to the supply of single services in certain countries. The transactions covered by TOMS are
subject to VAT on the margin; the travel agent and tour operator cannot deduct VAT on its inputs, and
the VAT on the travel services cannot be deducted by the purchaser (with very limited exceptions in
few countries). The application of TOMS is mandatory when the supplier is acting as a principal, but
does not apply when the supplier is acting as an agent, i.e. as a mere intermediary between the
underlying supplier of tourism services (e.g. airline or hotel) and the customer.

When supplies are subject to TOMS, hidden VAT accrues, which is a net cost for business
customers. Hence, in B2B transactions, travel agents will strive to act as intermediaries rather than
principals, thereby applying the standard VAT rate.®¢ This means that B2C customers will face a
significantly lower VAT rate compared to business customers.

Previous treatment in the VTTL model

Firstly, the weighted average rate on the services provided by travel agents and tour operators was
estimated on the basis of information provided in the ORS, varying markedly across Member States.

85 Study on VAT Rules Applicable to the Travel and Tourism Sector, for DG TAXUD, 2022, on file with the author.

8 Many tourism services are subject to reduced rate (e.g. restaurant, accommodation), exemption or zero-rating (e.g.
international transport).
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Secondly, the rate applicable to intermediate consumption was set as for households. Finally, due to
the lack of more detailed information, it was assumed that business expenses on these services could
be fully deducted.

Amendments

Despite some uncertainty behind the numbers provided by the administrations, the national accounts
data may not allow for more accurate calculation of the effective rate on CPA N79 services. However,
the structure of intermediate consumption liability of the NACE N79 sector and the estimated non-
deductibility rates for the core services provided or intermediated by the sector (see Table 99) allow for
estimation of the non-deductibility ratio for CPA N79 services.

The weighted average non-deductibility ratios calculated by taking the proportion of intermediate
inputs of accommodation and restaurant services, transport, entertainment and component non-
deductibility rates are shown in Table 105.

Table 105: Calculated non-deductibility rates for CPA N79 — Travel agency, tour operator
reservation service and related activities

Passenger
transport

Restaurant
and hotel
services

Entertainment

Weighted
average

Ccz 20% 20% 20% 20%
cY 0% 20% 20% 18%
DK 0% 51% 75% 40%
DE 20% 5% 0% 11%

LV 0% 0% 0% 0%
LT 10% 79% 50% 47%
LU 0% 17% 0%
HU 10% 76% 67%
MT 50% 44% 0%
NL 0% 72% 0% 44%
AT 0% 26% 26%
PL 0% 40%
PT

RO 0% 0% 0% 0%
s 0%
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Restaurant .
Passenger and hotel Entertainment Weighted
transport . average
services
SK 0% 0% 0% 0%
Fl 0% 0% 0% 0%
SE 0% 35% 100% 35%

Source: own elaboration.

Impact of refinements on the VAT compliance gap estimates

The average absolute impact of all methodological changes to model parameters discussed in this
annex across countries and years was 0.4 pp. At the same time, the average absolute change of the
VAT compliance gap was 0.01 pp, which confirms that negative and positive revisions were nearly
balanced.

In 77% of cases, the absolute impact of changes was below 0.5 pp., but there were also some cases
of larger shifts. In the case of three Member States, the absolute revisions were larger than 1 pp. (on
average between 2018 and 2022). For Latvia and Poland, the VAT compliance gap was revised
upwards by 2.2 pp. and 1.4 pp on average, respectively, resulting from the adjustment of the rate
applicable to rentals of commercial real estate. For Italy, the VAT compliance gap was revised
downwards by 1.1 pp. on average, resulting mostly from the revised treatment of business expenses
on hospitality and entertainment.

Overall, the revision of the approach to the business purchase of accommodation, entertainment,
restaurants, and services provided by travel agents and tour operators had a negative impact on the
VTTL estimates in most EU Member States (20 out of 27), with an average effect of -0.2 pp. Other
revisions, including the adjustment of the rate applicable to rentals of commercial real estate, affected
only a few Member States. The impact of these changes exceeded 0.1 pp. in just six countries.
However, the effect of these changes on the estimates for those countries was much larger than the
impact of changes related to the business purchase of accommodation, entertainment, restaurants, and
services of travel agents and tour operators. In all cases, this effect was positive (see Figure 119).
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Figure 119: Impact of revisions to model parameters on the VAT compliance gap (pp., 2018-
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Source: own elaboration.
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services and other

Assessment of household final consumption liability modelling

As discussed in more detail in the Inception Report, one of the sources of potential inaccuracies in
modelling the VTTL pertains to household final consumption and the fact that different data sources
presented in different classifications are used to forecast household consumption structure for the two
most recent vintages covered (in the case of the 2024 study this means 2021 and 2022). More
specifically, to align different classifications, we use a so-called “ad-hoc” broad matching of COICOP 2-
digit codes to CPA codes.
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During the final stage of the work, the study team re-assessed the authors’ correspondence of the
relevant COICOP and CPA categories to minimize inaccuracies related to imperfect matching.

At the previous stages, we have also assessed alternative approaches: a simplistic method of using
a single growth coefficient, ad hoc matching and another alternative option, referred to as the Cazcarro
method.®” Instead of relying on ad-hoc matching, it may be possible to match COICOP to CPA using
the so-called contingency tables, which provide the exact matching formula between COICOP and CPA.
Contingency tables are in general specific to Member State and year. They are developed by National
Statistical Institutes (NSls) and are sometimes publicly available. Contingency tables for a particular
Member State and year are also occasionally estimated by researchers and published in peer reviewed
journals.

In response to the comments from the Commission received at an earlier stage, we improved and
extended the earlier assessment. As was pointed out by the reviewers, the published tables are likely
to be outdated, since they were calculated for 2010. We have therefore updated the contingency tables
to match the CPA and COICOP totals (across columns and rows) in 2019, using RAS method (also
known as iterative proportional fitting).2®

Table 106 shows the comparison of forecasting 2020 data based on 2019 data across five different
approaches. Specifically, it compares the relative error between household final consumption liability
calculated using actual figures published for 2020 in CPA classification, and household final
consumption liability derived using various methods of triangulating 2019 data in CPA classification and
2020 data in COICOP classification. In addition to updated contingency tables from Cazcarro et al.
(2010), we also present two distinct approaches to ad-hoc matching.

Table 106: Relative error in household liability: actual vs forecasted values, +/- pp.

Method
Single Growth (R (AERE P 62 Ca“:s;'::ode(:fal,
(former) matching _matchlng Cazcarro et al RASSed to

(current) (improved) (2010) 2019
AT 0.45 0.47 0.44 0.83 0.58
BE 1.70 0.24 0.81 0.36 0.58
CYy 0.93 0.64 0.34 0.90 0.38
Cz 1.69 0.58 0.06 0.18 0.10
DE 0.03 1.75 0.00 2.14 0.32
EE 0.44 0.60 0.02 0.02 0.00
ES 4.75 1.33 0.14 1.00 0.55
Fl 0.94 0.45 0.32 0.48 0.08
FR 3.06 0.19 0.72 0.97 0.54
EL 1.43 2.39 0.51 1.00 0.73
HR 1.99 1.12 0.27 3.58 0.45
HU 0.10 0.24 0.25 1.14 0.11
IT 3.44 0.82 0.07 0.28 0.18
LT 0.16 0.91 0.48 0.06 1.08

87 Cazcarro I, Amores A. F., Arto I., Kratena K., Linking multisectoral economic models and consumption surveys for the
European Union, Economic Systems Research, 2016, https://doi.org/10.1080/09535314.2020.1856044.

88 Implemented by STATA command mstdize (by Nicholas J. Cox, Durham University)).
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Method
. Ad-hoc Ad-hoc Method of LEUELI e
Single Growth - ] Cazcarro et al,
matching matching Cazcarro et al
(former) . RASSed to
(current) (improved) (2010)
2019
LV 0.79 1.29 0.75 0.79 0.51
LU 5.75 2.88 0.46 0.54 0.47
NL 0.55 2.00 0.51 0.35 0.31
PL 0.65 0.50 0.64 0.80 3.17
PT 2.54 0.59 0.11 0.36 0.05
RO 3.73 1.96 0.53 1.59 0.63
SE 1.13 1.89 0.33 0.24 0.34
Sl 1.24 1.08 1.63 1.95 1.13
SK 0.12 0.49 0.32 2.66 2.08
Average error 1.64 1.06 0.42 0.97 0.62
Median error 1.13 0.82 0.34 0.80 0.47
RMSRE 2.29 1.32 0.56 1.33 0.96
cv
(coefficient of
variation) 0.93 0.69 0.82 0.90 1.12

Note: BG, DK, MT are not included, since 2020 SUT data are not yet available; IE is not included, since we are using NS/
based data for IE with different CPA codes;

Source: own elaboration.

The last rows of the table compare the relative errors of household final consumption liability across
different approaches. As expected, the updated contingency tables led to an improvement in the
precision of the Cazcarro et al. method, which turned out to be more accurate than the ad-hoc matching
used to date. At the same time, the new correspondence used for the ad-hoc matching appeared to
minimize the root mean squared error among all the options.

As discussed in the inception report, in some cases (if the background data allow), it may be possible
to avoid forecasting error entirely by switching from CPA-based rates and CPA-based consumption
values to COICOP-based rates and COICOP-based consumption values (available without much
delay). So far, we have tested the switch to COICOP-based calculation for Greece and Croatia.

Table 107 shows the results for Greece and Croatia. Column (A) presents the liability calculated by
the current method, using CPA-based rates, derived from the ORS submission for 2020 with the
consumption structure as of 2018 (ORS uses T-2 data). Column (B) shows the liability when COICOP
3-digit rates are calculated using the same ORS-2020 submission. The rows show the liability calculated
for different years. Importantly, in column (A) the 2020 results are based on published SUT data,
whereas 2021 and 2022 use forecasted SUT data (as explained above). In contrast, the estimates
presented in columns (B) and (C) use COICOP-based consumption data without the need to match
different classifications.

Intuitively, if the rates are calculated correctly, we would expect the liability in column (B) to be close
to (A) for 2020 (when using the actual data) and show some divergence in 2021 and 2022 due to the
forecasting error increasing over time. Surprisingly, we see the opposite: liability (B) in 2020 is 2% lower
than liability (A). Since the net base data are the same, this means that the COICOP effective rate is
somewhat smaller than the CPA-based rate, reflecting a positive bias in CPA-based rates due to
imperfections in CPA-COICOP product matching. Assuming the same constant bias holds in 2021 and
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2022, liability (B) should be 2% lower than (A). Yet it is almost equal, implying a negative bias in 2021
and 2022 due to SUT forecasting error, which cancels out the positive bias. In other words, the CPA-
based calculation predicts a higher average rate, but a lower growth rate.

Column (C) shows the liability when COICOP 3-digit rates from the ORS-2020 submission were
updated using the HBS-2020 COICOP 4-digit consumption structure. For all the years, there is a
consistent 3-4 percentage point difference between (C) and (B). The net base is the same, and the
difference is solely in the consumption structure: 2018 base data in (B) and 2020 base data in (C). This
is quite a significant difference, which advocates using the HBS-2020 structure for 2020 (a COVID
year). However, as discussed in the inception report, it seems inappropriate to use the HBS-2020
structure for the non-COVID years 2021 and 2022.

Table 107 also contains a simulation for Croatia, however column (C) — rates updated with the HBS-
2020 structure — is not available since the background data was not available at the COICOP 4-digit
level. The pattern for Croatia seems to be very similar to that observed for Greece.

In 2020, when using published data in both methods, the COICOP-based liability is smaller, implying
a 3% lower effective COICOP rate or a positive bias in CPA rates. The difference then diminishes in
2021 and 2022, implying that the CPA-based forecast is negatively biased, which cancels out the
positive CPA rate bias.

In summary, our analysis for Greece and Croatia shows the potential for improvement in accuracy
when switching from CPA to COICOP-based rates calculation. The effect is stronger in 2020, which
uses the published data. However, when using forecasted T+1 and T+2 data, the effect of the switch
largely cancels out. At this stage it could be concluded that the effects of switching to COICOP-based
rates calculation are modest and do not call for immediate revision of the approach, especially for the
calculation covering periods when the consumption structure is relatively stable. The gains of tailoring
the approach for selected Member States must be evaluated against the costs and risks involved in
decreasing the level of harmonisation.®® At the same time, we suggest that the future studies expand
the analysis to cover other Member States for which COICOP-based calculation is possible (Cyprus,
Estonia, Austria, the Netherlands, Portugal and Germany) and monitor the pros and cons related to the
change in the modelling approach.

8% As for instance the increase in the workload and risks of revising the approach if the data format shared by national
administrations changes.
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Table 107: Comparison of household final consumption liability using alternative approach (EL

Structure of
consumption:

Assignment of rates:

Baseline (A)

ORS 2020

CPA

and HR, EUR million)

(B)
ORS 2020
coicopr

(€)
HBS 2020
CoicoP

Net base: SUT (CPA) CoicoP CoOICcoP
EL 2020 12 570 12 327 (-2%) 12702 (+1%)
EL 2021 14 056 14 067 (+0%) 14 558 (+3%)
EL 2022 16 790 16 753 (-0%) 17 451 (+4%)
HR 2020 4 652 4523 (-3%) -

HR 2021 5894 5781 (-2%) -
HR 2022 7163 7 156 (-0%) -

Source: own elaboration.
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Annex D. Reviews and responses to reviews

Review of the Inception Report by Stefano Pisani

COMMENT RESPONSE

Stefano Pisani

p. 7-8

“Starting with the 2023 study, provoked by the changes in consumption structure due to the COVID-19
pandemic, the approach was refined by using observed changes in the COICOP based structure as
published by Eurostat.

Comment

This is more of a question than an observation. Does the method you used to extrapolate household
consumption require a rescaling of forecasts to the more aggregate figure in the national account?
Although you do not have SUTs for the most recent years, you are aware of the household consumption
figures published yearly by the national account offices. Are your forecasts consistent with these figures?

| suggest providing the same consistency test for the Cazcarro method as well.

Household final consumption figures published
by Eurostat in COICOP classification are the
new reference figures for forecasting this
components of tax base. At the end of the
procedure, total household final consumption is
matched to the latest national figures, as
published by Eurostat (nama10_co3 p3). We do
not check the figures individually with each NSI,
but NSls are supposed to transmit these data to
Eurostat regularly, and data seems to be
regularly updated by Eurostat.

p. 11

“Euro-HBS-based tables on household consumption structure published by Eurostat for 2020.%° This set
contains expenditure breakdown by 115 codes of 4-digit COICOP and available for 22 MS (but not for
Portugal, which is in the problematic list).®’

Please see our reply above.

%0 HBS_EXP. https://ec.europa.eu/eurostat/databrowser/bookmark/df8bf062-39bb-40e 7-8e89-77¢8d0b070c0?lang=en

9191 Of those 22 Member States, for three Member States the information is provided in less granular breakdown than 4-digit COICOP. For another three Member States, household consumption

baskets were derived by correcting 2015 HBS results by price inflation. The Euro-HBS results for Portugal will likely be published during the project.
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COMMENT RESPONSE

Stefano Pisani

Euro HBS (2020) micro-data from ESTAT possibly on 5-digit or even more granular level. At the same
small sample sizes in HBS in some Member States may be insufficient for accurate calculation of average
rates for particular products.

HBS micro data available from NSlIs for 2021 and 2022 years (available for over 1/3 of Member States
that conduct the survey annually).

Administrative data from tax returns.”
Comment

Again, to avoid the classification problem and typical underestimation problems of HBS tables, | suggest
rescaling HBS data to National Account data.

p. 16

“... tourism and hospitality sector as it was particularly affected by the pandemic and related
containment measures. As the previous VAT gap study pointed out, decreases in VAT compliance gaps
were more pronounced in Member states with a large contribution of these sectors to Gross Domestic
Product (GDP).”

Comment

This conclusion is entirely reasonable, we can call it a composition effect, and we can explain it this
way: if, coeteris paribus, the HC structure changes by reducing the 'weight' of the commodity characterized
by a relatively low degree of VAT compliance, compared to other commodities, this reduces the total VAT
gap. One could observe this effect by comparing the changes in the shares of tourism and hospitality and
public utilities in total final consumption. | guess that the former decreased during the pandemic and the
latter increased (both the effects are due to the restrictions introduced to contain the contagion). Since

Thank you for re-assurance. We well noted the
comment and we concur with the proposed term
of the “composition effect”.
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COMMENT RESPONSE

Stefano Pisani

tourism and hospitality have a lower level of VAT compliance than public utilities, this “composition effect”
would have helped reduce the VAT gap.

p.17-18

“The second case study will cover the Member States with the largest decrease in the VAT compliance
gap in recent years. Based on the 2023 study we assume these Member States will be Lithuania, Hungary, | | nank you for this comments, We will expand

Poland, and Slovakia. ... Descriptive statistics on the development of the VAT compliance gap will be the descriptive analysis in the final version of the
updated (Figure 12, 2023 report). Furthermore, we intend to complement the descriptive analysis with case study that will be presented in the Final
qualitative expert interviews.” Report.

Comment

It might be useful to supplement the descriptive analysis with information about the change in the
structure of actual VAT (if available), for example: the distribution among different VAT rates, the share of
the refund in gross VAT, the growth rate of VAT by sector of economic activity.

P- 25 We will add relevant discussion in the final
“... 2024 VAT gap study envisages different means for reviewing, assessing, and refining the report. 2023 final report (as well as earlier
methodological approach developed in the previous editions of the VAT gap study.” vintages) contained the content describing what
the net and the gross tax gap is and explained
Comment

that the estimates that we derive are closer to
| suggest introducing a small improvement in the definition of VAT by distinguishing between gross and | the “net gap” definition..
net VAT compliance gap. According to the IRS definition, the former is the difference between the actual
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COMMENT RESPONSE

Stefano Pisani

tax liability for a given tax year and the amount that is paid on time, and is composed of the underreporting
gap, underreporting gap, and underpayment (or remittance) gap; the latter gap is the part of the gross tax
gap that will never be recovered through enforcement or other late payments. This clarification is to specify
that in the text we estimate the net VAT compliance gap. Thus, the dynamics of VAT recovered through law
enforcement is a factor that influences the trend of the VAT gap.

p. 35

“The visualisation of trends for the EU27 shows that the pandemic significantly disrupted trends
observed for preceding years. ... Looking at tax base, in 2020 household final consumption and VAT
revenue dropped by around 7%, while effective rate (mostly as a result of tax relief measures) dropped by
around 2%. Already in 2021, all these components returned to the pre-pandemic levels but with different
rates — the VAT revenue picked up the most (by around 16%, compared to 2020), almost returning it to the
long-term trend. Household final consumption returned to the 2019 level, while effective rate increased only
slightly. Since VAT revenue growth significantly outpaced the growth of VAT base (with relatively stable
rates) that meant that the compliance had to be much higher. In 2022, VAT revenue and household
consumption continued to grow at a fast pace — by 10.3% and 11.5% respectively. This could be a signal
that in 2022, taxpayer compliance has further improved (assuming no substantial changes to the effective
rates).”

Comment

Compliance trend analysis could be refined by adding the potential VAT base. Is it possible to derive
this indicator from your model? The different trends between the potential VAT base and HCs are due to
the dynamics of other VAT components other than final consumption (intermediate consumption and gross
fixed capital formation) and the effect of tax legislation impacting the VAT HC base. Therefore, a
comparison of actual and potential VAT provides a more accurate description of compliance trends.

Thank you. We agree that this is a interesting
component that should be included in the report.
The final report will contain a separate chapter
discussing the revenue growth components. In
this chapter, we will look at the impacts caused
by changes in household final consumption
structure.
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COMMENT RESPONSE

Stefano Pisani

Restrictions introduced by countries to contain the COVID-19 contagion selectively impacted different
sectors of economic activity, and this cause the composition effect mentioned above. To highlight this
effect, it might be useful to analyze the composition of HCs by product in 2020, the year in which the most
restrictive measures were adopted, and then compare it with the compositions in 2021 and 2022.

P. 36 and table 10
Comment.

The VAT gap estimates for the years 2021 and 2022 are influenced by several issues well mentioned in
the text and mainly due to the pandemic. In addition to the countries mentioned in the inception report,
other countries show anomalous trends in the years 2021-2022, such as: BE, CY, LV, NL, SI. These
estimation problems are a major drawback for compliance analysis in more recent years, so | strongly
suggest adopting some adjustments to provide more realistic results. As is correctly pointed out in the text,
the anomalous trends are mainly due to either incorrect quantification of actual accrual VAT or calibration
of policy parameters. | suggest that a statistical correction be applied for the years 2021-2022 that
preserves the sign of the rate of change and smooths its magnitude.

Implementing a sort of smoothing the series has
earlier been considered by the study team.
After weighting pros and cons, we decided not
to adjust the estimates in any other manner than
direct adjustments to tax base or parameters.
Directly. Such an operation would mean
effectively getting rid of any unexpected
changes — thus would hinder observing actual
large scale shifts in the VAT compliance gap.
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Review of the Interim Report by Sebastian James

COMMENT

Sebatian James, Professor of Practice in the Sanford School of Public Policy, Duke

VAT gap in the EU

RESPONSE

Methodological Approach

1.

The methods used to estimate the VAT Gap have been substantially honed over several years and
the additional refinements proposed would go a long way in making it better. The report over the
years has moved member countries to share data more freely to enable the better estimation of the
compliance gap serving a useful tool for improvements in compliance policy in member countries
through learning from success stories of successful efforts by other countries to this effect.

Hence, in the interest of doing even better, it would be useful to consider for the future the
measurement of VAT Compliance Gaps by sector. This would depend on the ability and willingness
of Member countries to provide data of VAT Revenue by Sector as the VAT potential by Sector is
available. This approach may be started for a few member countries as a pilot.

In section V.b., it is mentioned that “propexes are mainly calculated using data provided by
administrators every year”. This means that sector level information is being provided by tax
administrations. Could you please clarify if this is the case and if so, is it possible for them to share
the sector wise VAT revenue collected?

The sector wise approach would address several points raised in the interim report, such as the level
of compliance in the tourism sector, the likely lower compliance in the service sector as a whole, the
level of compliance in the e-commerce sector among others.

Certain countries have started bottom up estimation of VAT Gap using audit data. This allows the
estimation of the compliance gap at a more granular level. Member countries who have embarked
on such studies may be encouraged to share their results.

The report may provide such potential improvements in the estimation of the VAT Gap to lay the
ground for the future.

It would be useful to provide the methodology of the VAT gap model in great detail (maybe in an
appendix or a link to a detailed model). The 2023 report does this in section 1a. of the report but

1)

Thank you for this comment and re-
assuring words. We concur with the view
that the production-side approach
allowing to break the gap by the sector of
economic activity would be a natural way
to expand the study. Under the 2022
study we verified the availability of
sectoral revenue data. Unfortunately, the
group of Member States not in position to
share these figures was too large to
consider it as a baseline method at the
time.

As noted by the reviewer — the study
team benefits from detailed
administrative data for estimating model
parameters (including sectoral
propexes). This information has been
shared by many MS due to the legal
obligation to compile it for the sake of
“Own Resource Submissions’. Anyhow,
the estimates of propexes are not always
based on administrative data and not all
the Member States have sufficiently
detailed reporting to gather this
information. In consequence, we
estimated that with the production-side
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Sebatian James, Professor of Practice in the Sanford School of Public Policy, Duke

VAT gap in the EU

RESPONSE

some aspects may be further elaborated even if this may be familiar to some readers. For example,
it would also be useful to explain the impact of exemptions and how this may change the potential
VAT collectible in a certain sector. Further, more detail may be provided in how businesses who are
unregistered are estimated as they are recorded in intermediate consumption in the Supply Use
Table even though they may not be allowed to claim input tax credits. The report refers to “average
rates” in many places, this methodological guide would explain how these average rates are
computed.

3. In several parts of the report (for example in Section V.b. “Differentiation of weighted average VAT
rates for household and intermediate consumption”) where the phrases “economic operator”,

“‘company”, “taxable person” are used interchangeabily. If it is intended to address these differently,
it may be clarified in the report.

4, Section V.a. Introduces several refinements into the model for the treatment of Accommodation,
Food and Beverage service activities, entertainment and passenger transport. Meanwhile section
V.b. refines several propex coefficients which would be affected by the refinements in Va. It would
be useful to mention these interactions.

5. The treatment of transport services Section V.b. page 61 may need some clarification as it appears
that the challenge relates to separating domestic passenger transport from international passenger
transport. But from the discussion on the refinements is not clear what is being attempted.

6. In Section V.b., “Rental of buildings”, Page 61, there is reference of non-commercial real estate,
while Table 15 refers to non-residential
. It is not clear if this is intentional. Again, in this section, Table 15 and the countries referred to in
the text do not seem to match.

7. In Section V.b., “Special schemes”, there is reference to the word “expunged”. This is unclear and
possibly a typo. In the same section, the fact mentioned in footnote 28 that “many touristic services
benefit from a reduced rate” is important enough to be mentioned in the main text as this provides
the main motivation for B2C customers to face a lower VAT and hence affect the motivation of
travel agent suppliers to act as agents rather than a principal.

approach we would not be able to cover

at least 10 MS.

The comment on expanding the

methodological discussions is well noted.
We will extend the discussion, including
the impact of exemptions/right to deduct

input VAT.

We noted well the problem with
consistency of the wording used for

“taxpayers”. In the Final Reports, we will
narrow down the number of terms used

and add some additional explanation.

We expanded the description of the
interlinkages between various
components of the VTTL and added
additional subsection discussion the
magnitude of revisions.

Clarified.
Corrected.
Clarified.
Clarified.

That is an interesting example that we
added.
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VAT gap in the EU

RESPONSE

8.

10.

In Section V.c., while for the experienced reader it is understood the household survey is one of the
“different data sources” it would be helpful to mention that explicitly in the text.

In section V.d. on the actional policy gap on the treatment of financial services, there is a mention
of China’s VAT treatment of financial services. It may be also useful to mention that Sri Lanka also
collects VAT from financial services using the “Profit-Plus Method”, i.e., VAT Liability is calculated
as Net-Profit before Income Tax /less Economic Depreciation plus Book Depreciation pl/us Labor
Costs.

In Section Il there is a discussion on how inflation may have played a role in VAT receipts. It would
be useful to explain the impact of inflation also on businesses having to register due to crossing of
VAT threshold purely as a result of inflation and affecting the VTTL estimates.

10) Indeed, this is another driver that we
have now mentioned.

Case Studies

1.

The Case Studies discussed in the interim report are repeated from the previous report. It is not
clear if this was intentional, and the purpose was to dig deeper into the factors that contributed to
the success. As mentioned earlier in my comments on the methodological approach, it would be
useful in the case studies to ask member states for sector wise revenue and compliance
information.

In Section V.a. the case study on COVID-19 and the VAT gap, page 73 refers to the compliance
improving in Spain, Greece, Austria and Malta when from the Figure 32 it only appears that it has
improved only in Austria and barely in Greece. Please clarify.

Section VI.c. estimation of the impact of ecommerce and digital payments on VAT compliance gap
is a useful effort.

1) Two of the three case studies are
repeated from last year’s report. This
was intentional to a) follow-up on the
developments observed such as the
impact of lowering the effective rate in
Germany considering the new estimates
for 2022, and b) dig deeper into the
underlying mechanisms. To achieve b)
we perform several expert interviews,
especially from the industry to get their
on-the-ground opinion on the
developments observed and
hypotheses stated.

We agree that it would be useful to
know sector wise revenue and
compliance. However, for our case
studies, experts from the industry
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(associations) in selected Member
States are interviewed. They are best
suited to answer our qualitative
questions outlined above.

2) Concerning Spain there was a mistake
in the figure (same compliance
improvement in between 2019/2020 and
2020/2021). We have corrected that.
Between 2019 and 2020 the VAT
compliance gap in Spain improved by
2.4 pp from 7.9% to 5.5% which we
think is notable. Concerning Malta, the
gap improved from 29.3 to 27.5 which is
less significant but nevertheless
constitutes an improvement.

Refinements
Thank you for this comment. We added
a separate section devoted to the
magnitude of revisions.

The refinements in the methodology are very useful and would go a big way to make the estimates
better. Regarding the quantification of qualitative limits of non-deductibility (Table 9) one suggestion
would be to provide some background on how the quantification has been done by showing some
examples of law and their categorization into negligible, minor, moderate, or major.

Policy Ga
yLap 1) Indeed. The Final Report will contain the

1. It would be useful to clarify if there are any exemptions in supplies that are B-B that could estimates of the exemption gap and their

potentially generate a negative policy gap. components. For Member States, where
specific exempt services are provided
2. Policy Gap breakdown into its various components shown in figure 23 in the 2023 report may be mostly in B2B transactions, the gaps are

replicated for the current report as it provides useful information to the reader.
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negative, which we will explain
discussing the underlying drivers.

2) Thank you. We will replicate these
components. After some additional
discussions with the Commission, we will
also add the additional element of the
‘transport services gap’.

VAT Compliance Gap 2022 vs 2021 (Chapter V) The Final Report and individual country
pages will seek to explain these changes
Table 7 shows the compliance gap changes between 2022 and 2021. It would be useful to sort this in addition to case studies looking at

table by the gap change to allow the reader to better understand easily which countries have done
better and which have done worse. Further it would be helpful to understand what factors may have
led to these changes in these countries. For example, what may be the reasons for the drop in the
gap for Cyprus by 8.7 pps and the rise in the gap for Slovenia by 5.9 pps? (please correct the text in
page 39 which refers to the range as “-8.7pp to 5.6pp”)

some specific drivers on non-
compliance.

Thank you for spotting the error, which
has already been corrected.

Dissemination of the Results

Thank you for re-assurance. We are on a

The creation of an interactive website would greatly help to make the report accessible to a wider ) :
right track to set such website.

audience. This also allows the provision of detailed methodology and additional materials to those
who want to go into the finer details. This is an excellent effort.

General Comments
1) Corrected.
1. The definition of propexes may be provided before it is first referred to in the text Section 1 Bullet 2

rather than in bullet 4. 2) Thank you!

3) We concur and will adjust the order in

2. The section on the possible impact of COVID on VAT collection as well as the VAT gap is the Final Report.

excellent.
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3. Section VII, the individual country report may provide the VAT information right at the beginning as
| believe that is the main focus of the report. The macroeconomic drivers may follow later.
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VAT gap in the EU

COMMENT RESPONSE

Stefano Pisani

The 2023 report on the VAT gap in Europe is clear, well-structured, and covers all the major aspects with respect to VAT gap
estimation and analysis. The authors were faced with two challenging issues, on the one hand the turbulence in the time
series induced by the pandemic shock and on the other hand the loss of information due to the absence of the “Own
Resources” database, which was a very important source of information on tax rules and tax base structure in past editions.
Both topics were comprehensively covered, providing in-depth analyses and detailed methodological notes.

The report provides a exhaustive picture of the VAT gap, considering both the compliance gap and the policy gap, and this
approach is very informative for better understanding trends in actual VAT revenue. It is worth noting the novelty introduced
in this edition regarding the breakdown of the rate gap by products, which is very important to better understand the impact
of changes in national legislation on annual changes in actual VAT. Regarding the policy gap analysis, | propose a terminology
revision of not using the term “ideal notional revenue” when it comes to total VAT revenue, because there is no consensus to
consider a VAT system without exemptions and reduced rates as ideal. Terms such as "theoretical notional revenue”,
"standard notional revenue” or something similar could be more adequate.

From a 'policy' perspective, the detailed policy gap analyses provided by the report could be very useful for the EU
Commission to better quantify the impact of different VAT legislation among member states on revenue and to improve the
process of VAT harmonization across the EU.

A great effort was also produced to investigate the factors influencing the VAT compliance gap to deepen the turbulence of
the estimates in the 2021-2023 period. The results illustrated, although they do not lead to definitive conclusions, provide
valuable information to understand more about the phenomenon and supply useful empirical evidence to further develop the
theoretical analysis on the topic. In addition, the analyses stressed the need to examine more detailed macroeconomic data
to better understand the cause of the VAT gap, which may be hidden if only trends in household consumption or GDP in total
are considered.

Thank you very much for your
thorough review.

In communication with the
Commission it was decided the
the term of the notional ideal
revenue will be carefully
analysed and revised in the
next year’s study.

Following the comment made,
the study team included
additional explanation and
caveats regarding unavailability
of the stock of VAT credits for
certain periods and Member
States.
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Conducting interviews with experts to investigate the factors that influence the VAT gap is noteworthy not only for the opinion
it gathers, but also as a measure to further bridge the cultural gap between gap analysis and the people that address these
issues in practice. It is a good practice to align gap analysis with real problems related to noncompliance, and this could
provide some useful insights to the Revenue Administration as well.

From a general point of view there is a common consensus among experts related to the positive impact of digitization, both
of revenue administration and the supply of goods and services, on VAT compliance. The experts also pointed out that for
digitization to have a positive effect, it must be characterized by high-quality digital solutions, adequate infrastructure
endowments and adequate know-how of the tax administration. This implies that public administrations must adjust their
organizational processes and direct their search for human resources toward professionals who are able to meet these
requirements demanded by digital solutions. These aspects could suggest important practical actions that could be
implemented by the European Commission.

The revised version of the estimates for the years 2020, 2021 depicts a more realistic development of the EU VAT gap, in
particular the upward revision in 2021 is the result of a better calibration of the policy parameter, which greatly affected the
pandemic and post-pandemic period. Some minor problems remain, highlighted by some negative VAT gaps in 2022, which
are patently unrealistic and should be better analyzed in the future. The methodology for assessing the credibility of VAT
compliance estimates, outlined in Appendix B, will help this fine-tuning process and is a best practice in the dissemination of
this type of estimate.

The lack of information on VAT credits carried forward to the next period to offset future credits should be mentioned in
Chapter VII, and hopefully also in the introduction, as an unresolved issue in the VAT gap methodology. This major drawback
is not new but has persisted since the inception of CASE estimation and is due to the rules for calculating actual VAT
established by the ESA regulation. Disregarding the carryover of VAT credits alters VAT gap estimates in short-term
fluctuations, and this error could be very important in the presence of a major shock such as the COVI-19 pandemic. In fact,
the sharp drop in sales in some sectors and the subsequent bouncing back, due to restrictions introduced to counter the
spread of the contagion, could also have caused an abnormal trend in the time series of the stock of VAT credits (in Italy this
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stock decreased by -674 million in 2020 and increased by more than 4 billion in 2021) and consequently bias the rate of
change of the VAT gap.

Chapter 1. Economic context

Chapter 1 provides information on key EU macroeconomic indicators and the impact these indicators have had on VAT
revenue (first section) and VAT compliance (second section).

In Figure 1 in Section l.a., total EU VAT revenue is correctly compared with household consumption and EU GDP both
expressed in nominal terms, but in the following text real GDP growth is cited as a proxy for the performance of the overall
tax base. This statement is incorrect, because the correct proxy for the rate of change in the overall tax base is the rate of
change in GDP in nominal terms, and it seems to contradict Figure 1. From a general point of view, real GDP growth can be
taken as a proxy for total revenue growth when a causal analysis is conducted, but Section l.a. shows only a descriptive
analysis, in which case only nominal trends in macroeconomic indicators should be taken as a proxy for revenue growth. In
fact, correctly, in the remainder of the section the description of trends in macroeconomic indicators in real terms is associated
with the description of inflation trends.

The same confusion also affects Table 1, where it is not clear whether it refers to the deterministic impact of macroeconomic
indicators on VAT or the causal impact. If it is intended to emphasize the deterministic effect, it should change the column
heading to impact on potential VAT and change all comments in the rows accordingly. Also, when referring to the real
variables (GDP and household consumption), it could change the comment to “Strongly correlated with growth in the potential
VAT base in the absence of significant price changes.” Finally, | suggest differentiating the correlation with GDP and
household consumption, as the latter (I believe) is stronger than the former. If you mean to emphasize the impact of causality,
the table is a bit confusing because there is a strong correlation between the mentioned variables. | suggest devoting Section

We have taken this comment on
board and adjusted the world
GDP growth rate to be based
on nominal GDP rather than
real. With regards to the write-
up section on the EU that
covers GDP we will continue to
cover both nominal and real
GDP but highlighted that
nominal GDP is a proxy.

These adjustments have been
made to table 1.
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I.a to explaining the macro variable on potential VAT and moving the correlation analysis to Section I.b, which is specifically
focused on VAT compliance trends.

It might be useful to mention at the beginning of section l.b. that the sharp decrease in the 2020 VAT gap was driven by the
dynamics of 10 countries that experienced a decrease in the VAT gap of more than 38 percent in a single year (Belgium,
Bulgaria, Czech Republic, Estonia, Ireland, Italy, Cyprus, Luxembourg, Austria and Poland, see Chapter V.).

In the same section, the following factors affecting the VAT gap are mentioned, among others: household final consumption
by category, sectoral growth patterns in an economy, and the tourism sector. Basically, these are not three different factors,
because the first two are the two sides of the same coin (from the production and demand approach) and the third is a
component of the sectoral growth path. All these components can be cited as structural changes in consumption behavior
that can be analyzed from both the demand side (household consumption) and the supply side (sectoral growth patterns in
an economy and, in particular, in the tourism sector).

Figure 14 does not seem to support the previous statement (“there was an increase in online sales orders during the
pandemic in the EU27, with online sales increasing to 19.8 percent of all orders, from 18.1 percent in 2019 (Figure 14)),
because the share of online sales seems constant over the period, | suggest better clarifying or changing the format of the
graph in Figure 14 (e.g., rate of change?)'.

| suggest moving the section on “Economic Developments and Compliance in Different Countries” to the beginning of
the paragraph, because the unclear relationship between nominal growth in total household final consumption and the VAT
compliance gap (figure 15) is the reason for the more detailed analyses outlined in the paragraph.

This has been added as a
footnote.

We have adjusted the bullets to
account for this comment.

We have removed this chart as
it was causing confusion.

After some more elaboration we
decided not to move this to the

start of the section as it is more
a concluding point.
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Chapter Ill. VAT compliance gap in EU

Section lll.a. Section Ill.b. mentions the composition effect. This effect is clearly visible in Figure 17, from Section lll.a.,
comparing the VAT gap as a percentage of the VTTL of EUR27 and EUR28 in the years 2018 and 2019. In both years, the
former is higher than the latter and this is mainly due to the exit of the United Kingdom, which has a lower VAT/VTTL gap
ratio than the average of all other countries. This aspect could be mentioned to better explain the composition effect.

Section lll.b, The analyses of the impact of the tourism and hospitality sector on the VAT gap during the COVID-19
pandemic is very informative and sheds light on important aspects of the causes of VAT gap compliance trends, but there is
an significant issue to mention. Trends in the absolute value of the VAT gap, Figure 22, provide no information on compliance
trends because the absolute value is affected by the business cycle and changes in tax legislation as well as changes in
compliance behavior. If we want to focus on changes in compliance behavior, we need to use only the ratio of VAT gap to
VTTL (relative compliance gap). Thus, if the relative compliance gap in tourism destinations, in 2020, has not decreased, it
means that the composition effect relative to the tourism sector has not been able to influence the total relative compliance
GAP and this might happen mainly because of 2 aspects (which might be associated):

1. There are other sectors with a higher non-compliance ratio than the tourism sector that did not reduce their share in
the total economy during the pandemic.
2. During the pandemic, taxpayers changed their behavior, in the sense of increased noncompliance behavior.

VAT compliance in Germany. The two paragraphs that follow Figure 24 may confuse the reader, because the first states
that “the compliance rate is negatively correlated with the statutory tax rate itself” and the second writes “the EC/CASE report
found that classical tax theory could predict the positive relationship between a country's VAT burden (measured as VAT
revenue divided by GDP) and its VAT compliance gap.” | would suggest always referring to the VAT compliance gap and
then always referring to the positive correlation (or vice versa). Also, it would be better to replace the term “negative
relationship” with “negative impact,” because the term relationship could be confused with correlation.

Please rephrase the statement “Descriptive statistics support the hypothesis that a higher VAT rate leads to lower VAT
compliance” as “Descriptive statistics, although not providing conclusive evidence on the causal effect, support the hypothesis

We agree that business cycles
etc. impact the data displayed in
Figure 22. We decided to keep
the figure as it is to pick up the
storyline presented in last years
report. However, we have
included this argument and
used it as a bridge to the
subsequent sections that refer
to the VAT compliance gap (%
of VTTL).

Second paragraph: We inserted
the sentence suggested. We
have included the formula
applied.

Concerning success stories: We
have added the reduction on
unintentional errors to the text.

Regarding the rationale behind
choosing instrumental variable,
that has already been explained
under the heading “Estimation
approach”.
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that a higher VAT rate leads to lower VAT compliance.” In the comments to Figures 25(a) and (b), please explain how VAT
compliance is calculated in terms of the VAT gap, | guess something like 1- VAT gap?

The section does not provide an explanation of the relationship between VAT rate change and VAT compliance, but this was
not the purpose of the analysis, which cannot achieve this result using descriptive statistics and the expert survey. As clearly
pointed out at the end of the paragraph, the purpose of the analysis is to provide evidence to identify the multiplicity of factors
that could influence VAT compliance.

lll.c. Success stories on increasing compliance and associated measures

Figures 29 and 30. A good point to support the analysis of the impact of electronic VAT returns (such as SAF-T) and online
cash registers on VAT compliance is that they were introduced in each country in different years, and this can eliminate the
bias due to the effect of the international business cycle and consider the different trends of VAT compliance in the EU.

Decisive factors impacting VAT compliance and the effectiveness of measures. Experts highlighted, among others, the
following points to explain the different impact of digitization on VAT compliance: 1. measure design and the quality of the
digital solution as a key aspect, 2. the general public digital infrastructure, 3. the 'IT infrastructure and related know-how of
the Tax Administration. These aspects are of key importance and are mentioned in the general comments.

At the end of the section, you mention three main areas that may have an impact on VAT compliance and the effectiveness
of recently introduced measures, based on interviews conducted by experts. | wonder why you did not elaborate on the
relevance of reducing unintentional errors, which is one of the most cited components of the tax gap. Could you say something
about that?

Have edited the last paragraph
to include this explanation.
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lll.d Impact of e-commerce and digital payments on VAT compliance.

Estimation approach. | suggest to explain your rationale for choosing instrumental variables in the first stage of the model.

The panel regression results seem reasonable and in line with several theories on this issue. One possible explanation for
the positive net effect of e-commerce on VAT compliance could be that small-scale evasion by unregistered suppliers was
widespread before the growth of e-commerce and, although smaller in unit size, its amount was higher than that of fraud.
This is also related to the fact that conducting checks on small businesses is very costly for tax administrations.

V. VAT compliance and policy gaps — individual country assessment. In the country assessment paragraphs, | suggest
adding an additional chart comparing the policy gap and the compliance gap, both divided by household consumption (or
GDP) and the ratio of active revenue to household consumption (or GDP). This graph provides an effective overview of how
policy parameters and noncompliant behavior affect VAT revenue performance.

Annex C provides a very detailed analysis of VAT deductibility in the accommodation, catering, entertainment, library, cultural
gambling, sports and recreational services sectors. The proposed new procedure is a significant step forward from the
previous one in terms of accuracy and reliability of data sources.

The refinement of the treatment of propex coefficients is explained in the same Annex. Estimating propex is a very
challenging aspect of the VAT gap methodology, both because of the significance of this item in the total (about 19 percent)
and the difficulty of finding reliable data sources. The review process was based primarily on an analysis of the VAT legislation,
supplemented by a very detailed country-by-country description (Table 101). To further refine this approach, | wonder if it
would be possible to ask member states to provide the exemption rate, by sector, resulting from the VAT forms.

The differentiation of weighted average VAT rates for domestic and intermediate consumption is a very important topic
from a methodological point of view, but the way it is presented in the report appears difficult to read, especially since
transactions within the productive chain are taken into account that these are difficult to identify when using the VAT gap
estimation model based on demand data. To further clarify | suggest specifying at the outset where the problem impacts on

Thank you for these comments.

As recommended by the
reviewer, we have already
requested detailed figures
regarding the exemption rate by
sector (these values are listed
in the second column). The
sources of these figures,
whether from national accounts
or tax returns registers, are
often unknown; therefore, we
have validated them to ensure
accuracy.

Regarding methodological
considerations on rate
differentiation, we have revised
the text to enhance readability.
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the formula [5], illustrated in Sec. VlIb, and when laying out the individual cases, financial service, rent of building, etc., | For travel agents and tour
accompany the explanation with simplified diagrams of the productive chains and where the problems impact. operators, the refined treatment
results from aligning ESA
standards with VAT legislation
and the scope of TOMS. In
most cases, travel agents are

Assessment of household final consumption liability modelling subject to TOMS, whereas tour
operators are not.

Please verify if the VAT legislation of tour operator is consistent with the ESA rule. According to the ESA rules the revenues
of travel agencies consist mainly of fees and commissions charged, whereas revenues of tour operators consist of the full
expenditures made by travelers.

To update the contingency matrices in the future you could use instead of the RAS in method the Stone method (Stone,
Champernowne, Meade (1942), “The precision of national income estimates,” Review of Economic Studies, vol. 9, pp. 111-
125), which allow the matrices to be balanced according to a system of variances and covariances representing the reliability
of individual cells.
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Sebatian James, Professor of Practice in the Sanford School of Public Policy, Duke

The final draft has incorporated most of my suggestions sent during the previous draft especially elaborating | Thank you for your thorough review.
the methodology of computing the VAT Compliance Gap.

The Methodology section may benefit by using a language that is more accessible to someone who is not | Thank you for sharing the VAT primer. While a
necessarily well versed in the operation of a Value Added Tax. In my opinion, students of taxation and policy | significant revision of the methodological
makers without a deep knowledge of taxation may find the methodology a little difficult to understand. | have | descriptions may not be feasible this year, the
attached along with my comments a short VAT primer to the authors who may decide to adopt it, modify it, adjustments based on the VAT primer will be
or prepare one themselves. reconsidered next year.

To a lay reader, given the excellent analysis and the methodology, a natural question would be if the VTTL | Unfortunately, the consumption based approach
could be available by sector. Is this possible to do and if not, what are the data or methodological limitations | allows to break most of the VTTL components
that do not allow us to do it? only by group of product ad services. To derive
the sectoral VTTL, so called, production-side
approach would need to be introduced.

The team has analysed the feasibility of this
approach. Unfortunately, as it is more data
intensive, required data would likely be
unavailable for many Member States.

Case Studies are an excellent way to add value to the quantitative analysis. | appreciate the effort. Thank you.

Very good analysis of the impact of macroeconomic, especially inflation, and geo-political factors impacting | Thank you.
the VAT base.

Best practices on visualization - (example - Figure 6). | appreciate the effort. Thank you.
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In Page 14, 1b. in the bullet point “Household final consumption by category — household final
consumption in service categories can impact compliance negatively, as the services sector can be more
complex to tax effectively compared to traditional taxable goods.” Perhaps, the word “difficult to tax” would
be more appropriate. Similarly the bullet point on E-commerce, you may use “difficulties” in place of
complexities. Alternatively you may write, “as the services sector can be more complex and hence more
difficult to tax effectively compared to traditional taxable goods.”

Wording was adjusted to consider this comment.

Page 15, last sentence of the last paragraph,

“The share of household final consumption on services has remained unchanged, which can affect VAT
compliance, as the services sector can be more complex to tax effectively compared to traditional taxable
goods.”

It is not clear if this is what was intended as the discussion in the previous paragraphs was pointing to an
increase in the share of the service sector. Perhaps, you wanted to say that overall, the share of household
final consumption on services has remained unchanged, but that for certain parts of the sector such as
restaurants grew. (which is discussed on the following paragraphs). Perhaps you are making a subtle point
which is not coming through.

Wording was adjusted to consider this comment.

Figure 14 (share of turnover from online sales) does not appear to convey much information due to the
selection of the chart. A line chart may be more appropriate.

This chart has been removed to reduce confusion

Figure 15 looks at correlation between the household final consumption growth and the vat gap growth for
2022 and 2021. Could you mention the correlation coefficient in the paragraph?

We refrain from including this in the text as it was
confusing for the Commission and have also
removed it from the chart.

Page 23 policy context section. In the last paragraph, a mention has been made of “VAT groups” in Poland.
Please explain what this is in the text or in a footnote.

Explained as advised.
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Page 30 last paragraph when read with the figure Figure 22 is confusing. You are making a subtle point. In
general the change in VAT compliance gap for tourist destinations is lower than for others (except for the
COVID year). You are discussing the first difference in the VAT Compliance gap (not sure if this is the
percentage point change or percentage change). Even if this is clarified you may need to explain this second
order effect more clearly.

We agree that the section is quite confusing. As
it does not add much to the main analysis we
decided to shorten it significantly.

1.b. In the discussion on Tourism, as mentioned above, this would benefit from an estimation of sector-wise
VAT Compliance Gap.

We agree. However, unfortunately sector-wide
compliance gap estimates are not available.

Page 36: In the first paragraph you use the term VAT compliance (and in the figures 25 and 26). As you have
previously referred to “VAT Compliance gap”, you may make it clear that you are looking at “VAT Compliance”
(and not the gap) as defined by % of VTTL (or another measure you are using).

We have inserted a footnote and highlighted the
measures used to draw the readers attention to
the use of both indicators

Figures 25 and 26: These are important figures. | would suggest that the labelling be more precise to indicate
you mean “VAT Compliance 2020 — 2019” and “effective VAT Rate 2020 — 2019” or “VAT Rate 2020 — VAT
Rate 2019”. Because some readers may interpret this as 2019 minus 2020.

We are not sure what you are referring to. We
have inserted a note below Figure 25 explaining
the variables presented in more detail.
Moreover, the caption of Figure 26 has been
modified.

Section lllc. And Figure 27. It would be useful to show the VAT collection during the period for the countries
being discussed.

Could you elaborate why you think that would
be a good addition? We think the case study is
quite complex and extensive already. Thus, we
tried to really streamline the information
displayed and only show the most relevant data.
Adding more information might water down the
main messages.

Section lllc. This is an excellent discussion of the measures that were undertaken in some countries and | Thank you.
their potential impact on compliance.

IV. The discussion on VAT Policy Gap is very helpful for policy design. Thank you.
V. Country analysis is very helpful for the policy makers by giving an accessible summary of their country’s | Thank you.

performance.
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VII. VAT Compliance Methodology great addition. The methodology is well established and correct.

Thank you.

VII. It would be helpful to mention how the VAT registration thresholds on the VTTL.

Thank you.
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
si
sK
FI
SE
UK

EU28
EU27

2016
32 263
5058
15 601
29 497
241 411
2092
14 028
19 075
74 791
169 312
6 544
138 932
1713
2372
4097
3503
12 344
950
50 500
29 768
38 733
17 890
17 423
3 506
6 783
20 679
44 017
187 922

1190 804 | 1232897 1273302 1315010
1002882 1049 254 1084863 1124789 1034227 1153848 1276 601

2017
33 887
5323
16 926
30776
249 693
2 305
14 107
20 663
80 133
178 555
6 886
140 593
2128
2548
4426
3561
13 682
1050
53 024
30 909
42 897
18 653
18 249
3620
7125
21723
45 811
183 644

Table 108: VTTL (EUR million)

2018
35 364
5630
18 560
32 004
258 511
2469
15 168
20 503
82 896
182 436
7 389
139 532
2235
2826
4 637
3 845
14 422
1200
59 060
31954
47 095
19734
19 181
3940
7 552
22 204
44 515
188 440

Source: own calculations, download underlying data.

2019
36 468
6 239
19 567
32 598
266 666
2628
16 292
20 240
86 066
189 922
7392
140 704
2350
2944
4 872
3 889
15 655
1288
65 337
32 594
49 215
20 543
21125
4197
8 168
23 047
44 782
190 221

2020
33 590
5993
18 162
32 466
235 866
2595
15 326
16 461
73 911
176 118
7034
125728
2132
2900
5029
4102
14 617
1160
64 720
29 877
47 363
18 105
21003
3753
7 995
22720
45 497

2021
36 809
6 930
19 376
35 371
271427
2 891
16 637
18 369
85773
197 189
8 585
135734
2325
3208
5562
4515
15 988
1343
69 024
31473
52 260
19 995
23798
4 455
8 540
24 273
51 999

2022
40 501
8432
22 822
38 943
298 557
3 461
19 238
21580
96 787
212 146
10 112
154 879
2688
3833
6610
4 963
17 505
1605
75919
36 643
52 046
23 011
27717
5144
10 025
26 443
54 993

2023
42 334

24 651

3 694

101 226
226 947

164 206

4113
7192
5337

1777
81754
39 371
61434
24 456
32 349
5616

26 673
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Table 109: Household VAT liability (EUR million)

2016
18 522
3735
9 900
17 289
145 894
1437
7 816
14 745
55178
99 691
4792
99 315
1121
1868
3 394
1423
9033
542
26 218
19 885
27 434
13 345
10 946
2575
5 054
11 575
22 604
124 841

760 169
635 327

2017
19 148
3 986
10 661
18 062
149 768
1525
7278
15 827
58 709
102 853
5079
100 344
1231
1963
3 664
1450
9528
588
27 205
20 658
30 211
13791
11 495
2679
5437
11 830
23 327
122 972

781 259
658 288

2018
19731
4 057
11 457
18 836
153 562
1628
8014
16 604
60 170
106 028
5 353
102 153
1298
2075
3 846
1540
9 541
633
30 541
21 358
32 277
14 455
12 362
2840
5732
12121
22 877
126 962

808 051
681 089

2019
20 208
4424
11 855
19 202

157 605

1715
8612
16 239
61 266

108 486

5411

103 383

1341
2132
3995
1558
10 145

656
33 955
21789
33 968
15052
13 090

3025
6 028
12 205
22789

128 370

828 504
700 134

2020
18 268
4192
10 550
18 630

132 962

1658
7 947
12 632
48 848
98 380
4 652
88 716
1107
2044
3 951
1474
8 963

468
32 529
18 965
32 579
12 839
12 168

2645
6 001
11 684
22 653

617 503 | 684 658

2021
19 979
4 946
11272
20 259
151 156
1859
8 875
14 175
56 806
108 908
5920
93124
1282
2280
4428
1698
9 862
548
35 451
19 128
36 120
14 017
14 063
3125
6 308
12 570
26 502

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
22 158
6 029
13 579
22 217
168 180
2269
10 194
17 117
64 018
119 284
7221
107 716
1533
2876
5165
1934
10 889
731
40 077
23 296
34 794
16 978
16 530
3611
7 533
13748
27 797

767 475
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Table 110: NPISH and government VAT liability (EUR million)

2016
1272
145
799
687
6 825
64
202
688
2494
1695
195
2343
27
56
44
33
362
47
571
947
1743
487
793
85
98
504
1768
3733

28708
24 975

2017
1401
152
788
714
6 924
68
194
734
2715
1737
216
1689
26
66
46
43
422
53
568
958
1821
5356
718
83
98
489
1821
3527

28 604
25078

2018
1472
175
896
711
7199
76
667
674
2894
1777
191
1597
28
69
43
37
474
57
489
1486
1958
550
769
97
132
520
1827
3428

30 293
26 865

2019
1532
196
974
733
7 648
86
727
702
3107
1835
192
1605
29
69
52
38
608
64
713
1533
2094
598
907
99
104
565
1904
3 656

32 371
28 715

2020
1572
230
999
757
7 443
87
811
844
3101
1769
485
1975
33
73
52
41
731
75
700
1587
2147
601
980
107
103
566
1 906

29775

2021
1704
271
1037
814
8 640
96
883
865
3 288
1936
541
2072
40
81
60
47
731
82
763
1738
2416
631
1005
117
115
604
2095

32 670

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
1 864
287
1099
822
9 052
107
974
773
3480
2010
578
2332
44
83
65
47
742
84
831
1854
2636
663
1088
122
128
714
2096

34 574
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Table 111: Intermediate consumption VAT liability (EUR million)

2016
7017
586
2940
6 933
47 417
263
3820
2006
8 5562
30 568
970
21634
401
323
409
1138
1692
277
13 687
4183
5847
2732
1729
469
877
4 396
10 569
40 605

222 037
181 433

2017
7 331
645
3 206
7 209
49 274
319
4492
2189
10 204
32 095
991
22 324
441
347
439
1189
1882
311
14 220
4317
6 384
2925
1837
461
908
4 651
10 815
38 441

229 847
191 406

2018
7815
761
3 506
7 439
52 101
344
4121
1873
10 634
32 866
1015
22 371
466
442
456
1384
2 040
387
16 346
4 385
7 401
3055
2 095
519
966
4737
10 628
38 807

238 958
200 151

2019 2020 2021
8215 7 664 8 464
819 770 887
3716 3624 3 881
7635 7771 8 451
54109 52132 61620
380 364 409
4 504 4 309 4 582
1901 1834 1931
11367 11424 13234
34213 | 33804 @ 38795

1019 850 997
22629 | 22328 @ 22703
502 507 491
500 496 539
499 548 632

1471 1 581 1659
2181 2164 2472
449 504 573
17652 18177 18873
4 574 4 637 5 387
7 644 7144 8 088
3220 3 081 35625
2279 2 556 2749
560 541 630
1163 1078 1311
4 850 4943 5544
10857 11205 12388

38 869

247775
208 906 206 035 230 814

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.
Source: own calculations, download underlying data.

2022
9203
1072
4 552
9 464
65770
489
5 156
2113
15 606
41 146
1167
24 689
508
628
771
1741
2767
626
19675
5772
8177
3349
2903
708
1447
5903
13 026

248 428
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BE
BG
(04
DK
DE
EE
IE
EL
ES
FR
HR
IT
cYy
LV
LT

LU
HU
MT

NL
AT
PL
PT
RO
sl
SK
FI
SE
UK

EU28
EU27

2016
4 808
585
1971
3828
39 483
318
1995
1356
7 891
32 168
567
13 883
159
175
470

625
1099
58

9 481
3284
3139
941
3638
303
763
3513
8 486
17 396

162 383
144 987

VAT gap in the EU

Table 112: GFCF VAT liability (EUR million)

2017
5319
532
2275
4025
41 422
381
1839
1605
7758
36 803
586
14 625
427
217
526

580
1658
71

10 487
3437
3 890
1031
3950
329
680
3987
9 307
16 997

174 745
157 748

2018
5653
641
2786
4 225
44 735
420
2073
1047
8 356
37 305
820
13 696
413
293
570

565
2234
102

11272
3416
4 824
1187
4018
402
761
4 300
8 857
17 269

182 241
164 972

2019
5769
810
3 097
4 228
46 525
444
2113
1059
9 407
40 328
785
15098
445
299
646

462
2652
110

12 533
3524
4 866
1230
4791
427
915
4819
8912
18 516

194 813
176 296

2020
5 541
791
3 095
4437
42 631
489
2083
888
9788
37 900
1021
14 588
452
338
810

724
2730
106

12 921
3611
4 872
1283
5176
402
860
4 927
9493

171 955

2021
6 103
813
3294
4 878
48 618
528
2099
1110
11714
43 209
1097
19719
472
365
785

664
2877
126

13 542
3 851
4 954
1473
5845
512
852
4 926
10 751

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
6 573
1027
3 661
5322
53 886
596
2722
1236
12 808
44 976
1107
22190
549
312
948

763
3071
148

14 836
4163
5578
1608
7 007
627
967
5404
11794

195178 213 880
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
('
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
sK
FI
SE
UK

EU28
EU27

2016
644

-9
761
1791
11
195
281
675
5190
20
1758

- 49
- 220
284
158
27
543
1469
571
385
317
74
-9
691
590
1347

17 507
16 160

Table 113: Net adjustments (EUR million)

2017
688
7
-4
777
2304
12
303
308
746
5067
13
1611

-45
- 249
300
191
27
545
1539
591
372
250
68
2
768
541
1707

18 441
16 735

2018
693
-3

- 86
792
913
2
293
305
842
4 461
10

- 285

29
-53

-279
319
134
22
411

1310
635
487

- 65
83

- 38
527
326

44 209

55 994
11 785

2019
744
-9

-75
799
779
3
336
339
919
5 060
-16
-2 011
33
- 56

- 319
360
69

484
1175
643
442
57
86
- 43
609
321
810

11 548
10 738

2020
545
10
- 106
871
698
-2
176
264
751
4 265
26
-1 879
33
- 51
- 333
281
31

394
1077
620
302
124
58
- 47
600
241

8 958

VAT gap in the EU

2021
559
13
- 107
969
1394

198
289
731

4342

30
-1 885
39
- 57
- 343
447
46
14
395
1369
682
349
136
71
- 45
629
263

10 527

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
702
16
-70
1118
1670

192
340
875
4730
39
-2 048
53
- 66
- 339
478
36
17
500
1558
860
412
189
76
- 50
674
279

12 244
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
sl
SK
FI
SE
UK

EU28
EU27

2016
28 750
4417
13 101
26770
218779
1975
12 603
14 333
70 214
154 490
5991
102 086
1654
2032
3028
3148
10 595
712
47 849
27 301
30 854
15 767
10 968
3318
5424
19 694
42 788
167 827

1046 469 1086 459 1132338 1176999
878 642

Table 114: VAT revenues (EUR million)

2017
29763
4873
14 703
28 049
226 582
2149
13 060
14 642
73 970
162 011
6 404
107 576
1720
2164
3310
3382
11729
810
49 833
28 304
36 339
16 810
11 650
3481
5919
20 404
44 098
162 724

923 735

2018
31053
5128
16 075
29 199
235130
2 331
14 149
15 288
77 536
168 177
6 841
109 333
1 955
2449
35622
3534
12 950
920
52 712
29 323
40 423
17 868
12 890
3763
6 319
21 364
43 403
168 703

963 635

Source: own calculations, download underlying data.

2019
31702
5655
16 931
29 892
244 111
2483
15 271
15390
79 301
174 424
7 305
111 464
2 066
2632
3 856
3 686
13 916
934
58 115
30 405
42 383
18 786
13795
3 962
6 830
21974
43 412
176 317

2020
29 058
5635
16 022
31076
221 562
2469
13 950
12 925
69 435
162 089
6 322
99 683
1786
2541
4 009
3755
13 429
849
58 971
28 149
41 856
16 804
13 368
3 553
6 749
22 005
43 981

VAT gap in the EU

2021
34 234
6 671
18 084
33772
259 435
2847
16 816
15160
82 249
185 350
7 647
120 980
2182
2880
4 688
4183
15230
1001
65 400
30 657
49 317
19 186
15 511
4 297
7 366
23 551
49 215

2022
36 031
7786
21 857
35 583
285 665
3309
18 936
18 621
92 344
199 362
8 895
138 533
2706
3639
5644
4779
17 100
1190
69 928
35543
47 672
22711
19 238
4673
8 559
25 061
51 954

2023
37 402
8329
23 860
34 614
287 249
3476
20018
19 756
94 015
205 036
10 480
139 998
2979
3748
5911
4982
18 474
1269
75 349
37 821
54 999
23870
21449
5179
9 937
25087
48 268

1000682 932031 1077907 1187 318 1223 554

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
CcY
Lv
LT
LU
HU
MT
NL
AT
PL
PT
RO
SI

SK
Fl
SE
UK

EU28
EU27

2016
3513
641
2499
2727
22 632
117
1426
4742
4577
14 822
553
36 846
59
340
1070
355
1748
238
2 651
2 466
7 879
2123
6 454
188

1 360
985
1228

20 095

144 335 146 439
124 240 125 519

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

VAT gap in the EU

Table 115: VAT compliance gap (EUR million)

2017
4124
450
2223
2728
23111
156
1047
6 021
6 163
16 544
482
33017
408
384
1116
180
1953
240
3 191
2605
6 558
1844
6 599
138

1206
1319
1713

20920

2018
4 311
501
2485
2805
23 381
138
1020
5215
5 360
14 259
548
30 199
280
377
1115
311
1473
281
6 348
2631
6672
1 866
6 291
177

1233
840
1112

19737

140 965
121 228

Source: own calculations, download underlying data.

2019
4 766
584
2636
2706
22 555
146
1021
4 850
6 765
15498
87
29 240
284
312
1017
203
1739
354
7222
2188
6 831
1757
7 330
234

1337
1073
1370

13 904

138 011
124 107

2020
4 532
358
2140
1390
14 304
126
1376
3536
4476
14 029
712
26 045
346
360
1020
347
1188
311
5749
1728
5 507
1302
7635
200

1246
715
1516

102 196

2021
2575
259
1291
1598
11 992
44
-179
3 209
3524
11 839
937
14 754
143
328
875
332
758
342
3 624
817
2943
810
8 287
159

1174
722
2784

75 941

2022
4 469
645
965
3 360

12 892

152
302
2959
4443

12784

1216

16 346

-18
193
966
184
405
415
5 991
1101
4 374
300
8479
472

1466
1382
3039

89 283

2023

4933

791

218

7211

21911

24 208

365
1281
355

508
6 405
1550
6435

586
10 899

437

1586
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Belgium
Bulgaria
Czechia
Denmark
Germany
Estonia
Ireland
Greece
Spain
France
Croatia
Italy
Cyprus
Latvia
Lithuania
Luxembourg
Hungary
Malta
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
EU27 (median)
United Kingdom
EU28 (median)

2000
7.11%
33.39%
23.83%
13.31%
9.90%
10.66%
10.25%
15.65%
6.49%
3.68%

24.21%
14.77%
25.37%
14.98%
17.62%
32.65%
16.48%
7.09%
26.29%
-0.41%
36.42%
3.61%
20.75%
6.56%
7.84%
14.77%
12.71%
14.04%

2001
11.67%
35.90%
23.07%
12.89%
12.30%
14.23%

2.27%
12.85%
8.34%
5.58%

26.24%
19.57%
28.60%
14.67%
23.52%
33.31%
15.59%
8.82%
30.37%
1.43%
43.76%
5.56%
20.62%
7.72%
8.01%
14.23%
13.56%
13.90%

2002
9.43%
43.99%
23.45%
12.26%
11.82%
14.95%
4.77%
13.70%
9.66%
7.13%

25.52%
20.63%
27.75%
12.88%
25.57%
31.62%
14.36%
5.90%
27.74%
2.13%
34.25%
5.02%
21.93%
7.25%
7.75%
13.70%
13.12%
13.41%

2003
12.61%
32.89%
25.66%
11.65%
11.58%
15.79%

6.68%
18.21%
6.79%
7.58%

29.57%
20.57%
33.12%
12.67%
21.63%
31.32%
13.76%
9.18%
26.98%
2.18%
34.13%
5.92%
14.43%
7.34%
6.91%
13.76%
10.24%
13.22%

2004
11.05%
23.70%
6.33%
11.76%
11.85%
21.66%
3.81%
18.84%
5.10%
6.42%

29.99%
21.82%
37.27%
10.43%
19.09%
36.03%
11.07%
9.61%
26.36%
2.90%
39.65%
5.77%
17.37%
8.04%
6.57%
11.76%
11.42%
11.59%

Source: own calculations, download underlying data.

2005
10.77%
19.62%
4.35%
11.02%
11.74%
12.11%
8.01%
21.68%
0.72%
6.29%

28.98%
13.99%
31.10%
8.77%
22.74%
25.23%
10.52%
9.67%
18.69%
-0.54%
29.27%
5.39%
13.92%
5.97%
6.26%
11.02%
11.65%
11.34%

2006
11.09%
16.68%
9.94%
11.10%
10.39%
8.63%
7.98%
22.67%
1.37%
6.86%

25.31%
10.27%
27.76%
8.46%
22.99%
26.00%
10.05%
11.98%
14.65%
1.84%
32.06%
4.97%
20.65%
6.40%
7.26%
10.39%
13.03%
10.74%

Table 116: VAT compliance gap (%)

2007
9.32%
22.14%
13.79%
10.78%
12.13%
7.42%
9.42%
22.34%
9.93%
6.82%

24.95%
9.76%
23.62%
10.69%
20.11%
28.94%
7.89%
10.90%
11.39%
3.33%
30.89%
6.80%
24.56%
8.95%
6.05%
10.78%
13.10%
10.84%

Backcasted series

2008
13.07%
14.07%
17.59%
12.88%
11.26%
17.40%
11.47%
20.09%
21.98%

8.62%

27.86%
24.64%
23.87%
12.50%
22.21%
28.05%
11.36%
10.87%
18.07%
4.68%
32.10%
9.05%
23.47%
9.68%
4.93%
14.07%
14.99%
14.53%

2009
13.71%
24.92%
19.17%
11.30%
8.51%
10.98%
15.81%
25.91%
34.57%
12.78%

32.96%
40.99%
34.91%
8.64%
22.00%
26.35%
16.49%
7.14%
24.20%
15.68%
44.08%
10.88%
29.83%
4.57%
4.07%
16.49%
13.86%
16.15%

2010
12.01%
21.92%
22.07%
11.70%
8.71%
12.18%
12.71%
22.51%
11.87%
7.98%

25.36%
33.19%
29.61%
8.74%
22.30%
30.45%
9.09%
9.24%
21.50%
13.28%
39.38%
8.78%
31.23%
8.27%
3.77%
12.71%
12.16%
12.45%

2011
13.37%
23.69%
17.51%
12.10%
9.99%
14.10%
12.00%
29.99%
16.26%
6.75%

28.47%
35.06%
29.77%
9.09%
22.05%
31.47%
13.51%
11.04%
21.73%
13.51%
35.27%
6.55%
25.43%
5.00%
4.49%
14.10%
10.95%
13.81%

2012
15.16%
19.39%
20.60%
11.93%
11.21%
14.23%
12.00%
24.78%
12.63%
11.04%

27.73%
26.75%
31.01%
8.62%
22.25%
32.85%
12.92%
8.33%
27.99%
15.77%
36.57%
9.54%
34.96%
4.75%
7.40%
15.16%
11.93%
14.70%

2013
13.44%
14.27%
19.49%
12.91%
11.46%
15.79%
7.02%
28.22%
14.46%
9.37%

29.08%
27.10%
31.03%
9.81%
21.67%
31.97%
13.68%
9.65%
27.53%
16.00%
36.86%
5.93%
29.65%
5.21%
4.13%
14.46%
10.84%
14.37%

2014
9.84%
20.13%
17.01%
11.50%
11.35%
12.14%
3.51%
21.85%
11.15%
9.63%

27.67%
23.56%
30.22%
10.12%
19.10%
33.07%
12.65%
8.58%
25.37%
14.06%
39.29%
9.85%
27.86%
5.46%
3.92%
12.65%
10.93%
12.40%

2015
12.91%
17.48%
17.75%
11.02%

8.68%
7.38%
9.07%
25.70%
717%
8.77%
10.92%
25.91%
23.18%
26.94%
9.11%
16.48%
23.58%
13.72%
8.05%
25.60%
13.00%
33.54%
8.02%
24.95%
4.81%
3.58%
12.96%
9.91%
12.91%

2016
11.18%
10.26%
15.36%
9.41%
8.89%
7.20%
6.59%
24.69%
7.24%
8.09%
8.40%
25.57%
17.33%
15.87%
26.11%
10.08%
14.19%
24.56%
8.90%
7.67%
21.30%
12.19%
35.94%
5.56%
19.99%
4.12%
2.31%
10.26%
10.69%
10.48%

2017
12.46%
6.06%
12.47%
9.02%
8.78%
6.79%
9.19%
28.97%
7.69%
8.60%
6.89%
22.38%
19.25%
17.29%
25.21%
3.83%
14.30%
22.35%
9.67%
7.81%
16.67%
10.23%
35.74%
4.03%
16.88%
5.43%
3.26%
9.67%
11.39%
9.95%

2018
12.19%
8.91%
13.39%
8.76%
9.04%
5.60%
6.72%
25.43%
6.47%
7.82%
7.41%
21.64%
12.52%
13.34%
24.04%
8.09%
10.21%
23.38%
10.75%
8.23%
14.17%
9.46%
32.80%
4.50%
16.32%
3.78%
2.50%
9.46%
10.47%
9.84%

Full estimates

2019
13.07%
9.36%
13.47%
8.30%
8.46%
5.54%
6.27%
23.96%
7.86%
8.16%
1.18%
20.78%
12.09%
10.60%
20.87%
5.23%
11.1%
27.47%
11.05%
6.71%
13.88%
8.55%
34.70%
5.58%
16.37%
4.66%
3.06%
9.36%
7.31%
8.96%

2020
13.49%
5.98%
11.78%
4.28%
6.06%
4.85%
8.98%
21.48%
6.06%
7.97%
10.12%
20.72%
16.22%
12.41%
20.29%
8.46%
8.13%
26.80%
8.88%
5.78%
11.63%
7.19%
36.35%
5.33%
15.59%
3.15%
3.33%
8.88%

2021
7.00%
3.73%
6.66%
4.52%
4.42%
1.53%
-1.07%
17.47%
4.11%
6.00%
10.92%
10.87%
6.17%
10.23%
15.72%
7.36%
4.74%
25.50%
5.25%
2.59%
5.63%
4.05%
34.82%
3.56%
13.75%
2.97%
5.35%
5.63%

2022
11.04%
7.65%
4.23%
8.63%
4.32%
4.40%
1.57%
13.71%
4.59%
6.03%
12.03%
10.55%
-0.67%
5.05%
14.62%
3.70%
2.31%
25.89%
7.89%
3.00%
8.40%
1.30%
30.59%
9.17%
14.62%
5.22%
5.53%
6.03%

Forecast

2023

11.65%

3.21%

14.74%
8.87%
17.82%
6.65%
28.59%
7.83%
3.94%
10.48%
2.40%
33.69%
7.79%

5.95%
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Table 117: VAT policy gap (EUR million)

2016 2017 2018 2019 2020 2021 2022
BE 35 322 36 047 37 411 39 023 39410 42 026 47 633
BG 2044 2224 2498 2615 2838 3 386 3885
cz 9429 10 252 11 822 12 943 13 181 14 789 16 521
DK 20420 21133 21450 21855 22 317 23 505 23 670
DE 192 064 199 329 204 523 213129 219928 231 650 246 346
EE 1095 1212 1232 1351 1394 1561 1754
IE 17 788 15 764 16 984 17 209 17 030 18 984 22 408
EL 19 252 19 538 19 745 21118 20 552 22 499 25 362
ES 105 685 109 854 113 564 116 145 108 282 115784 129 385
FR 192 401 198 138 202 274 205 656 206 607 213 394 225 847
HR 3603 3542 3 657 4 659 4228 4784 5674
IT 155 639 164 837 169 773 167 049 158 869 173 733 191 559
CcY 1248 1258 1515 1559 1436 1751 1978
LV 1730 1740 1917 2005 1971 2165 2272
LT 1993 2032 2240 2401 2445 2 696 3 281
LU 2062 2 382 2357 2663 2389 2 867 3059
HU 9630 11 198 12 147 13 250 12 894 13 815 15 338
MT 443 455 482 524 440 446 492
NL 55610 56 808 60 943 60 343 59 672 64 443 72 411
AT 24 152 26 203 26777 27 844 28 072 30716 32453
PL 36 546 37 700 39 300 42 265 42 760 47 413 64 611
PT 18 458 19717 20515 21 348 20747 21755 24 911
RO 8152 9 531 11 160 12 146 13 358 14 226 16 768
Si 3115 3327 3478 3690 3724 4 106 4648
SK 5225 5544 5944 6 214 6 566 7012 8 101
Fl 20 962 21617 22 393 22 866 22900 23 467 24 562
SE 37 474 38 545 38 069 37 852 38 279 40 538 39 891
UK 214742 204 839 209 664 222 069

EU28 1196 283 1224767 1263833 1301792
EU27 981 541 1019928 1054168 1079723 1072293 1143 511 1 254 822

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28 (median)
EU27 (median)

VAT gap in the EU

Table 118: VAT policy gap (% of notional ideal revenue)

2016
52.6%
28.5%
37.1%
41.0%
44.2%
33.9%
59.2%
51.2%
58.2%
53.4%
35.7%
52.1%
39.2%
41.7%
30.9%
40.1%
43.7%
31.9%
52.4%
45.4%
49.2%
51.2%
32.4%
47.0%
43.1%
50.7%
45.9%
53.1%

44.8%
44.2%

2017
52.0%
29.9%
37.4%
41.2%
44.5%
34.4%
50.0%
48.8%
57.8%
53.6%
33.9%
54.0%
37.1%
27.3%
29.7%
43.8%
45.4%
30.2%
51.8%
47.5%
46.8%
52.1%
34.6%
48.3%
43.6%
51.4%
45.9%
52.5%

45.6%
45.4%

2018
51.4%
30.7%
38.9%
40.1%
44.2%
33.3%
52.8%
49.1%
57.8%
52.6%
33.1%
54.9%
40.4%
40.4%
32.6%
38.0%
45.7%
28.7%
50.8%
45.6%
45.5%
51.0%
36.8%
46.9%
44.0%
50.2%
46.1%
43.8%

44.8%
45.5%

2019
51.7%
29.5%
39.8%
40.1%
44.4%
34.0%
51.4%
51.1%
57.4%
52.0%
38.7%
54.3%
39.9%
40.5%
33.0%
40.6%
45.8%
28.9%
48.0%
46.1%
46.2%
51.0%
36.5%
46.8%
43.2%
49.8%
45.8%
45.1%

45.4%
45.8%

2020
54.0%
32.1%
42.1%
40.7%
48.3%
34.9%
52.6%
55.5%
59.4%
54.0%
37.5%
55.8%
40.2%
40.5%
32.7%
36.8%
46.9%
27.5%
48.0%
48.4%
47.4%
53.4%
38.9%
49.8%
45.1%
50.2%
45.7%

46.9%

2021
53.3%
32.8%
43.3%
39.9%
46.0%
35.1%
53.3%
55.1%
57.4%
52.0%
35.8%
56.1%
43.0%
40.3%
32.6%
38.8%
46.4%
24.9%
48.3%
49.4%
47.6%
52.1%
37.4%
48.0%
45.1%
49.2%
43.8%

46.0%

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
54.0%
31.5%
42.0%
37.8%
45.2%
33.6%
53.8%
54.0%
57.2%
51.6%
35.9%
55.3%
42.4%
37.2%
33.2%
38.1%
46.7%
23.4%
48.8%
47.0%
55.4%
52.0%
37.7%
47.5%
44.7%
48.2%
42.0%

45.2%
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cYy
LV
LT
LU
HU
mMT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28
EU27

2016
27 473
1794
7994
20 042
162 031
1007
14 286
15652
79 898
145 629
2630
112 578
756
1595
1798
1186
8611
197
43710
18 430
25 590
13526
5 855
2343
4918
16 814
30 880
178 841

946 064
767 223

Table 119: VAT exemption gap (EUR million)

2017
28 057
1960
8 695
20 746
168 612
1119
12 090
15449
82 156
149 688
2608
113 563
465
1598
1850
1 304
9 662
186
44 365
20 284
25671
14 093
6 874
2497
4 883
17 474
31712
170 669

958 329
787 661

2018
29 068
2216
10 101
21025
172 706
1132
11 665
15150
84 494
152 366
2650
117 420
795
1735
2036
1232
10 074
190
46 895
17 803
26771
14 624
7 443
2613
5217
18 126
31390
174 410

981 345
806 934

2019
30 198
2306
10 932
21427
180 723
1241
12 460
15 339
85 476
152 735
3193
115 051
829
1816
2167
1475
10 997
236
48 446
18 355
28 861
15 141
8 150
2773
5439
18 431
31086
185 775

1011 060
825 285

2020
30 623
2636
11 305
22058
183 127
1301
13 412
15 298
83 841
157 787
3045
114 214
853
1813
2250
1247
10 586
201
49 061
18 076
29516
15 411
9310
2898
5778
18725
31938

836 306

VAT gap in the EU

2021
32 530
3075
12 367
23 250
196 183
1457
14 644
16 127
86 232
165 604
3 266
125 549
1051
1970
2468
1563
11 504
183
53 036
19 371
32 042
15722
9743
3204
6 067
19 088
33 900

891 197

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
36 081
3371
13 475
23 310
205711
1617
16 525
16 650
93 589
172 949
3 557
135 262
1057
1980
2835
1540
12 595
163
57 912
20 291
38 113
17 247
11 432
3 551
7 038
19 697
32 608

950 155
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VAT gap in the EU

Table 120: VAT exemption gap (% of notional ideal revenue)

BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cYy
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28 (median)
EU27 (median)

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2016
40.9%
25.0%
31.5%
40.3%
37.3%
31.2%
47.6%
41.6%
44.0%
40.4%
26.0%
37.7%
23.7%
38.5%
27.9%
23.0%
39.1%
14.2%
41.2%
34.7%
34.5%
37.5%
23.3%
35.4%
40.6%
40.7%
37.8%
44.2%

37.6%
37.5%

2017
40.4%
26.4%
31.7%
40.5%
37.7%
31.8%
38.4%
38.6%
43.3%
40.5%
25.0%
37.2%
13.7%
25.1%
27.1%
24.0%
39.1%
12.4%
40.5%
36.7%
31.9%
37.2%
25.0%
36.2%
38.4%
41.6%
37.8%
43.7%

37.2%
37.2%

2018
39.9%
27.3%
33.2%
39.3%
37.3%
30.6%
36.3%
37.6%
43.0%
39.6%
24.0%
38.0%
21.2%
36.6%
29.6%
19.9%
37.9%
11.3%
39.1%
30.3%
31.0%
36.3%
24.5%
35.2%
38.7%
40.6%
38.0%
43.8%

36.5%
36.3%

2019
40.0%
26.0%
33.6%
39.3%
37.7%
31.2%
37.2%
37.1%
42.3%
38.6%
26.5%
37.4%
21.2%
36.7%
29.8%
22.5%
38.0%
13.1%
38.5%
30.4%
31.5%
36.1%
24.5%
35.2%
37.8%
40.1%
37.6%
45.1%

36.9%
36.7%

2020
41.9%
29.8%
36.1%
40.3%
40.2%
32.6%
41.5%
41.3%
46.0%
41.2%
27.0%
40.1%
23.9%
37.2%
30.1%
19.2%
38.5%
12.5%
39.4%
31.2%
32.8%
39.7%
271%
38.8%
39.7%
41.0%
38.1%

38.5%

2021
41.3%
29.8%
36.2%
39.5%
39.0%
32.7%
41.1%
39.5%
42.8%
40.3%
24.4%
40.6%
25.8%
36.7%
29.9%
21.2%
38.6%
10.2%
39.7%
31.1%
32.1%
37.7%
25.6%
37.4%
39.0%
40.0%
36.6%

37.4%

2022
40.9%
27.4%
34.2%
37.2%
37.8%
31.0%
39.7%
35.5%
41.4%
39.5%
22.5%
39.0%
22.6%
32.4%
28.7%
19.2%
38.3%

7.8%
39.0%
29.4%
32.7%
36.0%
25.7%
36.3%
38.8%
38.6%
34.4%

35.5%
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cYy
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28
EU27

Source: own calculations, download underlying data.

VAT gap in the EU

Table 121: Actionable VAT exemption gap (EUR million)

2016
2438
17
1223
1693
28 552
223
1752
4 207
23 565
20 567
260
24 030
215
377
568
252
1493
-83
1915
2911
8218
2235
801
488
1255
2215
2608
34 296

168 292
133 996

2017
2195
-118
1 306
1764
29 571
299
1255
4603
25 552
19 662
134
22 530
0
648
588
259
2 069
- 96
2068
3601
8098
2246
1224
511
1283
2475
2968
33262

169 957
136 695

2018
2353
-39
1932
1685
29 955
292
531
4038
25 811
20718
267
23 874
196
802
653
181
2445
-114
2105
843
9353
2334
1247
575
1474
2616
3561
34 905

174 594
139 689

2019
2638
-16
2142
1652
32 577
288
1183
3940
25629
20439
599
23 869
171
736
630
287
2749
-128
1623
781
10 015
2314
1404
624
1463
2843
3609
38 451

182 514
144 063

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

2020
2604
130
1963
1734
35272
302
1538
3793
23 090
20993
612
22185
137
701
665
228
2548
- 206
1095
130
9672
2421
2288
596
1340
2645
3299

141774

2021
2 386
161
2090
1578
31252
380
1306
4422
24 831
23199
679
30 624
178
689
516
292
2674
- 251
3199
-53
9870
2312
2495
709
1304
2055
3316

152 213

2022
3068
159
2416
1347
34 205
420
1191
4572
30 437
26 710
701
34 825
96
591
627
176
2494
- 279
6 307
222
12 387
2924
2775
960
1678
2359
2908

176 280
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Table 122: Actionable VAT exemption gap (% of notional ideal revenue)

BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cYy
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28 (median)
EU27 (median)

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.
Source: own calculations, download underlying data.

2016
3.6%
0.2%
4.8%
3.4%
6.6%
6.9%
5.8%
11.2%
13.0%
5.7%
2.6%
8.0%
6.8%
9.1%
8.8%
4.9%
6.8%
-6.0%
1.8%
5.5%
11.1%
6.2%
3.2%
7.4%
10.4%
5.4%
3.2%
8.5%

6.0%
5.8%

2017
3.2%
-1.6%
4.8%
3.4%
6.6%
8.5%
4.0%
11.5%
13.5%
5.3%
1.3%
7.4%
0.0%
10.2%
8.6%
4.8%
8.4%
-6.4%
1.9%
6.5%
10.1%
5.9%
4.4%
7.4%
10.1%
5.9%
3.5%
8.5%

5.9%
5.9%

2018
3.3%
-0.5%
6.3%
3.2%
6.5%
7.8%
1.7%
10.1%
13.1%
5.5%
2.4%
7.7%
5.3%
11.6%
8.9%
3.2%
9.2%
-6.8%
1.8%
1.5%
10.9%
5.9%
4.1%
7.8%
10.9%
6.0%
4.3%
8.7%

5.9%
5.9%

2019
3.5%
-0.2%
6.5%
3.1%
6.8%
7.2%
3.5%
9.6%
12.7%
5.3%
4.9%
7.6%
4.4%
10.2%
8.1%
4.8%
9.5%
-7.0%
1.3%
1.3%
11.0%
5.6%
4.2%
8.0%
10.1%
6.4%
4.4%
9.3%

6.0%
5.6%

VAT gap in the EU

2020
3.6%
1.5%
6.2%
3.2%
7.7%
7.5%
4.8%
10.4%
12.7%
5.6%
5.4%
7.7%
3.9%
9.9%
8.3%
3.8%
9.2%
-12.8%
0.9%
0.2%
10.8%
6.3%
6.7%
8.0%
9.1%
6.0%
3.9%

6.2%

2021
3.1%
1.6%
6.1%
2.7%
6.2%
8.5%
3.7%
10.9%
12.3%
5.7%
5.1%
9.7%
4.4%
8.8%
5.9%
4.4%
9.0%
-14.0%
2.4%
-0.1%
10.0%
5.6%
6.6%
8.4%
8.3%
4.4%
3.6%

5.7%

2022
3.5%
1.3%
6.1%
2.2%
6.3%
8.0%
2.9%
9.8%

13.5%

6.2%
4.4%
9.9%
21%
6.7%
6.0%
2.4%
7.6%

-13.3%

4.3%
0.3%

10.7%

6.2%
6.3%
9.9%
9.2%
4.7%
3.1%

6.1%
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
mMT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28
EU27

2016
7 849
250
1434
378
30 033
88
3502
3599
25787
46772
973
43 061
493
1356
195
876
1019
246
11 900
5722
10 956
4932
2297
772
307
4148
6 595
35901

250 219
214 318

VAT gap in the EU

Table 123: VAT rate gap (EUR million)

2017
7 990
264
1557
388
30717
93
3675
4089
27 697
48 449
934
51274
793
142
182
1078
1536
269
12 443
5919
12 029
5624
2658
830
661
4143
6 833
34170

266 437
232 267

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

2018
8342
282
1721
425
31817
100
5319
4 595
29070
49 909
1007
52 354
720
182
204
1126
2073
292
14 048
8 974
12 529
5890
3716
866
728
4 267
6 679
35 254

282 488
247 234

Source: own calculations, download underlying data.

2019
8 825
309
2011
429
32 406
110
4749
5779
30 669
52 921
1465
51997
730
189
234
1188
2253
287
11 897
9490
13 404
6 207
3995
917
775
4435
6 766
36 294

290 732
254 438

2020
8 787
202
1876
260
36 801
93
3619
5254
24 441
48 821
1183
44 656
583
159
196
1142
2308
240
10 610
9 996
13 245
5336
4 049
826
788
4175
6 341

235 987

2021
9 496
310
2422
255
35 466
104
4340
6 371
29 552
47 790
1519
48 184
700
194
228
1304
2 311
263
11 407
11 345
15 370
6 033
4483
902
945
4379
6 638

252 314

2022
11 552
514
3046
361
40 635
137
5 884
8712
35 795
52 898
2116
56 297
922
292
446
1519
2743
329
14 499
12 162
26 498
7 664
5336
1097
1063
4 865
7 284

304 666
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28 (median)
EU27 (median)

VAT gap in the EU

Table 124: VAT rate gap (% of notional ideal revenue)

2016
11.7%
3.5%
5.6%
0.8%
6.9%
2.7%
11.7%
9.6%
14.2%
13.0%
9.6%
14.4%
15.5%
3.3%
3.0%
17.0%
4.6%
17.7%
11.2%
10.8%
14.7%
13.7%
9.1%
11.7%
2.5%
10.0%
8.1%
8.9%

9.8%
10.0%

2017
11.5%
3.5%
5.7%
0.8%
6.9%
2.6%
11.7%
10.2%
14.6%
13.1%
8.9%
16.8%
23.4%
2.2%
2.7%
19.8%
6.2%
17.9%
11.4%
10.7%
14.9%
14.9%
9.6%
12.0%
5.2%
9.9%
8.1%
8.8%

10.0%
10.2%

2018
11.5%
3.5%
5.7%
0.8%
6.9%
2.7%
16.5%
11.4%
14.8%
13.0%
9.1%
16.9%
19.2%
3.8%
3.0%
18.2%
7.8%
17.4%
11.7%
15.3%
14.5%
14.6%
12.2%
11.7%
5.4%
9.6%
8.1%
8.8%

11.4%
11.5%

2019
11.7%
3.5%
6.2%
0.8%
6.8%
2.8%
14.2%
14.0%
15.2%
13.4%
12.2%
16.9%
18.7%
3.8%
3.2%
18.1%
7.8%
15.9%
9.5%
15.7%
14.7%
14.8%
12.0%
11.6%
5.4%
9.7%
8.2%
8.7%

11.7%
11.7%

2020
12.0%
2.3%
6.0%
0.5%
8.1%
2.3%
11.2%
14.2%
13.4%
12.8%
10.5%
15.7%
16.3%
3.3%
2.6%
17.6%
8.4%
15.0%
8.5%
17.3%
14.7%
13.7%
11.8%
11.0%
5.4%
9.2%
7.6%

11.0%

2021
12.0%
3.0%
7.1%
0.4%
7.0%
2.3%
12.2%
15.6%
14.7%
11.6%
11.4%
15.6%
17.2%
3.6%
2.8%
17.7%
7.8%
14.7%
8.5%
18.2%
15.4%
14.5%
11.8%
10.5%
6.1%
9.2%
7.2%

11.4%

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
13.1%
4.2%
7.7%
0.6%
7.5%
2.6%
14.1%
18.6%
15.8%
12.1%
13.4%
16.3%
19.8%
4.8%
4.5%
18.9%
8.4%
15.7%
9.8%
17.6%
22.7%
16.0%
12.0%
11.2%
5.9%
9.5%
7.7%

12.0%
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
mMT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28
EU27

2016
10 294
267
2635
2061
58 430
310
5378
7934
49 331
67 186
1233
66 495
707
515
730
1150
2489
162
13812
8611
19 261
7 169
3098
1253
1548
6 346
9188
70 021

417 613
347 593

VAT gap in the EU

Table 125: Actionable VAT policy gap (EUR million)

2017
10 206
147
2847
2169
60 280
391
4940
8733
53 249
68415
1068
73707
0
587
738
1 361
3621
173
14 514
9630
20 205
7901
3 881
1345
1937
6 685
9 806
67 270

435 806
368 537

2018
10 717
243
3634
2125
61764
391
5 854
8 663
54 881
70 945
1274
76 085
918
734
818
1323
4 526
179
16 153
9 841
21 965
8 259
4 959
1446
2193
6944
10 247
69 980

457 060
387 080

2019
11 488
293
4133
2095
64 975
397
5937
9757
56 298
73716
2062
75442
903
696
824
1504
4998
160
13 520
10 293
23 503
8 547
5403
1 547
2230
7 354
10 381
74 438

472 893
398 456

2020
11 415
332
3818
2013
72 064
394
5163
9090
47 531
70212
1796
66 434
722
642
817
1387
4 852
35
11 706
10 130
23 005
7 780
6 350
1426
2119
6 890
9 646

377 767

2021
11 901
472
4489
1851
66 710
482
5 652
10 843
54 383
71 381
2197
78 271
880
669
713
1628
4 981
13
14 606
11 291
25 330
8 367
6 991
1617
2240
6 487
9 959

404 404

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
14 647
673
5438
1723
74 831
555
7 080
13 334
66 232
80 056
2818
90 546
1020
699
1040
1714
5229
50
20 806
12 389
39034
10615
8128
2064
2730
7285
10 197

480 934

Page 283 of 300


https://taxation-customs.ec.europa.eu/document/download/b1f4ddd8-c7e1-4d22-8460-21f98885c6cf_en

Table 126: Actionable VAT policy gap (% of notional ideal revenue)

BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cY
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE
UK

EU28 (median)
EU27 (median)

2016
156.3%
3.7%
10.4%
4.1%
13.4%
9.6%
17.9%
21.1%
27.2%
18.6%
12.2%
22.2%
22.2%
12.4%
11.3%
22.3%
11.3%
11.7%
13.0%
16.2%
25.9%
19.9%
12.3%
18.9%
12.8%
15.4%
11.3%
17.3%

14.4%
13.4%

2017
14.7%
2.0%
10.4%
4.2%
13.5%
11.1%
16.7%
21.8%
28.0%
18.5%
10.2%
24.2%
0.0%
9.2%
10.8%
25.0%
14.7%
11.5%
13.2%
17.4%
25.1%
20.9%
14.1%
19.5%
16.2%
15.9%
11.7%
17.2%

14.7%
14.7%

2018
14.7%
3.0%
12.0%
4.0%
13.3%
10.6%
18.2%
21.5%
27.9%
18.4%
11.5%
24.6%
24.5%
15.5%
11.9%
21.3%
17.0%
10.6%
13.5%
16.8%
25.4%
20.5%
16.3%
19.5%
16.3%
15.6%
12.4%
17.6%

16.3%
16.3%

2019
15.2%
3.3%
12.7%
3.8%
13.5%
10.0%
17.7%
23.6%
27.8%
18.6%
17.1%
24.5%
23.1%
14.1%
11.3%
23.0%
17.3%
8.8%
10.8%
17.0%
25.7%
20.4%
16.2%
19.6%
15.5%
16.0%
12.6%
18.1%

16.6%
16.2%

VAT gap in the EU

2020
15.6%
3.8%
12.2%
3.7%
15.8%
9.9%
16.0%
24.6%
26.1%
18.3%
15.9%
23.3%
20.2%
13.2%
10.9%
21.4%
17.6%
2.2%
9.4%
17.5%
25.5%
20.0%
18.5%
19.1%
14.6%
15.1%
11.5%

15.9%

2021
15.1%
4.6%
13.1%
3.1%
13.3%
10.8%
15.9%
26.5%
27.0%
17.4%
16.4%
25.3%
21.6%
12.5%
8.6%
22.1%
16.7%
0.7%
10.9%
18.2%
25.4%
20.0%
18.4%
18.9%
14.4%
13.6%
10.8%

15.9%

Note: figures for 2016 and 2017 come from earlier reports and have not been revised in this study.

Source: own calculations, download underlying data.

2022
16.6%
5.5%
13.8%
2.8%
13.7%
10.6%
17.0%
28.4%
29.3%
18.3%
17.9%
26.1%
21.9%
11.5%
10.5%
21.4%
15.9%
2.4%
14.0%
17.9%
33.5%
22.2%
18.3%
21.1%
15.1%
14.3%
10.7%

16.6%
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BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
cYy
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
s
SK
FI
SE

EU27

Table 127: Actionable standard VAT rate (%)

2018
15.1

19.6
17.4
23.2
15.2
18.5
15.3
17.9
13.2
14.8
21.8
14.7
14.2
17.7
18.0
13.5
21.9
15.7
15.9
15.7
16.6
16.2
16.1

16.6
14.7
18.0
19.8

16.9

2019
15.0
19.9
17.3
23.2
15.1

18.4
15.3
17.1

13.3
14.8
19.8
14.7
14.2
17.7
18.0
12.8
21.9
16.1

16.8
15.5
16.4
16.1

16.4
16.6
15.1

18.3
19.9

16.9

Source: own calculations, download underlying data.

2020
14.7
19.7
17.3
23.3
13.5
18.6
16.3
16.3
13.5
14.8
21.2
14.7
14.9
18.1

18.4
13.6
21.6
17.3
17.0
15.1

16.3
15.9
16.1

16.5
14.7
18.6
20.0

17.0

2021
14.7
19.2
16.8
234
14.9
18.2
16.0
15.9
13.5
15.1
20.9
14.1
14.2
18.3
18.5
13.1
21.8
17.6
16.3
14.8
16.1
15.9
16.1
16.7
14.7
18.9
204

16.9

VAT gap in the EU

2022
14.5
19.2
16.6
23.9
14.8
18.1

15.7
15.5
13.0
14.9
20.3
14.0
14.2
18.1

18.0
13.2
21.6
17.3
16.0
15.0
13.6
154
16.1

16.5
14.7
19.0
20.5

16.7
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Annex F. Key macroeconomic drivers of economic growth
across the EU27

Figure 120: BE: Growth in key macroeconomic drivers (% growth, 2018-2023)

(% growth)
15%

ousehold final consumption,
nominal

Investment, government, financial corporations and
households, nominal

________________ GDP.nominal ™ _ _ _ __

GDP, real

Source: own elaboration based on Eurostat.

Figure 121: BG: Growth in key macroeconomic drivers (% growth, 2018-2023)

(% growth)
25%

GDP, nominal

GDP, real

Source: own elaboration based on Eurostat
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Figure 122: CZ: Growth in key macroeconomic drivers (% growth, 2018—2023)

(% growth)
35%

Investment, government, financial corporations and
D50 o W househelds, nominal.
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15% consumption, nominal
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Source: own elaboration based on Eurostat.

Figure 123: DK: Growth in key macroeconomic drivers (% growth, 2018—2023)

(% growth)
12%

8% _In_vgstment, government, financial

real
B R I

Sourt

Source: own elaboration based on Eurostat.

Figure 124: DE: Growth in key macroeconomic drivers (% growth, 2018—2023)

(% growth)
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Source: own elaboration based on Eurostat.
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Figure 125: EE: Growth in key macroeconomic drivers (% growth, 2018-2023)

(% growth)
28% e e e e e e e e e e e s s e s s s s s s s e s s e s s s e
Household final
consumption, nominal
20% — = e e e e e s s s e s s e s s s s s s s s e s s s s e
15 — — — — e e e e e e e e e e e e e e e e e P N N — — — — — — — — —
Investment, government, financial
corporations and households, nominal

10%

Household final
consumption, real

0%
CE0h e
2018 2019 2020 2021 2022 2023
Soul

Source: own elaboration based on Eurostat.

Figure 126: IE: Growth in key macroeconomic drivers (% growth, 2018-2023)
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Source: own elaboration based on Eurostat.

Figure 127: EL: Growth in key macroeconomic drivers (% growth, 2018-2023)

(% growth)
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Source: own elaboration based on Eurostat.
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Figure 128: ES: Growth in key macroeconomic drivers (% growth, 2018—2023)

(% growth)
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Source: own elaboration based on Eurostat.

Figure 129: FR: Growth in key macroeconomic drivers (%growth, 2018-2023)

(% growth)
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Figure 130: HR: Growth in key macroeconomic drivers (% growth, 2018—-2023)

(% growth)
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Figure 131: IT: Growth in key macroeconomic drivers (% growth, 2018-2023)

(% growth)
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Source: own elaboration based on Eurostat.

Figure 132: CY: Growth in key macroeconomic drivers (% growth, 2018—2023)
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Figure 133: LV: Growth in key macroeconomic drivers (% growth, 2018-2023)

(% growth)
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Figure 134: LT: Growth in key macroeconomic drivers (%growth, 2018—2023)

(% growth)
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Figure 135: LU: Growth in key macroeconomic drivers (% growth, 2018—2023)
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Figure 136: HU: Growth in key macroeconomic drivers (% growth, 2018—-2023)

(% growth)

35% o e e e e e e e e e e e e e e e e e

30% o e e e e e e e e e e e e e e e e e e e e e e e

Investment, government, financial

5% - h .
consumption, nominal

~gorporations and-households, nominal= = == == == == == = - - Household final.

20% == - —— - —

15% == =

10% == == —— = o = ==

5% —_—— = = =

GDP, real

0%

5% == mm omm omm = e = e = = = — o

consumption, real

Houseghold final _

Q% == = e = e = e e e e e e e = e e = = = = = =

2018 2019 2020 2021 2022 2023
Sour

Source: own elaboration based on Eurostat.

Page 291 of 300



VAT gap in the EU

Figure 137: MT: Growth in key macroeconomic drivers (% growth, 2018—2023)

(% growth)

0 L7

50% = o -

40% o - - — Investment, government, financial. _ . . . . . — — & - — — - - —
corporations and households, nominal

Of) e e s s e e NN NN IS NN NN SN EEEE  BEEE BEEE BEEE BEEE BEEE BEEE BEEE A B S B S S S S e . ..
30% Household final
consumption, nominal

20% = o o - — e o

GDP, nominal

10% == == e

. GDP, real
0% Household final
10% consumption, real
0% o — e — — — e o - = —
20% = o mm mm mm mm mw mm mm Em Em e e Em Em Em EE EE EE Em Em e e e e e Em
2018 2019 2020 2021 2022 2023

Sourc

Source: own elaboration based on Eurostat.

Figure 138: NL: Growth in key macroeconomic drivers (% growth, 2018—2023)
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Source: own elaboration based on Eurostat.

Figure 139: AT: Growth in key macroeconomic drivers (% growth, 2018—-2023)
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Source: own elaboration based on Eurostat.
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Figure 140: PL: Growth in key macroeconomic drivers (% growth, 2018-2023)
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Figure 141: PT: Growth in key macroeconomic drivers (% growth, 2018-2023)
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Figure 142: RO: Growth in key macroeconomic drivers (% growth, 2018-2023)
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Source: own elaboration based on Eurostat.
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Figure 143: SI: Growth in key macroeconomic drivers (% growth, 2018—2023)
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Figure 144: SK: Growth in key macroeconomic drivers (% growth, 2018—-2023)
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Figure 145: Fl: Growth in key macroeconomic drivers (% growth, 2018-2023)
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Figure 146: SE: Growth in key macroeconomic drivers (% growth, 2018—2023)
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Source: own elaboration based on Eurostat.
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GETTING IN TOUCH WITH THE EU

In person

All over the European Union there are hundreds of Europe Direct information centres. You can find the
address of the centre nearest you at: https://europa.eu/european-union/contact en

On the phone or by email

Europe Direct is a service that answers your questions about the European Union. You can contact
this service:

— by freephone: 00 8006 7 8 9 10 11 (certain operators may charge for these calls),
— at the following standard number: +32 2 29 996 96 or

— by email via: https://europa.eu/european-union/contact_en

FINDING INFORMATION ABOUT THE EU

Online

Information about the European Union in all the official languages of the EU is available on the Europa
website at: https://europa.eu/european-union/index_en

EU publications

You can download or order free and priced EU publications at:
https://publications.europa.eu/en/publications. Multiple copies of free publications may be obtained by
contacting Europe Direct or your local information centre (see https://europa.eu/european-
union/contact_en).

EU law and related documents

For access to legal information from the EU, including all EU law since 1952 in all the official language
versions, go to EUR-Lex at: http://eur-lex.europa.eu

Open data from the EU

The EU Open Data Portal (http://data.europa.eu/euodp/en) provides access to datasets from the EU.
Data can be downloaded and reused for free, for both commercial and non-commercial purposes.
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