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ABSTRACT

In this study we analyze if taxing consumption dis@ges consumption, as it is
believed to encourage savings, and thus to genkigiter economic growth. Despite
much theory literature about substituting incomegaby consumption taxes, there are
still few empirical works on the data available.eAsonsumption taxes more effective
than income taxes? In this paper, we estimatentipadt of a broad-based consumption
tax, the value-added tax (VAT), on the aggregatasamption of twenty seven
European Union countries over the period 2000—2@d. empirical results indicate
that the effective VAT rate has a positive impacttbe consumption and reaches its
maximum point when the effective VAT rate varialdeequal to 13.18 percent. The
further increase of the effective VAT rate impliasdecrease of the final household

consumption.
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1. INTRODUCTION

The introduction of the value-added tax (VAT), alsmwn as goods and services
tax or GST, can be considered one of the most itapbrevents in the world tax
structure evolution in the last half of the 20tmicey, mainly due to its expansion

across the world.

The VAT is a general tax on consumption leviedlenvalue added to intermediate
products by businesses at each stage of produdtias.a multistage sales tax that
excludes the purchase of intermediate goods amniceerfrom the tax base. So, value
added is simply a difference between sales proceedspurchases of intermediate

goods over a certain period.

The VAT was first introduced in France, in 1954, the French tax authority, in
order to arrest the increasing smuggling and chgatvhich were resultants of high
sales tax and tariffs. Initially introduced for dar businesses, with the passage of time,
VAT was employed for all businesses sectors of dbentry, and nowadays is still

considered to be one of the major sources of Fretath finance.

The fact is that since the late 1960s the VAT hexolne the main consumption tax
in 105 developed and developing countries, beingaaays the most commonly used
consumption-based tax in the world. All the 30 memtmtions of the Organization for
Economic Cooperation and Development (OECD), extapthe United States, use the
value-added tax and its introduction is one of t@ditions of membership in the

European Union (EU).

The main argument for the VAT universal usage hesnkthat a well configured
VAT permits more revenue with less administratived aconomic costs than other
generally based consumption taxes. Another arguneerthat the VAT generates
revenues in a highly neutral mode. Unlike the ineataxes, it does not influence the
forms or methods of doing business. Obviously, dRéAT attributes are important in

an interdependent, competitive and global world.

As a matter of fact, VAT proves to be beneficiat the government, because

through implementation of this tax system governimzan raise revenues invisibly,



where the tax is not shown on the bill paid by bioger. Therefore VAT policy is an
important part of the macroeconomic fiscal policy any country, taking into
consideration that in most part of the countries\WAT is the main revenue source for

the state.

Nowadays, when the integrity of Euro Zone is theaat by high instability caused
by the sovereign debt crisis, everybody’s atteni®rspecially focused on austerity
measures, rescue plans, financing and refinandipgldic debt, as well as on the fiscal
measures that determine the revenue of the natiuiglets.

The fact is that fiscal policies usually have inpaa different aspects of the
economy. For instance, an increase or decreasaxirates has an impact on the
immediate tax revenues, as well as on long terme sevenues and economic growth.
Being the VAT a general tax on consumption, itduece on the consumption is
predictable. And this role can be even more imprés the consumption is one of the

determinants of economic and GDP growth.

Furthermore, there is a general notion that theswmption taxes are more
favorable to savings and investment than income @axthe other hand, it is widely
believed that consumption taxes discourage consampgtimulate savings, and thus
generate higher economic growth.

Today, more than ever, the governments should aaahe consumers’ behavior in
order to implement the most adequate fiscal styatiegt should be able to achieve the

aim of increasing public revenue, without prejudiceconomic growth.

In fact, consumption taxes are believed to be rfeorerable for savings and help to
avoid the efficiency loss in the allocation of resses between present and future
consumption. The concern about the impact of inctemeon investment and savings
makes many economists consider consumption taxatioalternative to income-based

taxes.

We should mention that there are a considerablebrurof studies regarding
consumption taxation. Some of them focus on theeggraspects of VAT, its history,

evolution and particular aspects in some develapeatkveloping countries. Others try



to measure the influence of VAT rates on the oV&fAIT revenues, economic growth
and GDP. There is also much literature examinimgdi#terminants of consumption and

savings.

However, there are very few studies exploring thpact of VAT or consumption
taxes on main economic variables like consumptithpugh it has a crucial interest to

practitioners, academics and policymakers.

In this sense the purpose of this paper, keepingind the present need of fiscal
revenue growth in most of the EU countries pubharices, is to estimate the impact of
the value-added tax on the aggregate consumptidwenfty seven EU member states
over the period 2000-2010.

We organized the structure of this paper in ordereview the literature analyzing
theoretical knowledge and some empirical data alloeitVAT and consumption in
Chapter 2. We describe the data and methodologytedan Chapter 3. We analyze the
empirical results in the Chapter 4 and expressadnelusions in Chapter 5.



2. LITERATURE REVIEW.

As we have already mentioned above, there are staidlyes dedicated to different

aspects of VAT and consumption.

2.1. VAT theory literature.

Firstly, the general literature about value-addied describes and studies its main
features, namely its design, implementation andiaidination. For instance, Cnossen
(1998) analyzes various VAT structure and poligues, such as tax coverage features,
tax base aspects, hard-to-tax sectors, rate steucisues, and interjurisdictional
coordination problems. Bird (2005) studies someuass regarding the VAT

implementation in developing countries.

2.2. Consumption and savings literature.

Secondly, there are theoretical classic studiesitatansumption and savings, such
as Friedman (1957), Hall (1978) and Dynan (1998)prag many others. Some of these
works link the consumption taxes to the consumepsions from the theoretical point

of view.

For example, the elasticity of intertemporal substtn as one of the determinants
of the response of saving and consumption to thieiméerest rate is studied in the work
of Hall et al. (1988).

Stokey (1995) examines the features of tax polieypong other factors, that are

critical for conclusion about the long-run growffeets of taxation.

Darby (1996) attempts to assess the overall effentiss of fiscal policy, estimating
the marginal rate of substitution between aggregatecapita consumption and per-

capita government expenditure on goods and serindde United States (US).



Jappelli (2010) evaluates the empirical evidencéhensensitivity of consumption
to predicted income changes, distinguishing th@satsons from the episodes in which

income changes unexpectedly.

2.3. Literatureabout substitution of income tax by consumption tax.

Several studies try to link the consumption taxeshe consumers” behavior and
savings. Most of them focus on the theory of switgHrom an income based tax to a

consumption based tax.

For example, Batina (1999) studies the propertigh@switch from an income tax
to a consumption tax in the presence of bequdsbsyiag that the consumption tax will
distort the bequest decision if bequests are tatdtie consumption tax rate but not
when bequests are exempt. The author concludesthatling bequests in the tax base
under the consumption tax may reduce the incentiveave and that the main benefit
from reforming the tax system may arrive from thdtsh away from the income tax
and not in the move toward the consumption taxefuests are taxed. So taxing

bequests at the consumption tax rate may resaltiecline of capital accumulation.

Hyman (2007) studies the government fiscal poliog @ghe theory of taxation,
defining the consumption as a tax base in alteredab income. He also evaluates the
taxes in turns of their effects on the distributainncome. One of the chapters analyzes
the impact of substituting consumption tax by ineotax from the theoretical point of
view, considering the consumption tax as equivderan income tax that excludes the

taxation of savings.

Dresch et al. (1977) make an attempt to identify thechanisms by which the
effects of the tax substitution from income taxatwalue-added tax in the United States
would be transmitted through the economy. Theytifiethe probable price changes
resulting from the tax substitution and discuss pmeential implications of these
changes on such substantial issues like incomeilbdiBbn and international trade,
among others. The authors also make a detailegsasnalf the theoretical issues which
must be resolved if changes in tax structure arbetdranslated into changes in the

structure of prices. They analyze:



- criteria for defining a compensating tax substity, i.e., for determining tax rates;
- alternative variants of a value-added tax;

- the meaning of tax shifting and the treatmerdeyreciation;

- fiscal implications of a tax substitution; and

- the input-output model as a means of analytigalhesis.

On the basis of this model, compensating VAT/CIbsiitutions and price changes
by component of final demand and by industry ar@an@red, under alternative

stipulations concerning the degree of CIT reducéind shifting.

Some other studies discuss the economic implicaitmna policy shift from an
income to a consumption tax. So, Diamond (2008yests introducing in the US a new
consumption-based tax to replace the current systdmch is a hybrid tax that has both

income tax and consumption tax elements.

Fullerton (1983) examines the welfare consequentathanging the US income
tax system to a progressive consumption tax, deigndhat with this change
individuals initially will save more and consumesde In the long run, as the capital
stock grows, consumption eventually overtakes thgimal path and the economy
approaches the new balanced growth path with highesumption and a greater capital

stock.

Studying the relation between consumption-baseédstaxd savings, Lewis (1998)
comes to a conclusion that conversion of an incéaxeto a consumption tax can
increase aggregate saving even if each househalutaims a constant propensity to

save.

Dynan et al. (2004) find a strong positive relasiop between saving rates and
lifetime income and a weaker but still positiveat@nship between the marginal

propensity to save and lifetime income.

Finally, Blumkin et al. (2008) construct an envineent in which individuals make

real labor-leisure choices and spend their earnedme on real goods. They use that



experimental framework to test whether a labor meotax and an equivalent
consumption tax lead to an identical labor-leisaltecation. They curiously conclude
that despite controlling individuals’ work abilignd inherent labor-leisure preferences
and not allowing for saving, individuals reduceithabor supply significantly more in

response to an income tax than they do in resporse equivalent consumption tax.

2.4. Literatureon VAT rateimpact on consumption.

Despite the variety of studies, the empirical &tere that ties consumption taxes to
consumer behavior is quite limited. Indeed, mostlisis that incorporate taxes when
estimating the aggregate consumption function utberetax revenue as a percent of
GDP or some measure of the marginal income tax rate

There is also a large theoretical literature (smeekample Kneller (1999)) that
examines the impact of taxes (e.g., income versussumption taxes, progressive
versus flat rate taxes) on endogenously determeeedomic growth. In a similar way,
several empirical papers have tested for the effeictiscal policy in general, and taxes

in particular, on country-level economic growth.

The most recent study of Alm and El-Ganainy (2082an empirical analysis that
examines the impact of the VAT rate on consumptiming their study limited to the
fifteen European Union countries and to the 198005 period. Their empirical results
indicate, across a variety of estimation methodsl apecifications, that a one
percentage point increase in the VAT rate leadotghly a one percent reduction in
the level of aggregate consumption in the shortamuh to a somewhat larger reduction

in the long run.

Some other studies simply conclude that the efféthe VAT on consumption is

an important but unresolved issue.

In our paper we make an attempt to provide fornmapigcal evidence on the
relationship between the VAT and consumption, usiayal and recent available data

extended to twenty seven EU countries.



3. DATA AND METHODOLOGY

Our approach follows previous empirical studieg #ra based upon the estimation
of an aggregate consumption function in which comstion depends upon current
income, economic factors, and additional varialthes include (among other things)
taxes. Our dataset includes twenty seven EU casner the period 2000-2310

It should be noted that this analysis was perforfioedcuropean Union countries
for various reasons. First of all, data on mainialdes is more available for these
countries. Secondly, it is also important to notiees analysis shall be relevant in the
current conjuncture of financial, economic and epeilitical crisis that the European

Union faces, where fiscal policy assumes an inanghskey role.

The period 2000 — 2010 deserves our special attemis it includes most part of
the actual 27 states already in the European Uaigoreparing to enter the European
Union. On the other hand, we also have in consideraon one hand, that in 2000 the
Euro started its life as a credible currency. byasbinly starting from the 2000 VAT
existed in all the twenty seven countries of thea@cEuropean Union. The last country
introducing VAT was Slovenia, in 2000.

3.1. Data description.

Annual data on final consumption expenditure ofdeholds (national concept) and

gross domestic product at market prices (GDP) aneigited from Eurostat statistics.

Data on the consumer price index (CPI) (with 19%5tlae base year), total
population, inflation and unemployment are generdtem various years of the World

Development Indicators of the World Bank.

! These twenty seven countries (with their entty the EU in parentheses) are: Austria (1995), iBeig
(founding member), Bulgaria (2007), Cyprus (20@bech Republic (2004), Denmark (1973), Estonia
(2004), Finland (1995), France (founding membegsriany (founding member), Greece (1981),
Hungary (2004), Ireland (1973), Italy (founding mzam), Latvia (2004), Lithuania (2004), Malta (2004)
the Netherlands (founding member), Poland (200djtugal (1986), Romania (2007), Slovakia (2004),
Slovenia (2004), Spain (1986), Sweden (1995), hadJnited Kingdom (1973).



Data on different tax indicators are drawn from Eh@ostat statistics, including:
the VAT standard rate; VAT revenues; and taxesdividual or household income.

As Eurostat and World Bank statistics presentraldata in current prices, we used
the CPI to adopt the data available and to gesdéinee data in real prices, on the basis of
the year 2000.

The dependent variable is final consumption exgeneliof households for country
i in yeart, in natural loggor Ln CONSUM_REAL); its sample mean is about 11. We

shall try to explain consumption with several “carelependent variables.
The first key explanatory variables are the follogvtax variables:

* The effective value-added tax rate for country yeart (or EfVAT_Rate;; ) is
the main variable to which this study is dedica#&ithough we could have oriented this
study on either a revenue measure or a statutteywa declined these options in favor
of the effective VAT rate because it is the morprapriate measure of VAT influence

on the consumption. Our choice is explained by rwan reasons.

On one hand, the VAT statutory rate has variatiaosss countries and time,
including or excluding some specific types of pradurom the tax base. The VAT rate
also has exemptions that may depend on subjectiabjective requirements. So, in
order to reduce these differences and to allowvebetimparability across countries and

time, we prefer the more reliable effective VATaat

On the other hand, since we are concerned abountdreemporal effect generated
by the VAT as a tax on consumption, the effectate will better reflect that effect than
a tax revenue measure, as the effective rate isrei@s perceive as altering relative

prices of the present consumption versus the fudomsumption.

We calculate the effective VAT rate through diviglithe VAT revenues (real

prices) by the final consumption expenditure ofgeholds (real prices):

EfVAT_Rate;; = [VAT revenues (real prices}inal consumption expenditure of

households (real prices)] x 100



The effective VAT rate is expected to be negativedlated to the level of final

consumption expenditure of households.

» Taxes on individual and household income at prales, in natural logs (Ln
TAX_IND_REAL;;) is a control variable, since we believe the ineobased taxes
decreasing the individuals” income available, amengly capable to restrict the
consumption. This variable is expected to captueeniegative effect of income taxes on
the final consumption of households.

In addition to these tax variables, other coreesgprs include (wheredenotes the
country and denotes the year):

* Lagged household final consumption expenditurgs, natural logs (Ln
CONSUM_REAL¢-1). This variable is supposed to capture the infleen€ habits

acquired in the past on current consumption belnavio

* Gross domestic product per capita at real prides,natural logs (Ln
GDP_PC_REAL; ). The level of income represents the expectguaszmed component
of life-cycle income. It is expected that GDP papita has a positive impact on the

consumption, since more developed countries are teaning to consume.

* Unemployment rate (UNEMB. The unemployment rate for countryn yeart
refers to the share of the labor force that is euthwork but available for and seeking
employment. Definitions of labor force and unemphent differ by country. We use
this variable to represent the effect of uncerjaatiout future income and we expect it

to have negative impact on the consumption.

» Total population (POR). It is expected that current consumption showldeha
scale effect, reflected in a positive relation wilie total population of the state. Our
total population variable is based on the de faetnition of population, which counts
all residents regardless of legal status or cishgn except for refugees not
permanently settled in the country of asylum, whe generally considered part of the
population of their country of origin. The valuemsidered are midyear estimates.

10



* Inflation rate (INFL; ). The inflation rate represents the annual perckange in
consumer prices. We include this variable to capthe effect of economic uncertainty,

nominal income decrease and consumers confidence.

In table 1 we resume the information about the initial datdh@ut considering the

respective natural logs.

Table 1 The data information
Abbreviation Description Source Measure unit
DEPENDENT VARIABLE

Final consumption expenditure of

CONSUM_REAL households at real prices (basis =
2000) Eurostat Millions of euro

INDEPENDENT VARIABLES

EfVAT_RATE VAT effective rate Eurostat %
Taxes on individual or household

TAX_IND_REAL . . . -

- - income at real prices (basis =2000) Eurostat Millions of euro

Nominal Gross Domestic Product per
GDP_PC_REAL . ; ; . .
- = capita at real prices (basis = 2000) Eurostat Euro per inhabitant

UNEMP Unemployment, total WDl % of total labor force
POP Population, total WDI Inhabitant
INFL Inflation, consumer prices WDI Annual %

3.2. Data statistics.

Table 2 provides descriptive statistics of the dataset.r&@ e substantial variation
in the measures of effective VAT rate. Descriptstatistics show that the effective

VAT rate ranges between 7.51 and 21.79 percertt, avtlample mean of 13.72 percent.

11



Table 2 The data descriptive statistics

Observations Mean Median Maximum Minimum Std. Dev.
CONSUM_REAL 297 206.405 73.097 1.191.317 2.692 330.628
EFVAT_RATE 286 13,72 13,38 21,79 7,51 2,95
TAX_IND_REAL 239 38.499 8.229 216.470 205 59.085
GDP_PC_REAL 297 18.089 15.600 66.394 1.264 12.588
UNEMP 297 8,13 7,40 20,10 1,80 4,01
POP 297 18.254.945 8.993.531 82.534.176  381.363 22.669.493
INFL 297 3,29 2,53 34,47 -4,48 3,24

Figure 1 shows the effective VAT rate for the 27 EU courdriever the entire
2000-2010 time period. These figures indicate bfetwe significant variations in the
effective VAT rate across all countries.

Fig. 1 Effective VAT rate: average EU 27 (2000-2010)
0,15 -
0,14 -
Effective VAT rate
0,13 -
0,12 T T T T T T T T T T 1
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
YEARS

Figure 2 shows the final consumption for the 27 EU coustrier the entire
2000-2010 time period. It is worth to stress thestant increase until 2008, the first
year of the recent European crisis, a considerdbbeease in 2009 and a recovery in
2010.
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Fig. 2 Final consumption: average EU 27 (2000-2010)
260.000 -

250.000

240.000 -

Final 230.000 -
consumption
(millions of Euro) 220.000 -

210.000 -

200.000 -

190.000 T T T T T T T T T T 1
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

YEARS

Figures 3 and 4 show the effective VAT rate per country for the B8 countries
and for the other 12 EU countries respectively.ebti when one examines the
individual country data, the variation over timeoifscourse even greater. The highest
individual country effective VAT rate was implemedtin Denmark in 2007 (21.79
percent), and the lowest rate was applied in Spa009 (7.51 percent). Curiously the
12 EU states that joined the European Union af@®42represent the lower variation

and seem to have the closest rates (most of themeée 9 and 17 percent).
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Fig. 3 Effective VAT rate: EU 15 (2000-2010)
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Fig. 4 Effective VAT rate: the rest EU 12 (2000-2010)
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3.3. Econometric issues and methodology

We employ a reduced form of linear equation forstonption. We focus on a core
set of regressors as determinants of consumptielected based on theoretical
connection and analytical relevance. We also exartiia impacts of a number of less-

standard consumption determinants.

As discussed earlier, our core regressors inclagged consumption expenditures,
GDP per capita, unemployment rate, total populatiofiation rate, control variable
(taxes on individual and household income), andnadly our main variable of interest,
the effective VAT rate.

We are interested in estimating the following sienglonsumption model with

unobserved country-specific effects:

Ln CONSUM_REAL = ¢ Ln CONSUM_REAk 1 +§ Xis + wit ,fori=1, ..., N
andt=2,...,T (1)

where

CONSUM_REAI; is the observable dependent variable (@@NSUM_REAL:1

is its lagged value)
Xitis aK x1 vector of observable independent variables
S is aK x1 vector of parameters
it is a random disturbance term satisfying the assomgpthat
E(uir ) = 0, E@/Ay) = 0%, andE(uiyys ) =0 if i # j and/ort # s
N is the number of cross-sectional units, or coustrie
T is the number of time periods, or years

Standard estimation by OLS (Ordinary Least Squameg)ies that all observations
are homogeneous regarding the variance of distadsaar “errors” (homocedasticity),

so they have equal weight in estimation.

15



Since this study analyzes a panel data, 27 cosntier 11 years, we use Cross-
section fixed-panel method of estimation assumihg presence of cross-section

heteroskedasticity.

16



4. EMPYRICAL ANALYSISAND ESTIMATION RESULTS

It should be remembered that we have estimated nvamiants, with some
substantive change in our results, as in some c¢hsegariable coefficients lose their
statistical significanceTable 3 reports the core results for the final consumpidn

households using our OLS estimator.

The results show a statistically significant relatbetween the effective VAT rate
and the level of final consumption of householdsisTelation is statistically significant
(at the 1 percent level), and implies that the iohd the effective VAT rate on final
household consumption is negative. The coefficieht-0.0081 implies that if the
effective VAT rate increases one percentage pbmiconsumption declines in the short

run by 0.81 per cent.

The lagged consumption coefficient will lead ughe long-run impact of effective
VAT rate on consumption, by dividing the coeffidiesf EfVAT_Rate (-0.0081) by 1
minus the coefficient of lagged consumption (12502 = 0.7488). As expected, the
long-run impact of an increase in the effective Viste is almost 75% larger than the

short-run impact.

Further, the influence of the income tax on constimngs negative, highly relevant
and significant at 1% level. The estimated incomedoefficient (-0.068) implies that a
one per cent increase of the income tax rate sesula 6.8 per cent decrease in the
households consumption expenses.

From the point of view of option between consumpimd income based taxes this
result is a patent evidence of a much smaller immmdcVAT rate on the final

consumption comparing it with the income tax rat@act.

As for other variables, the general economic véemlbs GDP per capita and total
population have a positive and significant impagtttiee final household consumption,

with the significance level of 1%.

The estimated GDP per capita coefficient (0.77)caigs that an increase in the
GDP per capita by 1 per cent leads to an increb$@al household consumption by

17



0,77 per cent. This result confirms that in cowstrwith high GDP and subsequently
high income, the consumption follows the growthdiamcy.

The estimated total population coefficient (1.14pows, as expected, that an
increase in total population by 1 per cent leadartancrease of consumption by 1.14
per cent. This seems to demonstrate the scalet,etiscin countries with higher

population the consumption should tend to be migr@fecant.

The estimated coefficients of unemployment rate036) and inflation rate
(-0.002) have a slightly negative impact on thalfimouseholds consumption at 1% and
5% significance level respectively. The negativepaet of these two variables is
predictable, as the increase of unemployment nateiaflation rate usually means a
decrease of available income and lower confiden€ecansumers considering

pessimistic expectations.

18



Table 3 Determinants of Final Consumption in European Union - Effective VAT rate

Explanatory variable Equation

Constant -16,444990 ***
(2,206907)

Effective VAT rate -0,008128 ***

(0,00270)

Ln (Taxes on individual or household income) -0,067960 ***
(0,023121)

Ln (Consumption(t-1)) 0,251219 ***
(0,042383)

Ln (GDP per capita) 0,771204 ***
(0,056884)

Unemployment -0,005652 ***

(0,00138)

Ln (Total population) 1,141320 ***
(0,131941)

Inflation rate -0,002342 **
(0,000999)

Observations 210

Number of countries 22

R-squared 0,999788

Notes: The dependant variable is the Final Consumption of Households in natural logs (Ln CONSUM_REALI,t).
Standard errors are in parentheses

** Significant at 5 % *** Significant at 1 %

19



5. CONCLUSIONS.

In this paper we make an attempt to include expfieind to estimate directly the
effect of the VAT rate on consumers” behavior. Wed find out if the value-added tax
affects the consumption level. We based our rekeamca sample of twenty seven EU
countries over the recent period of 2000—2010 badlLS estimator.

The main contribution of this study is that it exde the previous literature by
considering all European Union members, more regeatrs and, additionally, it

analyzes the influence of income based taxes ondhgumption level.

The results show, just as it was expected, thaletred of aggregate consumption is

highly and negatively dependent on the effectivelfAte.

In fact, we are able to conclude that if the effectVAT rate increases one
percentage point the consumption declines in tloet sbn by 0,81 per cent. The use of
the lagged consumption coefficient permits us t&eneonclusions about the long-run
effect of the variations in VAT rate, more precjsele estimate that the long-run impact

of a variation in the effective VAT rate is alm@%% larger than the short-run impact.

Besides the effective VAT rate, our econometric elogstimates the impact of
income based taxes state revenue on the consumptiedicting that a one per cent
increase of the state income tax revenue impliésBaper cent decrease of the final
consumption of households.

We also found out the impact of other determinantshe consumption level, such
as GDP per capita, total population, unemploymeudtiaflation rate. As predicted, the
first two factors have a positive impact on the seholds consumption and are
statistically significant. While the impact of unployment and inflation rate - which is
also statistically significant - is negative, deethe expectations of individuals about

the future income.

In the result of our research we found out thatttesdl variables analyzed play an

important role in the households consumption, altjfirohaving different effect.
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Although the results obtained in our research wexpected and confirm the
previous theoretical studies, we should always havaind the restrictions resulting
from the lack of some data available. We also ackedge that more studies can be
conducted, regarding the impact of other varialbesthe consumption level, or
comparing the impact of different taxes on the comstion, or analyzing the impact of

VAT rate in different classes of products.

Nevertheless, our results clearly have a certaimpligation concerning
policymakers that should consider the potential aotpof taxes on households’

consumption decision when designing a fiscal policy

Besides many other considerations that influeneedftision about the best way to
tax consumption, estimation made in our study destmates globally that greater use of

the VAT leads, at least in EU countries, to lesssconption.
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