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Abstract:

In order to carry out the extremely complex and diverse tasks it has to perform, the
state needs important financial resources it can obtain either from within the country, from its
taxpayers, physical persons or legal entities, or from external sources when internal resources
are insufficient.

The society cannot exist in the absence of the duties and taxes whose necessity is, on
one hand stipulated by the Constitution, and on the other, proved by historical reality. It is
only logical for these taxes to be imposed to the taxpayers. Fiscal pressure is a concept
closely related to the notion of taxation and is often used to describe its level.
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Introduction

In order to satisfy social welfare requirements, the institutions that deal with these
aspects need to use public financial resources and covering such expenses requires the
existence of equal sources of income. Since these institutions do not provide any paid
services, their expenses can only be covered using the resources collected by public
authorities in the form of taxes, fees or contributions, and if such resources turn out to be
insufficient, they obtain additional financing by contracting loans..

There are several different approaches in defining taxation, one of them stating
that taxation stands as the whole of taxes, dues and contributions in a given state.

Another approach places a special emphasis on the elements that define taxation
in general, defining it in terms of the relationships existing between its elements. Thus, in
keeping with this approach to taxation, some authors believe that the taxation system includes
the whole of concepts, principles, methods, processes related to several elements (taxable
matter, tax rates, tax subjects) connected through relationships arising from the design, legal
regulation, set up and collection of taxes and managed in keeping with fiscal legislation, in
order to achieve the aims of the system.

Depending on the approach used (whether from a juridical, economic or social
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point of view), taxation is assigned one or several characteristics and meanings, as follows
(Beju, Cucosel, 2010):

- taxation is a concept related to the state and public finances;

- itis a feature of state policy with regards to taxes and duties;

- itis an attribute of a sovereign state, but the state must also take into account the
wishes and agreement of tax-payers in that which concerns taxes;

- it stands as the whole of regulations and operations involved in establishing and
collecting taxes and duties;

- itis an expression of the fiscal burdens endured by physical and legal persons.

Aspects of fiscal pressure: content, forms of expression

Taxes represent mainly a source of income for public resources; the weight of taxes in
the total amount of public revenues exceeds 80%, verging on 90%, given that revenues of a
non-fiscal nature are objectively low, which is due particularly to the low participation of the
public sector to economic activities and to the low degree of self-financing existing for the
activities carried out by public institutions.

Professionals often speak of increasing or relaxing taxation. This obviously refers to an
increase or decrease of the tax rates, which means a change in fiscal pressure.

Whether it’s called fiscal burden, fiscal pressure, tax ratio, or rate of compulsory
contributions, the main point is that it involves an obligation towards the state which results
in a decrease of private revenues.

The taxation level can’t be measured based on the absolute amount of taxes collected,
even when following its progress in time. The amount of taxes may suffer changes even
without the state changing its expectations from the tax-payers, which means that fiscal
pressure remains the same. The main factors that influence this amount are the number of
tax-payers, the taxable materials they own, and the inflation rate.

What this means is that the taxation level or fiscal pressure refers to how burdensome the
taxes are, that is how difficult to bear are taxes for the tax-payers . (Tulai, 2003).

The means to measure fiscal pressure is by calculating the rate of taxation, which
represents “a measuring value that indicates the percentage of revenues extracted from
production, which become part of the budget through a process of compulsory and public
appropriation, instead of being made freely available to private economic initiatives”, as
defined by Gheorghe Manolescu. Or, according to other authors, fiscal pressure or fiscal
burden is an economic reflection of the value redistribution processes that allow part of the
revenue created by the actual economy to escape the mechanisms of the market and, instead,
be taken over by the state. The part taken over from the revenue achieved, accumulated,
consumed, by means of tax levying, takes the form of tax flows, the source of which are the
entities active within the actual economy, whereas the destination is the public economy. This
part, which constitutes duties levied on individual or global revenues to contribute to tax
flows, is the essence of the concept of fiscal pressure, used in order to measure the level of
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compulsory contributions within a given tax system.(Corduneanu, 1998).

Indicators used for measuring fiscal pressure

The basic source for the taxes and duties collected to be made available to the state
consists of the gross domestic product (GDP) and the national wealth. The nominal rates of
taxes and duties depend on the government’s tax policy, as well as on inflationist processes.

To obtain a more accurate measurement of the level of taxation, one must accept the
concept of calculating the size of fiscal obligations relative to the sources they are covered
from.

Fiscal pressure as level of compulsory contributions is generally indicated by the rate of
taxation. This rate may be calculated at a national (global) level, at the level of the business
unit (company), or at individual level (in the case of tax-payers who are physical persons).
The rates of fiscal pressure may also be calculated for various organisational levels:

- for a certain field — industry, agriculture, tourism, etc.;

- for a given local community.

In either case, this rate constitutes a percentage ratio between the total amount of
compulsory contributions to the state (taxes, duties and other compulsory contributions), on
the one hand, and, on the other hand, the GDP, the turnover (economic value added or share
capital) or individual revenues, depending on the level for which the rate is calculated. The
rates may differ depending on the structure of the compulsory contributions taken into
account.

Fiscal pressure stricto sensu (the rate of taxation strictly speaking) is calculated by
taking into account only tax contributions to the state budget (to both the central budget and
local budgets) for a given interval (usually one year).

Taxes collected over a given interval
Rate of taxation = -------------=-=-mmommem oo - mmmmmmmneee x 100

GDP.

This rate, however, does not reflect the whole of obligations towards the state and the
entire revenue that is taken over by the state. This method for evaluating fiscal pressure has
the drawback of sub-evaluating tax burdens, in particular in the case of a tax system where
most duties are indirect taxes (excise duties, value added tax, customs taxes), as they are
included in the prices of the products that the size of the GDP depends on, increasing it
artificially and lowering the rate of taxation. (Beju, Cucosel, 2010).

In the recent years both the number and amount of certain social contributions has
increased, so that it is now necessary and useful to calculate a more global indicator, which is
the global fiscal pressure, which is established taking into account, in addition to the duties
and taxes owed to the central budget and the local budgets, also the so-called social
contributions, even though they are managed through separate budgets, still under the
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jurisdiction of the state, and such contributions are as compulsory as the rest of the taxes. In
fact, in some countries these contributions are included in the actual tax system, in which
case social insurance and social welfare are financed through the state budget.
Taxes collected + social
contributions
Rate of global taxation = ----------mmsmmmmmmmmemee x 100

GDP.

The list of compulsory payments also includes (at least for the time being) the numerous
contributions to other special funds, which are managed by the state through distinct budgets
but approved annually through the law on the state budget. To obtain a genuine picture of
global fiscal pressure, one must also take into account these contributions to special funds,
whenever the introduction of such a contribution is not followed immediately by a decrease
in the amounts of other duties to the state budget, and that has usually been the rule in
Romania. This category includes not only the funds of social insurance and social welfare,
but also the other special appropriation funds that are being administered by the state,
supplied with money from compulsory contributions imposed upon physical and/or legal
persons and generated by the systematic attempts at decreasing the expenses from the state
budget which were carried out in Romania after 1989. All these taken together, along with the
duties and taxes collected to the state budget and local budgets, amount to what is known as
compulsory payments. (Tulai, 2003).

Taxation practices also involve other indirect indicators used for measuring fiscal
pressure. One example is the rate of expanded taxation, obtained by also taking into
account other sources for financing public expenses, beside compulsory payments. Some
believe that, whenever one is making such calculations, one should also add to the
compulsory payments the entire budget deficit, financed through the state’s indebtedness, as
the loans contracted by the state are actually delayed taxes or, more accurately, taxes
collected in advance.

There are also some opinions that claim that the various models for calculating the rate at
a national level only reflect the first aspect of taxation and fail to accurately represent the
second aspect, which refers to how certain public requirements are satisfied through the
expenses made by the state from the taxes collected. This issue can be solved by calculating
the rate of net taxation, which is obtained by eliminating from the compulsory payments the
part spent by the state for the benefit of the tax-payers (in the form of social services or other
types of services provided to families or individuals) and the subsidies granted to business
units. So this version only takes into account the compulsory payments necessary to the
public administration for its own functioning, excluding all the elements that merely pass
through the public treasury (transfers, subsidies or allowances). Thus, the rate of net
taxation takes into account the reversibility of taxes and the existence of the negative
taxation.
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In the case of another indirect indicator used for measuring fiscal pressure, specifically
the rate of consolidated taxation, what the model eliminates are the redundant payments.
The first level of consolidation consists of eliminating the social contributions and taxes paid
by public administration bodies, whereas at the next level it is obtained by eliminating all
self-financed compulsory payments (not only those that are covered by public administration
bodies, but also those that are covered from the revenues provided by public administration
bodies). For instance, salary tax constitutes a source of revenue to the state budget, but some
of that revenue is redistributed to local budgets.

Fiscal pressure at a national level is determined by the requirements entailed by
financing public expenses. However, there is also a psychological fiscal pressure that
tax-payers feel, an indicator that measures the tolerance threshold for taxation, which is the
individual fiscal pressure, calculated as the ratio between the total amount of compulsory
payments made by a given tax-payer and the total amount of revenues obtained by the same
tax-payer before taxation; this differs from one tax-payer to the next due to the differences in
the applicable fiscal treatment and to the customization of taxes according to economic or
social criteria.

Thus, the individual fiscal pressure measures the sacrifice that the tax-payer must make
by paying taxes to the state, but it doesn’t accurately reflect the size of the tax burden, which
must be determined in accordance with the level of fulfilment of the subsistence needs and of
the ability to save money from the revenues remaining after tax. That is why pro-rata taxation
IS not as fair as progressive taxation, since the burden will be felt differently by someone
whose remaining net income fails to meets his stringent living requirements if he pays the
same tax rates as someone with a considerably larger income, who can still maintain decent
living conditions and save money.

The purchasing power of the tax-payer’s net income, remaining after the payment of the
direct taxes on revenues and wealth, also depends on the level of indirect taxes applicable to
the tax-payer when he purchases commodities and services.

To conclude, the actual individual tax burden must be measured taking into account all
the direct and indirect taxes that the tax-payer — the natural person — has to pay, even if not all
of them are assigned by law as his personal duty. (Tulai, 2003).

At the level of business units, fiscal pressure may be calculated as the ratio between the
total amount of taxes and duties paid and the turnover (economic value added) or the share
capital. Thus, fiscal pressure stands as a percentage ratio between the compulsory payments
to the state that the business unit must make and the economic value added obtained over a
given interval, usually of one year.

The fact that taxes and duties weigh so much within the whole of the activities carried
out by business units makes them sometimes difficult to bear, which results, on the one hand,
in discouraging activities that generate newly created value, and, on the other hand, in
attempts to find solutions (both legal and illegal) that would allow such business units to
avoid either entirely or in part the payment of their fiscal obligations. Thus, a case can be
made for the existence of a certain fiscal pressure at a microeconomic level, where the
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indicator for measuring fiscal pressure is calculated as follows:

2(I+T) -2 (Sp+To)

Pf = s X 100,
where:
| — taxes paid
T — duties paid

Sy — subsidies received

T — consumption taxes

V, — value added

Vp — gross revenues. (Mates and co., 2009).

The structure of compulsory payments often includes corporate tax, contributions to the
social insurance and social welfare funds and other direct taxes on wealth payable to the local
budget and included in the company’s costs.

Naturally, the business units also pay to the budget other taxes, duties and contributions,
but they are all covered by the given business unit. The V.A.T., the excise duties and customs
duties are not taken into account because the company recovers such amounts from the
consumer, who covers them by paying them upon purchase of a product.

The type of tax that does have a direct impact on the business unit is the corporate tax, as
profit is for a private company what the salary is for its employee. (Tulai, 2003).

The other payments, such as contributions to the social insurance and social welfare
funds, building taxes, land taxes, vehicle taxes, included in the cost of products and recovered
through their prices, have an indirect impact, through the level of costs, on the size of the
profit, which is why they too are classified as negative financial flows for the business unit. If
one adds to all these the other contributions to special funds, beside those of social insurance
and social welfare, one may obtain a real image of the fiscal pressure endured by business
units.

Conclusions

A study on the evolution of taxes owed by business units over the interval 2006 — 2010

leads to several conclusions, as follows:

e the lump-sum tax, given all the errors in the legislation, was a burdening tax for
companies because it had to be paid even if the company had recorded losses over
that fiscal year;

e Dby increasing the rate of the V.A.T., which is a high productivity tax, to 24%, the state
efficiently managed to penalize consumption but also, at the same time, to increase
the selling price for the products manufactured, which impacted on the company’s
turnover by decreasing the amounts of products sold;
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e the high level of the social contributions owed by the company may lead to a widely
used practice which consists of declaring the revenues obtained as limited to the level
of the minimum official salary, so as to avoid the payment of increased contributions;
this occurs very often (and may be associated to tax evasion);

e in the case of direct taxes, the level of taxation influences the voluntary compliance
behaviour or the tax evasion behaviour, since, from the tax-payer’s point of view, the
tax is seen as an irrecoverable loss (due to the budgetary principle of
non-appropriation of revenues);

e as far as the budget of health insurance was concerned, the law was changed several
times — in 2008 alone there were three changes in legislation — not only in that which
concerns the rates of the contributions but also with regards to the taxation base,
which has been confusing for business units.

In terms of the relationship between tax-payers (companies) and law-makers, certain
conclusions may be formulated:

e a viable business environment may only be preserved by maintaining transparent
communications; any attempt at improving the relationship between the authorities
and the tax-payers must be based on a continuous process of change in the authorities’
attitude;

e the flexibility and transparency of such a relationship requires an improved legislative
formalisation of the rights and obligations between the parties and the possibility of
direct negotiation and intermediation between tax-payers and the fiscal authority;

e the evolution of the legislative framework must cover the current requirements
imposed by the economic environment without constituting a factor of uncertainty or
destabilisation for the tax-payer.

According to the Fiscal and Budgetary Strategy of the Government for the period
between 2012 and 2014, the medium term aims of the fiscal policy with regards to preventing
and fighting tax evasion are as follows: (Ministry of Public Finances: Fiscal and Budgetary
Strategy for 2012-2014):

* Fighting off multi-national fraud, in particular at the level of the European Union
countries;

* Implementing control over e-commerce;

* Implementing a programme of check-ups on very rich individuals;

* Increasing the number of road operations for the mobile teams of the Financial
Guard and of the Customs National Authority;

* Monitoring and operative interventions in the fields of high fiscal risk (products that
are subject to excise duties, purchases from other countries of the European Union,
import/export operations);

» Ensuring that the informatics system of the Financial Guard operates in full
cooperation with the informatics systems of other institutions involved in fighting off tax
evasion;

* Developing and implementing computer software for monitoring the status of
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products that are normally subject to excise duties but for which excise duties have been
suspended, including those that circulate between countries of the European Union and have
the excise duties paid in the member state that they are shipped from - EMCS stage 3;

* Improving the monitoring on the movement of excisable products and fiscal
warehouses, including in conterminous areas;

* Purchasing specialized systems/equipment for monitoring and ensuring the security
of road transportation for commodities, as well as mobile scanning devices, in order to
decrease tax evasion and improve fiscal and customs control, for any item where risk
analyses require a non-destructive check-up;

* Initiating law proposals meant to amend current legal provisions so as to make it
compulsory to impose a new security system for hallmarks and stamps;

» Applying specific measures for customs value control for general commodities,
respectively shoes and clothing;

* Selecting declaration for further verification or for re-verification, depending on the
following risk factors: tariff classification, origin, customs value, terms and conditions for the
customs operations for which a suspension of customs fees was granted;

* Improving the level of cooperation between the computer system of the Financial
Guard and the computer systems of other institutions involved in fighting off tax evasion.
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