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TABLE 2: Share of selected categories of general government receipts, % of GDP

Current transfers Government consumption Interest payments capﬁ;(l)sfsofl:\?gion

1970 1985 1989+ 1970 1985 1989* 1970 1985 1989* 1970 1985 1989*
B 17,0 24,8 23,0 13,7 17,6 15,7 34 10,6 10,5 42 22 1,6
DK 14,9 21,3 24,2 20,0 253 25,7 1,3 9,9 7,6 5,0 2,2 1,9
D 15,9 20,7 20,2 15,8 20,0 18,7 1,0 3,0 2,7 4,6 23 23
GR 85 17,6 17,3 12,6 20,4 220 0,9 5,4 9,6 : 44 3,1
E 9.3 19,3 17,7 84 14,0 14,2 0,6 32 34 2,5 3,7 4.2
F 20,1 26,5 253 13,4 19,4 18,5 1,1 29 2,7 39 32 32
IRL 13,5 20,3 17,5 14,0 18,7 15,7 3,9 10,3 89 4,3 4,1 2,0
I 12,7 20,8 20,5 12,0 16,4 17,0 1,5 8,0 9,0 2,7 3,7 3,5
L 17,0 28,2 273 10,5 15,6 16,5 1,1 1,1 0.8 3,6 52 . 56
NL 18.4 32,2 31,9 154 16,2 15,2 29 6,3 6,0 4,7 2,6 23
P : 16,2 15,0 : 15,5 14,8 : 79 79 : 2,5 3,1
UK 10,4 16,1 12,9 17,5 20,8 19,6 3,9 49 3,5 4,7 2,0 1,5
EC 14,6! 214 20,2 14,3! 18,6 179 1,9 5,0 48 4,01 29 2,7

* Economic Forecasts, September-October 1989.

1 EC excluding Greece and Portugal.
Source: Commission services.

As a result of the quest of restraining public spending, between
1985 and 1989, the share of general government as a percentage
of GDP declined by some 3 points in the Community as a whole.

The decline was more pronounced in Ireland (more than 9
points), the UK (7 points) and Belgium (about 4.5 points). In
Greece and Italy, on the other hand, the expansion of public
finance continued after 1985.

Despite recent retrenchment efforts, general government
expenditure in the Community as a whole still amounted to over
46 % of GDP in 1989. As can be seen from Graph 2 — which
depicts member countries in a descending order with respect to
public spending as a percentage of GDP — the size of general
government varied widely among the member countries,
basically reflecting differences in economic structures, tradi-
tions and national choices. This graph also shows that the size of
expenditure and the level of receipts of general government are

not very strongly correlated with the implication of high budget
deficits in some member countries.

Composition

As can be gauged from Graph la, up to the early 1980s the
steady rise in government spending mainly stemmed from
growing expenditure on current transfers and government
consumption, while the growing relative importance of interest
payments is clearly a phenomenon of the eighties. The recent
tendency of a relative decline was supported by all main
categories of expenditure and was most pronounced with
respect to current transfers particularly transfers to households,
while the burden of interest payments diminished only very
slightly as a proportion of GDP between 1985 and 1989.

Cuts in public expenditure did not result in a corresponding
lowering of the burden of taxation, since these cuts were
primarily used to trim budget deficits. Consequently, on the
revenue side, the main tendency since 1985 has been towards a

TABLE 3: Share of selected categories of general government receipts, % of GDP

Indirect taxes Direct taxes i%ifrli;ict}g:sy Other receipts

1970 1985 1989* 1970 1985 1989* 1970 1985 1989* 1970 1985 1989+
B 129 11,5 11,7 11,0 19,0 173 10,3 14,4 14,3 2,2 2,2 1,9
DK 18,4 184 18,7 22,6 28,6 31,2 2,5 29 2,2 2,6 75 8,0
D 13,2 12,6 12,4 10,8 12,5 12,4 12,6 17,5 17,1 24 38 3,2
GR 14,5 153 16,5 3,5 5,6 56 6,6 11,3 10,7 1,9 2,0 1,3
E 7.8 9,6 10,3 34 8,5 11,0 6,4 13,1 12,9 4,7 38 39
F 15,2 15,0 14,4 72 9,1 9,1 14,6 21,1 21,0 29 4,1 4,0
IRL 18,8 17,2 16,6 8,5 14,5 14,7 2,5 57 5,4 3.4 5,1 - 38
I 9,7 89 10,6 4,7 13,0 13,6 10,4 13,6 14,1 1,9 28 2,7
L 9,1 15,8 15,8 12,1 20,0 17,5 9,9 14,1 14,7 4,6 6.4 55
NL 10,8 11,9 12,6 13,0 12,6 14,8 13,8 20,6 19,0 3,5 9,8 6,2
P : 14,1 15,8 : 8.3 6,9 : 9,7 10,7 : 1,3 24
UK 16,2 15,9 16,2 14,3 14,5 13,2 51 6,8 6,5 4,1 4,1 2,7
EC 13,1 12,9 13,2 9,41 12,3 12,4 10,2! 14,6 14,4 3,01 4,0 34

* Economic Forecasts, September-October 1989.

! EC excluding Greece and Portugal.
Source: Commission services.
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stabilization of direct taxes and social security contributions as a
share of GDP, a slight increase in indirect taxes and a decline in
other revenues (see Graph 1b). In 1989, indirect taxes, direct
taxes and social security contributions roughly accounted for
one third of total general government receipts each, or some 12-
14 % of GDP.

Structure of public finance in the member countries

Expenditure

In most member countries, current transfers formed the largest
expenditure category in 1989 (see Tables 2 and 4), its share
ranging from just under 13 % of GDP in the United Kingdom to
close to 32 % in the Netherlands. Exceptions were Denmark,
Greece and the United Kingdom where government consump-
tion was the most important category, mainly reflecting the
relatively high share of government employment in the first two
countries and the organisation of the national health service in
the case of the United Kingdom.

The category of *current transfers’ includes items such as social
security benefits and state aids to industries, both of which were
heavily called upon in an endeavour to mitigate the adverse
impact of poor growth performance in the seventies and early
eighties. As a result, the ratio of current transfers to GDP
increased strongly between 1970 and 1985, particularly in
Greece and Spain — where it doubled — and to a lesser extent in
the Netherlands, Belgium and Italy. The steep rise in current
transfers, particularly to households, was the driving force
behind the upsurge in total government spending over the
period concerned. It accounted for more than 50 % of the rise in
the size of general government. From 1985 onwards the relative
size of this category has fallen slightly throughout the
Community, except in Denmark where it has risen uninter-
ruptedly.

Among member countries, the ratio of government consumption
to GDP was rather similar in 1989. Apart from Denmark where
the ratio amounted to 25 % of GDP, it ranged between 14 and
20 % of GDP in the other member countries. Since 1985, in all
member countries, except in Denmark, Greece, Italy and

Luxembourg, the share of government consumption has fallen
slightly, after having shown a significant increase in the period
1970-1985 throughout the Community. This increase was
mainly a consequence of an adverse change in relative prices and
of the growing importance of the government as an employer.
The latter development has been reversed since the mid-1980s in
many member countries.

In 1989 interest payments on public debt absorbed about 10 %
of GDP or some 20 % of total government spending in countries
such as Belgium, Greece, Ireland and Italy, introducing an
important element of rigidity into budgetary management.
Large and widening budget deficits together with high interest
rates led in several countries (Belgium, Denmark, Greece,
Spain, Ireland, Italy and Portugal) to an explosion of interest
payments on public debt between 1980 and 1985. Thereafter,
due to consolidation efforts and some easing of interest rates,
the relative size of interest payments declined in almost all
member countries, particularly in Denmark, Ireland, and the
United Kingdom. Only in Greece and Italy has this interest
snowball effect on public debt not yet been halted.

Although already on a downward path since the early 1970s,
general government gross fixed capital formation (GFCF)
suffered the most, relative to its GDP share, from the shift
towards a more restrictive stance of budgetary policies in the
early eighties. Despite the stated objective of changing the
structure of expenditure in the direction of higher public
investment, progress in this field has been quite limited in most
member countries. As a result, in 1989 GFCF accounted for less
than 2.5 % of GDP in many member countries, notable
exceptions being Spain (4.2 %) and Luxembourg (5.6 %).

Receipts

On the receipts side, the structure seems to be even more
disparate among member countrics than with respect to
expenditure, as can be gauged from Tables 3 and 5. These
disparities largely reflect differences in the design of the taxation
systems. Since 1985, various measures have been taken to
modify the burden and the structure of taxation with a view to
reducing the distorting effects of taxation on the one hand and

TABLE 4: Structure of general government expenditure in 1989* (as % of total expenditure)!

of which Gross

Current Government Interest payments fixed

transfers consumption capital

to enterprises to households formation

B 45,0 3,5 39,7 30,6 20,6 3,1 100,0
DK 40,5 5,8 © 311 429 12,7 3,2 100,0
D 448 5,1 358 414 6,0 52 100,0
GR 32,1 24 29,6 40,7 17,7 58 100,0
E 43,6 4,4 35,5 35,0 83 10,2 100,0
F 50,9 3,7 43,6 37,1 5.4 6,5 100,0
IRL 39,6 6,8 322 355 20,0 4,5 100,0
1 40,0 49 33,7 33,2 17,6 6,7 100,0
L 534 6,6 46,5 323 1,7 10,9 100,0
NL 56,0 59 459 26,6 10,5 4,0 100,0
| 359 3,5 ’ : 354 18,9 73 100,0
349 3,0 30,2 52,9 9,3 40 100,0
EC 43,6 43 36,6 38,7 10,3 59 100,0

* Economic Forecasts, September-October 1989.

I Net capital transfers are not presented in the table. As a result, the sum of the components does not add up to 100,

Source: Commission services.
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to prepare for the large internal market on the other. While some
governments expressed the wish to reduce the relative weight of
taxation, most tax reforms or modifications were designed to be
basically revenue neutral. Up to now, these actions have only
resulted in marginal changes in the broad aggregates of
government revenue.

Among the member countries, indirect taxes, mainly composed
of value-added taxes and various excise duties, ranged between
10 % (in Spain) and just under 19 % (in Denmark) of GDP in
1989.1In many member countries this ratio declined in the period
1970-1985, but remained roughly constant or increased slightly
thereafter. This type of revenue will be mostly affected by the
internal market programme. In anticipation of the attempt to
achieve a higher degree of indirect tax approximation in the
Community, several member countries have already adjusted
their value added taxes (Greece, France, Italy), or have modified
their excise duties (increases in Belgium, Germany and the
United Kingdom). Without prejudging the decisions eventually
to be taken, it is expected that in some member countries
(Denmark and Ireland) the impact of approximation would be
reflected in a fall in indirect tax revenue, probably implying
compensatory measures in other areas of taxation.

Direct taxes in relation to GDP differed significantly across the
member countries in 1989, varying between 6 % in Greece and
31 % in Denmark, representing some 16 % and 52 % of total
current revenue respectively (see Table 5). The high ratio in
Denmark reflects the predominant financing of social security
benefits by general taxation. Except in the Netherlands, between
1970 and 1985, the share of direct taxes in GDP rose in all
member countries. The increase was particularly high in
Belgium, Italy and Luxembourg (8 points). Since 1985, reforms
of personal tax systems (Belgium, Portugal, the United
Kingdom) and/or corporate tax systems (Belgium, Luxem-
bourg, Portugal and the United Kingdom) seem to have resulted
in a decline in the proportion of direct taxes to GDP.

Consequently, there was quite a different split of tax revenue
between direct and indirect taxes. In Belgium, Denmark, Italy
and Luxembourg direct taxes provided the largest share. In
Greece, France, Ireland, Portugal and the United Kingdom, the

TABLE 5: Structure of general government receipts in 1989* (as % of
total receipts)

Social
Indirect Direct security Other
taxes taxes contri- receipts
butions
B 25,8 38,4 31,6 4,2 100,0
DK 31,1 52,0 3,6 13,3 100,0
D 27,5 274 379 7,2 100,0
GR 48,4 16,4 314 38 100,0
E 27,0 29,0 339 10,1 100,0
F 29,6 18,8 433 8.3 100,0
IRL 41,0 36,3 13,2 94 100,0
I 25,8 33,2 344 6,6 100,0
L 29,6 32,6 274 10,4 100,0
NL 239 28,1 36,1 11,9 100,0
P 442 19,2 30,0 6,6 100,0
UK 42,0 342 16,8 7.0 100,0
EC 30,4 28,7 33,1 7.8 100,0

* Economic Forecasts, September-October 1989.
Source: Commission services.

lion’s share was taken by indirect taxation, while in Germany,
Spain and the Netherlands, the respective revenue components
were broadly equivalent.

Disparities in the share of social security contributions reflected
profound differences in the way social security systems were
funded. In this respect, three groups of countries can be
distinguished. In the United Kingdom, Ireland and especially
Denmark, there was a relatively low funding through social
security contributions (ranging from 4 to about 17 % of general
government total current receipts); at the other extreme, social
security funding was substantial in Germany, the Netherlands
and France with social security contributions ranging from 36 to
43 % of total general government current receipts.
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