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FOREWORD

This publication is the fourth in the series “Consumption Tax Trends”. It presents information
relative to indirect taxes in OECD Member countries as at 1 January 2000.

The earlier editions of Consumption Tax Trends showed the increasing importance of general
consumption taxes as revenue instruments in OECD Member countries. They also highlighted the
features underlying this development. In addition, they identified the large number of differences,
which exist in respect to the consumption tax base, rates and implementation rules between tax
administrations.

This edition’s special features highlight specific aspects of developments in electronic commerce
and the new Australian GST system.

This report is published under the responsibility of the Secretary-General of the OECD.
© OECD 2001
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Chapter 1 

INTRODUCTION

Consumption Taxes continue to maintain a high profile as revenue collecting instruments by tax
administrations throughout the world. This applies not only to the rise in general consumption taxes
such as Value Added Tax (VAT) and Goods and Services Tax (GST) but to the dual role of specific
consumption taxes of the excise variety both as a means of collecting revenue and as an instrument to
influence consumer behaviour.

Since the publication of the third edition of Consumption Tax Trends in 1999 there have been a
number of important developments concerning consumption taxes generally. Foremost is the
introduction of a GST in Australia with effect from 1 July 2000. It is a value added type tax based on the
invoice credit method. This leaves the USA as the only OECD member country without a federal value
added type tax on consumer expenditure.

In other respects, the continuing globalisation of trade, as illustrated by the development of
electronic commerce, challenges the effectiveness of consumption tax systems. In this new
environment, tax authorities will need to reconcile national fiscal boundaries with the borderless world
of global commerce. These challenges come in a variety of forms and they are not confined to electronic
commerce:

• The search to enhance neutrality by reducing the undesirable consequences of exemption from
VAT.

• To understand better the new global environment in which businesses are developing.

• To improve efficiency of tax administrations and reduce compliance costs for business,
minimising the potential for tax evasion and avoidance.

• To strengthen international administrative co-operation.

These developments, which are discussed in more detail hereafter, show that Revenue Authorities
must balance the need to maintain fiscal sovereignty and tax revenues against the need to avoid
impediment to the development of world trade.
© OECD 2001
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Chapter 2 

CONSUMPTION TAX TOPICS

Value Added Tax

The introduction of value added tax as a tax collection mechanism in countries around the world
continues apace but the rapid globalisation and changes to the structure of commerce raises questions
about the need to adjust the VAT system to meet changing economic conditions and provide a level
playing field for business. The problems arising from the application of exemption to most financial
services and the implications from the growth of electronic commerce are but two examples.

Tax reform and consumption tax in Australia

Australia has embarked on a substantial program of tax reform known as The New Tax System. As
part of The New Tax System, Australia introduced a goods and services tax (GST) to replace a wholesale
sales tax, which was applied at varying rates to a range of goods. GST is charged on taxable supplies at a
single rate of 10%.

The introduction of the GST on 1 July 2000 was also accompanied by a cut in personal income tax,
increases in government benefits, and removal of a number of taxes levied by the Australian States
and Territories.

Other measures under The New Tax System include replacing 11 different tax systems for reporting and
paying income tax instalments and withholding tax with one consolidated system and allowing monthly or
quarterly reporting to replace up to 32 business reporting and payment requirements every year.

An overview of the Australian GST system is given in Chapter 8.

Reinforcing neutrality

There is growing recognition of the increasingly global nature of trade and revenue authorities are
concerned about minimising any potential that might exist for distortion of competition as a
consequence of VAT exempt treatment of several products. Applying a positive rate of VAT to replace
exemptions would help to improve the neutrality of VAT as a tax on consumer expenditure. It might also
reduce any incentive for business to develop harmful tax avoidance mechanisms which could be used
to reduce the element “sticking tax” on business costs which results from tax exemption. The
globalisation of trade has intensified efforts to identify feasible methods of taxation.

The efforts to find a way to apply a positive rate of VAT to replace the exemption for financial services
reflect this concern. The OECD report on the study of the treatment of financial services (available on
www.oecd.org/daf/fa) showed that many financial services are treated as exempt from VAT in most of the
OECD countries. Taxation of the presently VAT exempt services may provide a number of benefits.
However, there is no firm information available at this time to help determine whether any potential
advantages from a change to the tax treatment would outweigh the costs of making such a change.

What is clear is that a decision to apply VAT to currently exempt financial services cannot be taken
simply on the basis of the feasibility of taxation or on the desire to reduce exemption to improve the
neutrality of VAT. Issues such as the tax revenue implications of taxation, the cost of compliance with tax
requirements for business and the true potential for competitive distortion must also be examined.
© OECD 2001
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Given the complexity of the topic it may be some time before sufficient and reliable information
becomes available on which decisions can be taken about a change to apply taxation more widely to
financial services.

Electronic commerce: progress in implementing Ottawa Taxation Framework Conditions

The Electronic Commerce Taxation Framework Conditions welcomed by Ministers in Ottawa in
October 1998 set out a number of proposals in the field of indirect taxes and prescribed a work
programme on the work needed.

The main features of the Tax Framework concerning consumption taxes are:

• Taxation of cross-border trade should result in taxation in the jurisdiction where consumption
takes place and international consensus should be sought on the circumstances under which
supplies are held to be consumed in a jurisdiction.

• The supply of services and intangible property will not be treated as a supply of goods for
consumption taxes purposes.

• Countries should examine the use of the so called VAT “reverse charge” or tax shift mechanism to
apply VAT to services or intangible property imported by business where this would give
immediate protection of their revenue base and protects the competitiveness of local suppliers.

After two years work in co-operation with business and several non-member countries, the
Committee on Fiscal Affairs endorsed in January 2001 the first conclusions in a report from its working
Party on Consumption Taxes (available on www.oecd.org/daf/fa) for a period of public comment.

The report proposes Guidelines to define the place of taxation for cross-border services and
intangible property by reference to the business establishment of the recipient business in the case of
B2B (business-to-business) transactions, and by reference to the recipient’s usual jurisdiction of
residence for B2C (business-to-consumer) transactions. On collection mechanisms, the report identifies
a self-assessment (reverse charge) mechanism for B2B transactions as the most viable option. For B2C
transactions, the report points toward the potential in the medium term for technology-facilitated
options, while accepting that, in the interim, simplified registration-based mechanisms may be
required. The report recognises that further work is necessary in several areas, and recommends that
this continue to be pursued in partnership with business. These Guidelines are explained in more
detail in Chapter 7.

Tax administration

In the field of tax administration, the Ottawa Framework Conditions included the following
elements:

• Revenue authorities should make use of the available technology and harness commercial
developments in administering their tax system to continuously improve taxpayer service.

• Revenue authorities should maintain their ability to secure access to reliable and verifiable
information in order to identify taxpayers and obtain the information necessary to administer
their tax system.

• Countries should ensure that appropriate systems are in place to control and collect taxes.

• International mechanisms for assistance in the collection of tax should be developed, including
proposals for an insert of language in the OECD Model Tax Convention.

The Committee on Fiscal Affairs likewise endorsed the emerging conclusions and future work
topics identified in a report on the tax administration aspects of e-commerce, and approved its
publication for comment (available on www.oecd.org/daf/fa). This report addresses such issues as how tax
administrations can ensure effective tax collection in an electronic environment, and the steps that they
may need to take to strengthen their co-operation internationally. It also identifies a range of initiatives
that tax administrations across the world are already taking to improve the quality of service that they
provide to taxpayers.
© OECD 2001



 11
Chapter 3 

 VALUE ADDED TAX (YIELD, RATES AND STRUCTURE)

There are still many differences in the OECD national VAT systems with the continuing application
of reduced rates, exemptions and numerous special arrangements to meet particular policy demands.
Many of these were highlighted in the earlier editions. Much of this was in contradiction of the ethos of
VAT as a simple tax to administer and collect. Differences remain even among the member states of the
European Union whose VAT laws share the same legislative roots in the form of the EU Sixth VAT
Directive. However, there is increasing consideration given by most OECD countries in respect of
minimising the tax compliance cost and promoting administrative simplification.

As Tables 3.1and 3.2 illustrate, after a period of gradual increase, the level of tax receipts from
goods and services taxes, mainly in the form of VAT receipts, was stabilising in 1998 as a percentage of
GDP and of total taxation.

Tables 3.3 and 3.4 illustrate in contrast that there has been a reduction in tax revenues from excise
taxes, expressed both as a proportion of GDP and of total tax revenue, confirming a long period trend.
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For the OECD area as a whole the long-term picture is of increase in revenue yield from consumption
taxes compared with total taxation and GDP and a fall in yield from specific taxes against the same
comparators. The main reason for this evolution was the substitution of VAT/GST for retail and wholesale
taxes. Currently, the United States is the only OECD country without a VAT-type tax, with Australia having
recently introduced a GST. Greece, Spain and Portugal introduced VAT in the 1980s when they joined the
European Union; Iceland, Japan and New Zealand introduced the tax in the same period whereas
Switzerland has introduced VAT within the last five years. Economies of the former Soviet bloc also
introduced VAT as a significant source of tax revenue. A second reason for the growing share of general
consumption taxes in national tax mixes has been the tendency for rates of VAT to rise over the long term.

Table 3.5 shows the rates of VAT as at 1 January 2000. Since the publication of the third edition two
countries (Switzerland and Turkey) have increased their standard rates respectively by 1% and 2% though in
the case of Switzerland the 3/5% reduced rates have been increased by 0.3% and 0.5%. Figure 3.1 illustrates
the broad spread of current standard rates of VAT from 5% in Japan to 25% in Denmark, Hungary and Sweden.
The evolution of the average standard rate for OECD shows a global stabilisation since 1998.

Table 3.6 gives an update on the relief from VAT registration or tax return filing with the introduction
of a threshold in Australia, at the same time as the new GST regime (see Chapter 8). All OECD countries
with the exception of Sweden and Korea provide scope for exemption from VAT/GST for small enterprises.
Japan stands alone with a threshold of more than $295 000, with Mexico at less than half that level and the

Table 3.1. Taxes on general consumption (5110) as percentage of GDP

Source: Revenue statistics of OECD Member countries, 1999.

1965 1970 1975 1980 1985 1990 1995 1996 1997 1998

Canada 4.6 4.5 4.1 3.7 4.4 5.1 5.0 5.0 5.1 5.3
Mexico 2.5 2.7 3.6 2.8 2.9 3.1 3.1
United States 1.2 1.6 1.9 1.9 2.1 2.1 2.2 2.2 2.2 2.2
Australia 1.6 1.7 1.8 1.4 2.3 2.4 2.6 2.5 2.5 2.5
Japan – – – – – 1.3 1.5 1.5 2.0 2.5
Korea 1.9 3.9 3.6 3.9 3.9 4.0 4.3 3.5
New Zealand 1.9 2.2 2.8 3.4 3.5 8.5 8.6 8.4 8.8 9.2
Austria 6.3 6.5 7.5 7.9 8.7 8.4 7.6 8.3 8.2 8.3
Belgium 6.6 7.5 6.6 7.3 7.2 7.1 6.9 7.0 7.0 7.0
Czech Republic 6.9 7.0 7.0 6.6
Denmark 2.7 7.6 7.0 9.8 9.5 9.8 9.5 9.7 9.8 9.8
Finland 5.6 6.3 6.3 6.8 7.8 9.2 7.8 8.4 8.5 8.5
France 8.0 8.9 8.6 8.6 8.7 8.1 7.6 8.0 8.0 7.9
Germany 5.2 5.6 5.3 5.5 5.2 5.4 6.7 6.6 6.6 6.6
Greece 1.9 3.5 3.9 3.2 4.9 7.8 7.3 7.4 7.7
Hungary 8.2 8.4 9.0 9.1
Iceland 4.4 5.9 8.5 8.5 9.4 10.2 9.9 9.9 9.9 9.7
Ireland 1.4 3.9 4.4 4.6 7.2 6.9 7.0 7.1 7.2 7.2
Italy 3.3 3.4 3.8 4.7 5.0 5.7 5.7 5.5 5.6 6.1
Luxembourg 3.4 1.9 4.6 4.3 5.6 5.5 5.9 6.5 5.7 5.7
Netherlands 4.1 5.4 6.2 6.9 6.9 7.1 6.5 6.7 6.7 6.9
Norway 6.4 8.3 8.2 7.8 7.9 7.8 8.8 8.7 8.8 9.3
Poland 6.8 7.3 7.9 7.9
Portugal – 1.7 2.4 4.0 3.4 5.8 7.7 7.5 7.8 8.0
Spain 3.3 3.4 3.0 2.3 4.0 5.3 5.2 5.3 5.5 5.7
Sweden 3.6 4.1 5.2 6.3 6.7 8.0 7.1 6.6 7.0 7.1
Switzerland 1.9 1.8 2.2 2.6 2.9 3.1 3.4 3.3 3.4 3.5
Turkey – – – – 3.6 4.0 7.0 8.4 8.7 8.6
United Kingdom 1.8 2.5 3.1 5.2 5.8 6.1 6.8 6.8 6.9 6.7

Unweighted average:
OECD Total 3.3 4.1 4.4 4.7 5.3 6.1 6.3 6.5 6.6 6.6
OECD America 2.9 3.1 3.0 2.7 3.0 3.6 3.3 3.4 3.5 3.5
OECD Pacific 1.2 1.3 1.6 2.2 2.3 4.0 4.1 4.1 4.4 4.4
OECD Europe 3.7 4.6 5.1 5.6 6.3 6.9 7.1 7.3 7.4 7.4
EU 15 3.8 4.8 5.2 5.8 6.5 7.1 7.0 7.2 7.2 7.3
© OECD 2001
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United Kingdom, France, Czech Republic, Ireland and Switzerland having thresholds in excess of
USD 47 000. France has considerably increased its threshold from USD 16 700 up to USD 78 191. In Spain
retailers are subject to a special VAT regime, the “equalisation tax”, which broadly reduces their formal
obligations, e.g. accounting, issuing of receipts, and so forth for VAT purposes.   

All countries apply VAT exemption to certain services (postal services; transport of sick/injured persons;
hospital and medical care; human blood, tissues and organs; dental care; charitable work; education; non-
commercial activities of non-profit making organisations; sporting services; cultural services; insurance and
reinsurance; letting of immovable property; financial services; betting, lotteries and gambling; supply of land
and buildings; certain fund-raising events) referred to as “standard exemptions” hereafter.

Table 3.7 provides a summary of departures from these “standard exemptions” where some
administrations allow exemptions for commodities which are normally taxable while other
administrations apply VAT to commodities which are normally exempt. In 1998, the European Union
Member States have adopted a Directive (98/80/CE) that provides for an exemption (optional for
taxpayers) on transactions in gold, if it is treated as an investment.  

Table 3.8 shows departures from the standard rate of VAT for countries which have more than one
rate including zero rate.

Table 3.2. Taxes on general consumption (5110) as percentage of total taxation

Source: Revenue statistics of OECD Member countries, 1999.

1965 1970 1975 1980 1985 1990 1995 1996 1997 1998

Canada 17.8 14.4 12.5 11.5 13.2 14.1 14.0 14.0 13.8 14.0
Mexico 15.7 15.9 20.8 17.0 17.2 17.6 19.4
United States 4.8 5.8 7.0 7.0 7.9 8.0 8.0 7.9 7.8 7.6
Australia 7.4 7.4 6.7 5.3 7.9 8.0 8.7 8.3 8.4 8.5
Japan – – – – – 4.3 5.2 5.3 7.0 8.9
Korea 12.7 22.0 21.1 20.4 18.9 18.7 20.1 16.5
New Zealand 7.7 8.0 9.0 10.2 10.4 22.4 22.7 23.6 24.1 26.0
Austria 18.7 18.5 19.8 20.1 21.0 20.8 18.2 19.1 18.6 18.7
Belgium 21.1 21.0 15.9 16.8 15.5 16.4 15.3 15.6 15.3 15.3
Czech Republic 17.2 17.8 18.1 17.1
Denmark 9.1 18.8 16.9 22.3 20.1 20.7 19.3 19.5 19.7 19.6
Finland 18.5 19.3 16.8 18.7 19.6 20.6 17.3 17.8 18.4 18.5
France 23.3 25.5 23.4 21.1 20.0 18.8 17.3 17.8 17.7 17.5
Germany 16.5 17.1 14.6 16.6 15.8 16.6 17.4 17.7 17.8 17.9
Greece 10.3 16.8 18.3 13.2 17.2 26.5 23.1 23.3 22.9
Hungary 19.4 20.7 23.0 23.5
Iceland 16.7 22.0 28.6 28.9 33.0 32.4 31.7 30.8 31.1 28.9
Ireland  5.7 13.1 14.7 14.8 20.6 20.6 21.2 21.5 21.8 22.2
Italy 12.9 13.2 14.3 15.6 14.5 14.7 13.8 13.0 12.6 14.2
Luxembourg 12.4 6.6 11.7 10.4 12.3 13.4 14.1 15.1 13.5 13.7
Netherlands 12.4 14.6 14.4 15.8 16.2 16.5 15.6 14.0 16.0 16.9
Norway 21.5 23.8 20.5 18.2 18.2 18.8 21.2 20.9 20.7 21.3
Poland 17.1 18.5 20.3 20.8
Portugal – 8.4 11.2 16.2 12.6 19.6 23.4 22.8 23.3 23.3
Spain 22.2 20.3 15.3 10.2 14.7 16.0 15.9 16.2 16.3 16.6
Sweden 10.4 10.3 12.0 13.4 14.0 14.9 15.0 13.3 13.5 13.6
Switzerland 9.4 7.8 7.8 9.2 9.3 10.1 10.2 9.6 10.0 10.0
Turkey – – – – 23.3 20.1 31.1 33.0 31.4 30.0
United Kingdom 5.9 6.8 8.9 14.7 15.5 17.0 19.3 19.5 19.6 18.1

Unweighted average:
OECD Total 11.9 13.3 13.3 14.1 15.8 17.4 17.5 17.7 17.9 17.9
OECD America 11.3 10.1 9.7 11.4 12.3 14.3 13.0 13.0 13.0 13.7
OECD Pacific 5.0 5.1 7.1 9.4 9.8 13.8 13.9 14.0 14.9 15.0
OECD Europe 13.0 14.9 15.0 15.6 17.5 18.6 18.8 19.0 19.2 19.1
EU 15 13.3 15.4 15.2 16.0 16.6 18.2 17.8 17.8 17.8 17.9
© OECD 2001
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Table 3.3. Taxes on specific goods and services (5120) as percentage of GDP

Source: Revenue statistics of OECD Member countries, 1999.

1965 1970 1975 1980 1985 1990 1995 1996 1997 1998

Canada 4.4 4.1 4.5 4.2 4.3 3.8 3.5 3.4 3.4 3.4
Mexico 5.6 8.2 5.9 6.0 6.3 6.1 4.9
United States 3.7 3.2 2.7 2.2 2.2 1.9 2.1 2.0 1.9 1.9
Australia 5.1 4.7 5.1 6.2 6.0 4.5 4.2 4.2 4.1 3.7
Japan 4.6 4.1 3.2 3.6 3.3 2.3 2.3 2.3 2.2 2.2
Korea 7.2 7.0 6.3 5.1 4.5 5.0 4.9 4.5
New Zealand 4.6 4.7 4.3 3.7 3.9 3.5 3.2 3.1 3.1 2.7
Austria 6.1 6.3 5.3 4.0 4.1 3.6 3.3 3.5 3.6 3.5
Belgium 4.0 4.2 3.6 3.3 3.8 3.6 3.9 3.9 4.0 3.4
Czech Republic 5.4 5.2 4.7 4.5
Denmark 8.7 7.2 6.1 5.9 6.1 5.3 5.7 5.8 5.8 6.0
Finland 7.1 6.5 5.8 6.0 5.6 5.2 5.2 5.4 5.4 5.3
France 4.9 4.1 3.3 3.4 3.8 3.8 4.1 4.1 4.1 3.8
Germany 4.6 4.2 3.9 3.1 2.9 3.0 3.6 3.5 3.3 3.1
Greece 6.1 5.7 5.0 6.0 6.0 4.6 5.3 5.4 5.2
Hungary 8.8 7.9 6.2 5.8
Iceland 11.8 10.2 9.9 8.7 7.5 5.4 4.4 4.7 4.2 4.6
Ireland 10.8 10.9 9.0 8.9 7.7 6.7 5.8 5.6 5.3 4.8
Italy 6.2 6.1 3.7 2.9 3.1 4.1 4.6 4.2 4.3 4.3
Luxembourg 3.1 2.5 3.1 3.9 5.0 4.3 5.2 5.1 5.3 5.0
Netherlands 4.8 4.3 3.5 3.2 3.1 3.2 3.8 3.9 3.9 3.5
Norway 5.5 6.2 6.4 6.9 7.9 6.4 6.7 6.6 6.4 6.3
Poland 7.0 6.6 5.4 5.0
Portugal 6.6 6.7 5.7 6.7 7.8 6.9 6.4 6.2 6.0 6.0
Spain 2.7 2.6 1.7 2.4 3.6 3.5 3.4 3.3 3.4 3.6
Sweden 6.7 6.5 4.6 4.3 5.6 4.9 4.2 4.3 4.2 3.8
Switzerland 3.7 3.9 3.0 2.8 2.5 2.2 2.4 2.4 2.4 2.5
Turkey 5.6 6.1 6.5 4.5 1.9 1.5 1.4 1.2 1.4 1.5
United Kingdom 7.7 7.4 5.2 4.7 5.2 4.6 5.0 4.9 4.9 4.7

Unweighted average:
OECD Total 5.8 5.5 4.9 4.8 4.9 4.2 4.5 4.5 4.3 4.1
OECD America 4.0 3.7 3.6 4.0 4.9 3.9 3.9 3.9 3.8 3.4
OECD Pacific 4.7 4.5 4.9 5.1 4.9 3.8 3.6 3.6 3.6 3.3
OECD Europe 6.1 5.9 5.0 4.8 4.9 4.4 4.8 4.7 4.5 4.4
EU 15 6.0 5.7 4.6 4.6 4.9 4.5 4.6 4.6 4.6 4.4
© OECD 2001
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Table 3.4. Taxes on specific goods and services (5120) as percentage of total taxation

Source: Revenue statistics of OECD Member countries, 1999.

1965 1970 1975 1980 1985 1990 1995 1996 1997 1998

Canada 16.8 13.3 13.6 13.0 13.0 10.5 9.8 9.4 9.2 9.1
Mexico 34.4 48.3 34.0 36.0 37.7 35.1 30.8
United States 15.1 11.7 10.0 8.3 8.4 7.1 7.7 7.1 6.8 6.5
Australia 22.7 20.3 19.1 22.6 20.7 15.3 14.5 13.9 13.8 12.5
Japan 25.0 20.9 15.1 14.1 12.1 7.3 8.0 8.0 7.6 7.7
Korea 47.3 39.5 37.4 26.5 21.9 23.1 22.9 21.5
New Zealand 18.5 17.2 13.8 11.2 11.7 9.2 8.5 8.7 8.4 7.6
Austria 18.0 18.0 14.0 10.1 9.9 9.0 7.9 8.0 8.2 7.8
Belgium 13.0 11.8 8.7 7.8 8.2 8.3 8.6 8.6 8.8 7.5
Czech Republic 13.4 13.2 12.2 11.7
Denmark 29.2 17.9 14.7 13.4 13.0 11.2 11.5 11.7 11.7 12.1
Finland 23.5 19.9 15.3 16.7 14.0 11.7 11.6 11.5 11.7 11.5
France 14.3 11.6 9.0 8.4 8.7 8.7 9.2 9.0 9.0 8.4
Germany 14.6 12.9 10.8 9.3 8.7 9.2 9.5 9.3 9.0 8.4
Greece 33.8 27.4 23.9 25.1 20.9 15.6 16.7 16.9 15.6
Hungary 20.9 19.4 15.8 14.9
Iceland 45.0 37.9 33.6 29.8 26.5 17.0 14.0 14.5 13.2 13.8
Ireland 43.4 36.4 29.7 28.3 22.0 20.1 17.5 16.7 16.1 14.7
Italy 24.1 23.2 14.0 9.7 9.1 10.6 11.1 9.7 9.7 10.2
Luxembourg 11.1 8.8 7.9 9.5 11.1 10.7 12.4 11.9 12.8 12.0
Netherlands 14.7 11.6 8.1 7.3 7.2 7.5 9.0 8.1 9.3 8.4
Norway 18.4 17.8 16.1 16.2 18.3 15.3 16.2 15.8 15.2 14.5
Poland 17.5 16.6 13.9 13.3
Portugal 41.5 33.8 27.0 27.2 28.7 23.4 19.5 19.1 18.0 17.4
Spain 18.4 15.5 8.7 10.5 13.0 10.5 10.3 10.3 10.2 10.5
Sweden 19.2 16.3 10.7 9.2 11.6 9.2 8.7 8.7 8.1 7.3
Switzerland 19.0 17.1 10.6 9.8 8.3 7.1 7.2 7.1 7.0 7.0
Turkey 53.4 48.8 40.9 25.2 12.4 7.3 6.0 4.8 5.2 5.1
United Kingdom 25.2 19.9 14.8 13.3 13.8 12.7 14.3 14.1 13.9 12.8

Unweighted average:
OECD Total 24.1 20.4 17.5 16.5 16.0 12.9 13.1 12.9 12.4 11.7
OECD America 16.0 12.5 11.8 18.6 23.2 17.2 17.8 18.1 17.0 15.5
OECD Pacific 22.1 19.5 23.8 21.8 20.5 14.6 13.2 13.4 13.2 12.3
OECD Europe 25.2 21.4 16.8 15.1 14.0 11.8 12.4 12.0 11.6 11.0
EU 15 22.9 19.0 14.5 13.7 13.3 11.9 11.8 11.6 11.5 10.8
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Table 3.5. Current rates of VAT in OECD Member countries

1. 16% applies in the Austrian tax enclaves Mittelberg and Jungholz.
2. 15% Harmonised Sales Tax (HST) applies in those provinces that have harmonised their provincial retail sales tax with the federal GST (the

15% HST is composed of a provincial component of 8% and a federal component of 7%).
3. Standard rate is 19.6% as of 1 April 2000.
4. Tax rates are reduced by 30% in some remote areas.
5. Standard rate is 20% as of 1 January 2001.
6. Standard rate is 19% as of 1 January 2001.
7. For long term stay in a commercial dwelling GST at standard rate is levied on 60% of the value of the supply.
8. The rates applicable in the Autonomous Regions of Madeira and the Azores are respectively 4%, 8% and 12%.
9. 2.4% / 3.6% and 7.6% as of 1 January 2001.

10. There are also higher rates of 23/40%.
11. The standard rate is applied to a reduced value on imports of certain works of art, antiques and collectors items resulting in an effective rate of 5%.
12. Rate as at 1 July 2000.
Source: National Delegates; position as at 1 January 2000.

Reduced rate
Standard rate

2000 1998 1996 1994

Australia12 – 10.0 – – –
Austria1 10.0/12.0 20.0 20.0 20.0 20.0
Belgium 0/6.0/12.0 21.0 21.0 21.0 20.5
Canada2 0.0 7.0/15.0 7.0/15.0 7.0 7.0
Czech Republic 5.0 22.0 22.0 – –
Denmark – 25.0 25.0 25.0 25.0
Finland 8.0/17.0 22.0 22.0 22.0 22.0
France3 2.2/5.5 20.6 20.6 20.6 18.6
Germany 7.0 16.0 16.0 15.0 15.0
Greece4 4.0/8.0 18.0 18.0 18.0 18.0
Hungary 0/12.0 25.0 25.0 – –
Iceland 14.0 24.5 24.5 24.5 24.5
Ireland5 0/3.3/10/12.5 21.0 21.0 21.0 21.0
Italy 4.0/10.0 20.0 20.0 19.0 19.0
Japan – 5.0 5.0 3.0 3.0
Korea 10.0 10.0 – –
Luxembourg 3.0/6.0/12.0 15.0 15.0 15.0 15.0
Mexico 0/10.0 15.0 15.0 15.0 10.0
Netherlands6 6.0 17.5 17.5 17.5 17.5
New Zealand7 – 12.5 12.5 12.5 12.5
Norway 0.0 23.0 23.0 23.0 22.0
Poland 7.0 22.0 22.0 22.0 22.0
Portugal8 5.0/12.0 17.0 17.0 17.0 16.0
Spain 4.0/7.0 16.0 16.0 16.0 15.0
Sweden 0/6.0/12.0 25.0 25.0 25.0 25.0
Switzerland9 2.3/3.5 7.5 6.5 6.5 6.5
Turkey10 1.0/8.0 17.0 15.0 15.0 15.0
United Kingdom11 0.0/5.0 17.5 17.5 17.5 17.5
Unweighted average: – 17.7 17.7 17.2 17.1
© OECD 2001
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Table 3.7. Departures from standard exemptions1

Exemption other than 
“standard exemptions”

Taxation of “standard exemptions”

Australia4 Specific basic food and beverages, health, child care, 
religious services, supplies of going concerns, water, 
sewerage and drainage, supplies of transport and related 
matters, precious metals, international mail, grants 
of freehold and similar interests by governments.

Domestic postal services, sporting services, cultural 
services excluding religious services, insurance 
and reinsurance excluding health insurance, gambling 
(including lottery tickets and betting).

Austria – Letting (private housing).

Belgium Legal services. –

Canada Child care, legal aid, ferry, road and bridge tolls, standard 
municipal services.

Lotteries and gambling, supply and leasing 
of commercial land and buildings, domestic postal 
services.

Czech 
Republic

Public television and radio, supplies of enterprises. Cultural services.

Denmark Passenger transport. Burials, supply of all land 
and buildings, travel agents.

Radio and television broadcasting, theatre and cinema.

Finland Services of performers, copyright to literary and artistic 
works, products of visual art sold by the artist, certain 
transactions by blind people, public cemetery services, 
self-picked natural berries.

Postal services, cultural services.

France – –

Germany – –

Greece – Culture (lower rate).

Hungary Legal services, public broadcasting, mass sports events, 
services rendered by intermediaries, lending of buildings 
for education, sport and cultural purposes, transfer 
of creditors and ownership rights, compulsory social 
security insurance, public administration.

Financial leasing, safe transactions, insurance 
and reinsurance.

Iceland Sports, passenger transport, authors, Composers, burials, 
travel agents

Radio and television broadcasting

Ireland Passenger transport, broadcasting, supply of water 
by public authorities, admissions to sporting events. 
Funeral undertaking and travel agents/tour operators.

Long-term letting of commercial immovable property, 
supply of land and buildings.

Italy2 Municipal passenger transport. burials. Supply and letting of commercial land and buildings 
(standard rate).

Japan Social welfare services. Letting of commercial buildings, postal services, non-
commercial activities of non-profit making organisations, 
cultural services, supply of buildings.

Korea Certain public transportation, supply of water and coal, 
mineral oil used for certain purposes in agriculture 
and fishery, funeral undertaking.

Rental and supply of commercial buildings, commercial 
cultural services, gambling in licensed clubs.

Luxembourg – –

Mexico3 The sale of books, newspapers, magazines, gold 
and silver coins and share; the exchange of foreign 
currency; retailing of gold bullions; authors’ rights. Public 
transport of passengers by land, agriculture, forestry 
and fishing activities.

Postal and insurance services except life and agricultural 
insurance. The letting of commercial buildings 
and financial services for consumer credits and personal 
loans.

Netherlands Burials, cremations, public broadcasting, Sports (not 
entrance fees), the services of composers, writers 
and journalists.

Cultural services (mostly lower rate), letting 
of immovable property (only at combined request 
by letter and hirer).
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Table 3.7. Departures from standard exemptions1 (cont.)

1. “Standard exemptions” are the following: postal services; transport of sick/injured persons; hospital and medical care; human blood, tissues
and organs; dental care; charitable work; education; non-commercial activities of non-profit making organisations; sporting services; cultural
services; insurance and reinsurance; letting of immovable property; financial services; betting, lotteries and gambling; supply of land
and buildings; certain fund-raising events.

2. Residential housing taxed only when let by building enterprises (at lower rate of 10%).
3. VAT exemption is applied to those individuals taxpayers. devoted to managerial. agricultural or fishing activities which have income 0 up to

77 minimum wages and assets equivalent to no more than 15 minimum wages in the earlier year.
• Life and farming risk insurance's and reinsurance are the only type of insurance's exempt.
• Only the letting of housing is exempt.

4. As at 1 July 2000.
Source: National Delegates; position as at 1 January 2000.

Exemption other than 
"standard exemptions"

Taxation of "standard exemptions"

New Zealand Supply of fine metal (gold, silver, and platinum). Postal services; human blood, tissues and organs, 
hospital and medical care; transport of sick/injured 
persons, dental care; charitable work, certain fund 
raising events, education; non-commercial activities 
of non-profit making organisations (other than 
unconditional gifts); cultural services; sporting 
services, insurance and reinsurance (other than life 
insurance and reinsurance); letting of immovable 
property (other than residential accommodation); 
betting, lotteries and gambling; supply of land 
and buildings (other than land and buildings which 
have been used for the provision of residential 
accommodation for five years or more).

Norway Passenger transport, law, burials, broadcasting, 
accommodation in hotels, certain services 
rendered by intermediaries, services rendered 
by consultants and advisors.

–

Poland Agriculture services, taxi service, research 
and development services, funeral, cremation 
and cemetery services, attorney services 
regarding civil and penal cases.

Pawn activity except for service provided by banks, 
rental or tenancy of the dwelling immovable property.

Spain Copyright to literature and works of art. Some cultural services provided consumers pay 
for them.

Sweden Public television and radio, certain 
memberships, publications, Authors’ rights, 
public cemetery services, social services.

Postal services, `most cultural services, letting 
of commercial buildings, in certain cases (optional).

Switzerland Reusable containers, social services, social 
security services; provision of agency workers 
under certain conditions, certain second-hand 
goods.

Short-term parking for cars, certain bank services, 
denture prosthesis.

Turkey Deliveries and repairs of maritime, aircraft 
or railway transport vehicles used for business 
activities, social services, water used 
in agriculture.

Educational and cultural service, newspapers, books, 
magazines (lower rate), postal services, sale 
of commercial buildings, letting, radio and television 
broadcasting, hospitals, Lotteries and gambling.

United Kingdom Burials and cremations, sports competitions, 
certain luxury hospital care.

The freehold sales of new commercial buildings 
are standard rated for three years from completion 
date. Furthermore. there is an “option to tax” other 
supplies of commercial buildings which would 
ordinarily be exempt from VAT. Gaming machines 
and certain gambling in licensed clubs.
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Value Added Tax (Yield, Rates and Structure)
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Chapter 4 

 SELECTIVE EXCISE DUTIES IN OECD MEMBER COUNTRIES

Introduction

Before the introduction of general consumption taxes the use of excise and import/export duties
was the recognised mean of taxing consumption. Unlike import/export duties however excise duties are
levied on all consumption of certain goods whether domestically produced or imported. The three
principal product groups, which remain liable to excise duties in virtually all OECD countries, are
alcoholic beverages, mineral oils and tobacco products.

The main purpose and the original reason for the introduction of excise duties was to raise
revenue: this is certainly true as far as the three principal product groups are concerned. An alternative
philosophy is of course the use of excise duties to influence consumer behaviour and to use market
forces to influence consumption patterns. The case put forward in relation to alcoholic beverages and
tobacco products is that drinking and smoking are health hazards and increased excise duties help to
reduce consumption – at least for that sector of society on lower income levels.

For mineral oils reasons for determining consumer behaviour reflect a mixture of energy
conservation, transport and environmental issues. Over the last decade, environmentally related aspect
of these taxes, have played an increasing role.

Taxes on the purchase or use of motor vehicles (see Chapter 5) and fuels, including petrol and
diesels, generate most of the revenues from environmentally related taxes.

With the increasing emergence of integrated markets (e.g. the European Union) and elimination of
border controls at the frontiers, disparate excise rates between neighbouring countries can also come
under the influence of market forces. This is not only true at an international level but frequently exists
within a federal structure such as the USA where different excise rates apply in different neighbouring
States. In such circumstances the effects of cross-border shopping can have a severe economic impact
on business in border areas and put pressure on the relevant tax authorities to seek closer
approximation of excise duty rates with their neighbours.

Before looking at the three main product groups in terms of their characteristics and comparative
treatment by the different tax administrations, a number of general characteristics on excise taxes may
be noted:

• Excise charges are generally calculated using specific rates of duty on volume and/or content,
combined in several cases with ad valorem taxes (see table 4.5).

• VAT is usually levied on the duty paid value of the excise products; and

• Excise duty unlike VAT is not normally liable until the goods are entered into free circulation and
transfers of ownership can take place while goods remain in a controlled warehousing
environment without creating an excise (or VAT) charge.

• As opposed to VAT, the excise system is characterised by a small number of taxpayers in several
domains (e.g. alcohol, tobacco, and mineral oil) at wholesale stage.
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Alcoholic beverages

In general terms beer, wine and spirits are considered separate products within the category of
alcoholic beverages. There are inevitably sub-divisions within each of these broad categories but the
use of the internationally accepted Customs combined nomenclature code provides for consistency
and helps to avoid contradictory definitions in applying rates.

Excise duties are applied to alcohol and alcoholic beverages in two ways mainly. The duty can
either be specific in relation to the alcoholic content of the product or ad valorem and calculated on the
basis of the value of the product; or the two methods combined to include an element of specific duty
and an ad valorem element. The effect of a specific rate is to penalise cheap or raw products (which may
be more harmful to health) and to benefit the more expensive and mature products. The reverse can be
said of an ad valorem system and this is often the reasoning behind using a combination of the two
methods. One exception concerns Mexico where a rate of ad valorem duty alone is applied to alcoholic
beverages with that for beer graduated based on the alcoholic content of the product.

As with all forms of taxation inconsistencies do exist in relation to excise duties on alcoholic
beverages. And although in theory excise duties should be neutral, preferential treatment and the use
of tax rebates for local products leads to distortion of competition in this field.

Tables 4.1, 4.2 and  in respect of excise duties on beer, wine and spirits respectively illustrate the
complicated computations for excise duties and show the current comparative rates for OECD
countries. Due to fluctuations in the value base coupled with a mixture of specific and ad valorem rates
it is difficult to be precise about the price differentials from a consumer point of view. What is apparent
however is the obvious tax competition mentioned earlier between certain neighbouring countries
giving rise to cross border “bootlegging” activities (e.g. UK/France and Denmark/Germany). Although
some would argue that market forces should give rise to moves towards approximation of rates, this is
contradictory with other policy factors when issues such as health have been taken into account in
setting the rates. Figure 4.1 illustrates the vast spread of excise duty rates for wine and highlights the
differences between Northern and Southern European countries. Figure 4.2 is a further endorsement of
this fact with regard to spirits.

Mineral oil products

Mineral oils are usually sub-divided into product categories in relation to technical specifications –
leaded/unleaded petrol, diesel oil, heating oil and heavy fuel oil. Some OECD countries tax other
energy products such as gas, electricity and coal but there is no common basis for taxing energy.

For social reasons nearly all OECD countries tax heating oil at a lower rate than diesel even though
these two products are more or less identical. Only two OECD countries – Mexico and Turkey – have an
ad valorem tax on energy products. All other countries have a specific duty rate and no country has a
combined system with a specific element and an ad valorem element.

A much more significant feature of excise duties on mineral oils is the fact that duty rates have
been used to affect consumer behaviour to a greater degree than in other areas. When the
environmentally friendly unleaded petrol appeared on the market it was more expensive to produce
and as a consequence not commercially competitive with leaded petrol as a retail product. This
handicap was soon overcome with the use of tax differentials making unleaded petrol cheaper at the
pump (see Chapter 5). Nearly all OECD countries have such a tax situation and in some countries anti-
pollution devices such as catalytic converters in new cars have become obligatory.

Table 4.4 gives the current rates for mineral oil products in OECD countries and again illustrates the
wide disparity that exists in this area. The resultant price differentials are scrutinised more closely
Chapter 5.
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Tobacco products

This is the last of the three traditional consumer product groups in the field of excise duties.
As with a lcoh ol an d min eral oi ls the re  is  a  sub-div ision of  tobacco products into four
categories – cigarettes, cigars, cigarette rolling tobacco and pipe tobacco. For alcoholic beverages the
objective criterion for excise duty is the alcoholic content; for mineral products it is the energy content.
But what about tobacco – is there a smoking value difference between a cigar and a cigarette? Or should
we measure the nicotine/tar content as part of the health issue?

Ostensibly for health reasons most countries have tax differentials between cigarettes and other
tobacco products making cigarettes relatively more expensive. However unlike the success achieved
with leaded and unleaded petrol, smokers do not see cigars and other tobacco products as substitutes
for cigarettes with the result that price elasticity in this field is much lower.

Very few countries levy excise duties on alcoholic beverages and mineral oils on an ad valorem basis
alone but this method nevertheless remains popular for tobacco products, particularly amongst
members of the European Union. The majority of countries use a combination of specific and ad valorem
elements to calculate the excise liability on tobacco products. This not only helps to provide
compensation in respect of cheap and expensive products (in much the same way as alcoholic
beverages) but also acts as a means of achieving neutrality between countries with low production costs
and those with high production costs. Those countries with low production costs might tend to choose a
low specific element combined with a high ad valorem element whereas high production costs can
compensate by choosing a high specific element and a low ad valorem element.
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Table 4.5 shows the current excise rates for tobacco products in OECD countries. As with alcoholic
beverages the obvious price differentials contribute to the regular day to day feature of cross border
“bootlegging” activities.
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Chapter 5 

TAXING VEHICLES

Introduction

Vehicle taxation in its widest definition represents a prime example of the use of the whole
spectrum of consumption taxes. Taxes levied on motor vehicles may broadly be divided into three
categories:

a) taxes on the acquisition of motor vehicles ;

b) taxes on the ownership of motor vehicles ; and

c) taxes related to the operation of motor vehicles.

Taxes on the acquisition of motor vehicles may include once and for all payments of excise duties
or other fees and charges associated with the registration of a newly acquired vehicle whether the
vehicle itself is new or used. Taxes on the ownership of vehicles will include recurring charges levied on
vehicles during the period of ownership, usually in the form of an annual motor tax. Taxes on the use of
motor vehicles will include excise duties on fuel and motorway charges or other road user tolls. In
addition many of these charges will incur VAT or sales tax which in most cases will be levied on the final
duty paid value. VAT or sales tax will also apply to general maintenance and running costs.

Table 5.1 gives an overview of taxes on acquisition and ownership. Table 5.2 gives an overview of
revenues from such taxes and revenues from taxes on motor fuels. Table 4.4 gives an overview of the
taxation of motor fuel, the most significant tax related to the operation of motor vehicles. The data
contained in these tables clearly demonstrates how differently motor vehicles are taxed from one
country to another. The taxable commodity is the same but the ways and means of applying the
relevant taxes are certainly not the same.

Contrasting vehicle taxes

On the acquisition side Denmark has an excise duty of up to 180% of the value of the vehicle
including 25% VAT whereas neighbouring Germany only levies 16% VAT plus a registration charge of
DM 35-50 for a new motor vehicle. The Netherlands taxes new cars at 45.2% of the value plus 17.5% VAT.
Belgium, which shares a border with both the Netherlands and Germany levies 21% VAT plus a
registration tax based on the engine capacity of the car.

Recurring taxes on the ownership of motor vehicles can also take many forms. The main elements
used to assess these kinds of taxes are weight, usage and vehicle type, type of fuel and engine size.
Other specific criteria can also be used. Mexico, for example, levies a tax on the basis of the value of the
vehicle while Korea levies a tax varying according to the size of the city of registration.

Finally there are the numerous different rates of VAT in most OECD countries and VAT is normally
calculated on the basis of the retail-selling price including excise duties. VAT on used vehicles may be
applied to the full selling price or only in respect of the margin between the buying and the selling
price.

In principle motor vehicles may be taxed either in the country of registration or in the country
where they are operating – based on the principle of nationality or the principle of territoriality. In fact
they are taxed in both. Acquisition and recurring ownership taxes normally apply in the country of
© OECD 2001



Consumption Tax Trends

 40
registration and taxes on fuels and road user charges apply where the vehicle is operating. A haulier
from a country with high registration taxes may be commercially disadvantaged by also having to pay
high fuel taxes and tolls in countries where ownership charges are low. The question is how to balance
these two factors.

However, unlike many other products, the differences in the taxation of motor vehicles in general
do not give rise to cross border shopping as motor vehicles need to be registered in the principal
country of use with a unique identification number. Even in the integrated market of the European
Union there has been no harmonisation or even approximation of taxes or tax rates on motor vehicles
(except for minimum EU motor vehicles tax rates in respect of heavy lorries and suppression of the
increased VAT rate). While a resident of an EU Member state may buy a vehicle anywhere in the EU, the
vehicle remains liable to be registered in the country of residence of the person acquiring the vehicle
and the relevant taxes are levied in that country.

Links with other policy areas

While taxation of motor vehicles is a significant source of revenue for most countries, fiscal policy
considerations must take due account of the equally important issues involving other policy areas in
the field of transport, energy and environment. Transport (and general trade) policy may require that
the total tax burden on heavy goods vehicles is kept reasonably low to help stimulate commercial
activity, or taxation of motor vehicles could be designed to move transport from road to rail or from
private to public transport. Energy and environmental policies may require high taxation of motor
vehicles as a means of controlling consumer behaviour to conserve energy and reduce pollution.

In general terms very high taxes are likely to limit the number of motor vehicles on the road.
However, while this would at first appear to favour environmental policy, higher taxes on the acquisition
of new motor cars invariably means that there is a greater population of old cars polluting the
atmosphere. To combat this some countries have introduced short term bonus schemes to scrap old
cars and encourage the purchase of new cars.   

One of the most popular examples of using a fiscal instrument for common policy purposes is the
differentiation between various qualities of fuel. When unleaded petrol was introduced onto the market
the pump price of the product was not competitive with the less environmentally friendly leaded
product. (Added to this was the fact that the number of cars with catalysts, which required unleaded
petrol, was low in many countries.) The solution to the problem was a tax differentiation between
leaded and unleaded petrol to make unleaded petrol retail prices significantly cheaper and thus more
attractive to the consumer. The result is that leaded petrol now has disappeared from the market in
most OECD countries (partly due to the tax rate differences, partly due to regulations).

Nevertheless, Table 4.4 shows that large differences remain in the tax rates applicable in the
Member countries, especially as concerns unleaded petrol and light fuel oil.* The difference in the tax
levels for petrol and diesel in European and North American Member countries is striking
(see Chapter 6).

Ultimately, however, any revenue losses arising from the implementation of non-revenue policy
considerations has to be looked at from the overall budget policy requirement. A balance has to be
drawn in trying to meet the many conflicting policy demands.

* The somewhat lower variation in the tax rates for diesel is probably related to the fact that diesel-powered
lorries can travel several thousand km when their tanks are filled up. For lorries involved in international
transport there is thus a significant potential for “tank tourism” – i.e. for buying fuel in countries with lower tax
rates.
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Table 5.3. Exchange rates
(as of 1January 2000)

Australia AUD 1.551
Austria ATS 13.414
Belgium BEF 39.325
Canada CAD 1.446
Czech Rep. CZR 35.810
Denmark DKK 7.375
Finland FIM 5.796
France FRF 6.395
Germany DEM 1.907
Greece GRD 321.440
Hungary HUF 252.710
Iceland ISK 71.855
Ireland IEP 0.768
Italy ITL 1 887.571
Japan JPY 102.985
Korea KRW 1 132.000
Luxembourg LUF 39.325
Mexico MXN 9.392
Netherlands NLG 2.148
New Zealand NZD 1.918
Norway NOK 7.992
Poland PLN 4.140
Portugal PTE 195.440
Spain ESP 162.201
Sweden SEK 8.368
Switzerland CHF 1.565
Turkey TRL 542 400.000
United Kingdom GBP 0.611
United States USD 1.000
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Chapter 6 

ENVIRONMENTALLY RELATED TAXES

For many years, OECD countries have collected excise taxes on items such as transport fuels, which
are now recognised as having environmental effects. However, it was not until the early 1990s, when the
Nordic countries introduced “green tax reforms”, that environmental protection became regarded as a
possible objective of tax reform. Since then, a number of countries have increased existing taxes or
introduced new taxes on goods and activities that damage the environment, justifying these changes in
terms of their environmental benefits. Nonetheless, it is not appropriate to classify taxes according to
the goals that governments ascribe to them, and even taxes that were introduced long before any
widespread environmental concerns must be classified as “environmentally related” if it can be seen as
having a beneficial effect on the environment.

Revenues from environmentally related taxes

According to the OECD/EU database on environmentally related taxes and charges (www.oecd.org/env/
policies/taxes/index.htm), the revenues from (pollution-oriented) environmentally related taxes, on average
amounted to in the order of 2% of GDP (see Figure 6.1) and 6% of total tax revenues (see Figure 6.2). In
Figures 1 and 2, revenues from fees and charges are not included, in part because of lack of revenue
data on many of these levies. The graphs and the database on which they are based also do not include
value added taxes paid on environmentally related tax bases.* The graphs should be interpreted with
caution. Few inferences concerning the “environmental friendliness” of the tax system in the countries
can be drawn from the graphs below alone. For instance, a low revenue from the taxes in question,
could either be due to little use of environmentally related taxes, or due to broad use of such taxes,
where high tax rates have caused significant changes in behavioural patterns among producers and
consumers (e.g. reduced emissions). Also, the share of revenue from environmentally related taxes in
total tax revenue is influenced by the extent of taxation of non-environmentally related tax-bases.

Although there are differences between countries, the revenues from these taxes are significant in
all the 26 countries covered. Denmark and Greece are the countries where the revenues from the taxes
in question constitute the largest share of GDP. The share of these taxes in total tax revenues is shown
in Figure 6.2. Over the period environmentally related taxation has steadily increased in importance in
Austria, Denmark, Finland, the Netherlands and Turkey. Greece, Portugal and Turkey are the three
countries with the largest shares of environmentally related taxes in total tax revenues.

Figure 6.3 breaks down environmentally related tax revenue by tax-bases. The transport sector accounts
for 90% of total environmentally related taxation revenues, raised from taxes on petrol, diesel fuel, and motor
vehicle taxes. Note that tax revenues from coal, coke, heavy fuel oil, and electricity producers are close to
zero. The remainder of total revenues are raised by other environmentally related taxes, for instance taxes
on waste, mining aggregates, pesticides, water consumption, packaging materials, electricity, coal, coke, etc.

* Most OECD governments apply VAT consistently across goods and services. To the extent that this done, VAT
has few environmental impacts. However, differences in the treatment of goods and services within a VAT
system may have an environmental impact.
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Automotive fuels and light fuel oil taxes

This group of taxes represents the largest quantity of revenue collected from environmentally
related taxes. There are large differences in the tax rates applicable in the Member countries,
especially as concerns unleaded petrol and light fuel oil. The difference in the tax levels for petrol and
diesel in European and North American Member countries is particularly marked.

In most countries, the tax rate that applies to unleaded petrol is significantly higher than the rate
applying to diesel, with the exception of UK, Switzerland and New Zealand. From an environmental
point of view, this is unfortunate, as the use of diesel (including the “cleaner” qualities of diesel) is
more polluting than the use of petrol, in terms of emissions of particles, NOX and most VOCs. Diesel-
powered vehicles cause lower CO2-emissions per km driven than petrol-driven vehicles, due to lower
fuel consumption. However this is not an argument for a preferential tax treatment, as the drivers
benefit directly from this fuel consumption advantage.

The tax rates on light fuel oil used for heating purposes are normally much lower than the tax
rates on diesel, even if the products (technically speaking) are almost identical. In some countries
(Canada, New Zealand and United Kingdom), there are no taxes on heating oils at all. From a social
point of view, low taxation of heating oils is often motivated by equity concerns, as low-income
households tend to spend a larger share of their incomes on heating than households with higher
incomes.
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Other energy taxes

A number of OECD countries apply taxes on electricity consumption, i.e. per kWh and not on the
primary fuel used to generate the electricity. Only five OECD countries tax coal and coke. Figure 6.3
illustrated the small contribution coal and coke taxation makes to overall environmentally related tax
revenue, even though these fuels are heavily polluting and the most carbon intensive. Even though air
traffic is a major polluter, i.e. a major source of greenhouse gas emissions, aviation fuel in most countries
is exempt from excise duties. The existence of international agreements creates legal obstacles to
implementing unilateral aviation fuel taxes on fuel used in international flights. Only six OECD countries
have implemented taxes on aviation fuel tax used on domestic flights. In 1997 Sweden scrapped its tax on
domestic air traffic implemented in 1989. The tax had two components: a tax based on fuel consumption
according to engine type and a tax on hydrocarbon and NOX emissions according to type of aircraft on
an average flight.

Carbon taxes

It has sometimes been suggested that, as their contribution to the greenhouse effect is a major part
of the environmental damage caused by energy products, the rates of tax applied to them should be
based on their carbon content and hence on the quantity of carbon dioxide that is produced when they
are burned. This is the idea of a carbon tax. Denmark, Finland, Italy, the Netherlands, Norway and
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Sweden have implemented “carbon taxes”. Although they represent new tax bases and, to some extent,
tax rates between fuels are based on the different carbon content of those fuels, the taxes are not
applied uniformly.

Energy and carbon tax rebates and exemptions

Energy and carbon taxes are not implemented uniformly, i.e. numerous exemptions and
rebates apply. The OECD/EU database on environmentally related taxes records a large number of
exemptions and rebates. The main reasons for this are concerns over industrial competitiveness
and income distribution. However, there are also concerns about the negative impacts of
environmentally related taxation on other policy objectives, for example encouraging the use of
public transportation. In addition, some governments have introduced policy measures, including
tax exemptions, to further the development of, and the proportion of, electricity sourced from
renewables. The emphasis on industr ial competitiveness in designing exemptions from
environmentally related taxes has meant that most such taxes bear more heavily on household
rather than business consumption of energy.
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Motor vehicle taxes

A large number of environmentally related taxes are levied on motor vehicle ownership
(see Chapter 5). Vehicle registration taxes are most often differentiated by the weight or engine size of
cars and lorries. However, in a number of OECD countries, for example Austria, Germany and Norway,
vehicle taxes are based on environmental criteria, i.e. emissions. Denmark levies a passenger fuel
consumption tax according to the fuel efficiency of vehicle, and also levies road user charges on heavy
lorries, (i.e. related to road damage). The US levies a fuel-inefficiency charge varying from US$1 000-7 700
per motor vehicle, based on the degree of fuel-inefficiency.

Waste and packaging taxes

The largest group of non-energy and non-vehicle environmentally related taxes are waste and
packaging taxes. A number of European governments have responded to European Union targets on
packaging and waste to landfill by implementing environmentally related taxation on packaging and
waste. The secondary benefits of waste taxation are large, specifically in terms of reduced methane gas
emissions.

A number of governments have introduced differentials in environmentally related taxation for the
end treatment of waste. For example, Austria has different tax rates for landfill depending on the
efficiency of the facility, i.e. whether it has methane recovery or not. Denmark has set different rates of
taxation between incineration and landfilling. Landfilled waste is charged at a higher rate than
incinerated waste, and between incineration facilities, with lower rates applied to waste deposited at
facilities with energy recovery. These tax differentials change the relative prices of final waste treatment
options creating differential incentives for different waste streams and between facilities based on the
efficiency of the facility, thereby better reflecting the environmental damage of different waste
management options.

A number of governments have also introduced environmentally related taxation to reduce
packaging and packaging waste. Denmark, Finland, and Norway have a large number of packaging tax
bases: taxes are levied on carrier bags, beverage containers, and other packaging containers according
to the material used. Differential tax rates can also create incentives for reuse and recycling of
packaging material, for example in Norway only non-refillable beverage containers are taxed, and in
Finland rates depend on whether or not the container is recyclable or part of a return system. Such
taxes create price incentives for producers and consumers to produce and consume longer-life products
and for recycling.

Other environmentally related taxes

In addition to levying taxes that fall into these main categories, several countries tax other
environmentally damaging goods or activities. Several countries have introduced taxes to reduce
SO2 emissions. For example, the Netherlands has a groundwater tax; Denmark and Norway both levy
taxes on chlorinated solvents; Finland imposes an oil damage levy on oil transported in ships, with a
reduction for vessels with a double bottom; Switzerland taxes volatile organic compounds; Belgium,
Canada, Denmark and Finland levy taxes on pesticides; The United Kingdom has proposed a tax on the
extraction of mineral aggregates from quarries. Details of these and other taxes are given in the OECD/
EU database on environmentally related taxes.
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Chapter 7 

 ELECTRONIC COMMERCE AND CONSUMPTION TAXES

Introduction

E-commerce can provide a fundamentally new way of conducting commercial transactions. It has
potentially far-reaching economic and social implications on many facets of life including the
environment, the nature of work, and the role of governments. Accepted ways of doing business are
likely to be profoundly changed by it. The economic distance between producers and consumers will
shrink, traditional intermediaries will be replaced in many instances, new products and markets will be
created, and new and far closer relationships will be forged between businesses and consumers and
between the different parts of global enterprises.

New challenges will arise in areas such as taxation, where governments will continue to seek to
raise revenue without distorting economic or technological choices. These changes require a
reassessment both of the effectiveness of government policies towards commerce and of traditional
commercial practices and procedures, most of which were formed with a much different image of
commerce in mind.

A prominent feature is the importance attached to co-operation between OECD government, non-
member economies and business to achieve the global solutions necessary for the effective taxation
and unbridled development of this new form of trade.

The growth of e-commerce

Although it is not obvious to give accurate numbers in the fast evolving context of electronic
commerce, it is useful to give a feel for the size of the issue. For several years the Internet has experienced
phenomenal growth and this is expected to continue in the near to medium term. This growth can be seen
by a number of indicators – such as the number of devices connected to the Internet (Figure 7.1) or by the
number of domain names (Figure 7.2). According to dotcom.com, as at November 2000 there were close to
20 million domain names registered in the .com registry alone, even if many of these (34%) domain names
are “parked” at the moment as businesses create their e-commerce web sites. Most (75%) domain names
have been registered, and related to, small businesses.

Mirroring, and to a large extent fuelling, this phenomenal growth in Internet usage is the growth in
electronic commerce, although the initial magnitude of trade will be lower in some regions than others
(Figure 7.3).

Ottawa Taxation Framework Conditions

Governments are very keen to realise the potential of electronic commerce. For tax authorities,
there are twin objectives:

• To foster the growth of electronic commerce by a positive fiscal environment providing a level
playing field avoiding any distortion of competition.

• Safeguard revenue yields from taxation.

The question of how to achieve a reasonable and successful balance between these two objectives
is what the OECD-led work on electronic commerce taxation is all about.
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At the Ottawa conference entitled A Borderless World – Realising the potential of Electronic Commerce the
Committee on Fiscal Affairs published the Taxation Framework Conditions (available at www.oecd.org/daf/fa)
that were welcomed by Ministers and business. The Taxation Framework Conditions have since been
generally accepted by most countries as providing a sound basis for ongoing work on the taxation of e-
commerce. The OECD, in co-operation with other international organisations, was acknowledged at
Ottawa as the Organisation best placed to co-ordinate and carry this work forward. 

It is worth briefly recapping what was endorsed at Ottawa in October 1998 as it provides the
foundation on which work over the last two years has been based. At Ottawa it was agreed that the
following broad taxation principles should apply to e-commerce:

• Neutrality – taxation should seek to be neutral and equitable between forms of e-commerce and
between conventional and e-commerce, so avoiding double taxation or unintentional non-
taxation.

• Efficiency – compliance costs to business and administration costs for governments should be
minimised as far as possible.

• Certainty and simplicity – tax rules should be clear and simple to understand, so that taxpayers
know where they stand.

• Effectiveness and fairness – taxation should produce the right amount of tax at the right time,
and the potential for evasion and avoidance should be minimised.

• Flexibility – taxation systems should be flexible and dynamic to ensure they keep pace with
technological and commercial developments.

The CFA used the taxation principles to draw the following conclusions, reflected in the Taxation
Framework Conditions:
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Figure 7.1. Internet host growth (devices connected to the Internet with an IP address)
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• The taxation principles that guide governments in relation to conventional commerce should also
guide them in relation to e-commerce.

• Existing taxation rules can implement these principles. This approach does not preclude new
administrative or legislative measures, or changes to existing measures, relating to e-commerce,
provided that those measures are intended to assist in the application of the existing taxation
principles, and are not intended to impose a discriminatory tax treatment of e-commerce
transactions.

• The application of these principles to e-commerce should be structured to maintain the fiscal
sovereignty of countries, to achieve a fair sharing of the tax base from e-commerce between
countries and to avoid double and unintentional non-taxation.

• The process of implementing these principles should involve an intensified dialogue with
business and with non-member economies.

The Ottawa conference also confirmed that it is important to make a distinction between tariffs and
taxes. There is broad support of the proposition that digital products should not be subject to tariffs. This,
however, is not the same as saying that there should be a tax-free environment for all e-commerce, which
would be contrary to the neutrality principle set out in the Ottawa Taxation Framework Conditions.

As regards consumption taxes, the above-mentioned Ottawa Taxation Framework Conditions state:

• The supply of digitised products should not be treated as goods for consumption tax purposes
(that means that they cannot be subject to any customs duty or procedure, but can be subject to
consumption taxes like services.

• Cross-border transactions should be liable to tax in the country where consumption takes place.

• Self-assessment (the so-called reverse charge mechanism) should be used as a means of collecting
tax on cross-border transactions of services and intangible property between businesses.
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In implementing these principles, there is a double challenge: on one hand, existing rules should
be adapted in a manner that allows for taxation in the country of consumption, without placing heavy
compliance burdens on business. On the other, substantial differences among the various taxation
systems around the world should be recognised. Examples of different systems include European
Union VAT, similar taxes in other countries and, where appropriate local sales and use taxes.

Tables 7.1. and 7.2. show that rates of consumption taxes on telecommunication services and
internet provision are standard rated in all OECD countries, except in the Czech Republic where a
reduced rate apply for both. 

The proposed Guidelines

Translating these principles into practical measures has been the focus of the OECD’s work since
the Ottawa Conference. After two years work, in close co-operation with business and non-member
economies, the Committee on Fiscal Affairs released in February 2001 a report for public comments
(available on www.oecd.org/daf/fa). This Report, subsequently published as part of the OECD publication
implementing the Ottawa Taxation Framework Conditions, proposed guidelines to define the place of
consumption and recommended approaches on tax collection mechanisms.

The Guidelines define the place of consumption for the cross-border supplies of services and
intangible property that are capable of delivery from a remote location. This includes digitised
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products like software, music and images, while tangible goods (e.g. a book or a videocassette) are
excluded. Also excluded are the “tangible” services such as hairdressing or car rental.

• For B2B transactions the place of consumption – and therefore the place of taxation – would be the
jurisdiction in which the business recipient has established its business presence, That’s to say,
in principle, the establishment (headquarters, registered office or branch of the business) of the
recipient that utilises the supply.

• For B2C transactions the place of consumption – and therefore the place of taxation – would be
jurisdiction in which the consumer has his or her usual place of residence.

On tax Collection Mechanisms, the Report identifies the following Recommended approaches:

• For B2B transactions, self-assessment or reverse charge mechanism is the most viable option.

• For B2C transactions, effective tax collection presents particular challenges. The report points
toward the potential in the medium term for technology-facilitated options, while accepting that,
in the interim, simplified registration-based mechanisms may be required.

The most challenging issue here relates to on-line cross-border B2C transactions. In this case,
registration of the vendor in the jurisdiction of the consumer is seen as a short or medium term solution.
Complex as this issue is it should be recognised that these transactions form a relatively small part of
the overall picture, B2B activities being the dominant aspect of electronic commerce. To meet the

Table 7.1. Rates of consumption taxes 
on telecommunications services

1. As at 1 July 2000.
Source: National Delegations, 2000.

Tax rate applicable 
to consumption of local 

telecommunication 
services

1990

Tax rate applicable 
to consumption of local 

telecommunication 
services

2000

Australia1 – 10
Austria 20
Belgium 21
Canada 0 15
Czech Republic 5
Denmark 22 25
Finland 17 22
France 18.6 20.6
Germany 0 16
Greece 16 18
Hungary 25
Iceland 25 24.5
Ireland 0 21
Italy 9 20
Japan 3 3
Korea 10 10
Luxembourg Exoneration 15
Mexico 15
Netherlands 0 17.5
New Zealand 12.5 12.5
Norway 0 23
Poland 8 22
Portugal 17 17
Spain 12 16
Sweden 0 25
Switzerland 7.5
Turkey 10 15
United Kingdom 15 17.5
United States 0 10
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challenges of B2C the OECD will be exploring other tax collection mechanisms such as automated tax
collection mechanisms in its future work programme.

Areas for further work

We are now entering a second phase of this work. After having reinforced the principles, set the
basic definitions such as “place of consumption” and having drawn possible ways for tax collection
mechanisms, attention will focus on implementation.

In advance of technological developments that would simplify collection of taxes, tax authorities
recognised that current consumption tax systems must be maintained. For this interim period,
pragmatic approaches will be necessary to implement existing mechanisms.

For example, vendors will need to verify of the customer’s declared place of residence and the
status (business or private customer) of the recipient. This will be essential in order to know the type of
collection mechanism to be applied (i.e. reverse charge for B2B and registration or other mechanism for
B2C). Digital certificates and on-line access to databases, as well as Trusted Third Parties and other
intermediaries may have a role to play here.

Simplification has also emerged as an important theme and was identified by business as a priority
concern. Consequently, in adapting the current tax systems, a fair balance should be struck between the
needs of tax authorities and the interests of business and consumers. The business community

Table 7.2. Rates of consumption taxes on Internet
access provision 

1. As at 1 July 2000.
Source: National Delegations, 2000.

Tax rate applicable 
to consumption of local 

Internet access provision 
services

Tax rate applicable 
to consumption of local 

Internet access provision 
services

1990 2000

Australia1 – 10
Austria 20
Belgium 21
Canada 0 15
Czech Republic 5
Denmark 22 25
Finland 17 22
France 18.6 20.6
Germany 0 16
Greece 16 18
Hungary 25
Iceland 25 24.5
Ireland 0 21
Italy 9 20
Japan 3 5
Korea 10 10
Luxembourg Exoneration 15
Mexico 15
Netherlands 0 17.5
New Zealand 12.5 12.5
Norway 0 23
Poland 8 22
Portugal 17 17
Spain 12 16
Sweden 0 25
Switzerland 7.5
Turkey 10 15
United Kingdom 15 17.5
United States
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highlighted that simplification of selected elements of indirect tax regimes is key to facilitating
compliance and reducing costs for governments.

In the medium term, as technology and new methods of administering taxes develop in tandem,
new tax collection mechanisms should become possible and new compliance and information tools will
emerge. As many of these developments will be business-driven the OECD will adopt a pro-active
strategy. To help this process, a common framework, including criteria and standards within which
developers may design and build systems, will be developed.

Finally, tax authorities have a responsibility to ensure that systems are workable, simple and
contain sufficient safeguards against non-compliance. The global nature of e-commerce means that
some aspects of tax management can no longer be carried out at the national level. Furthermore, there
is a close relationship between co-operation among tax authorities and the possible implementation of
alternative tax collection mechanisms or simplification measures.

In medium to longer term, the strong dynamics generated by e-commerce will have a much wider
impact than the mere adaptation of the current systems. There is major potential for developing both
tax systems and their administration both for conventional commerce as well as the emerging business
models and the OECD will pursue these issues in tandem with policy matters.
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Chapter 8 

THE NEW GST IN AUSTRALIA

Overview of the GST

The GST is broad-based and applies at a rate of 10% on the supply of most goods, services and
anything else. Some supplies, like financial supplies are input taxed and others, such as exports are
GST-free.

The GST is broadly similar in operation to the value-added tax system operating within the
European Union and the goods and services tax systems in New Zealand and Canada. The Australian
Taxation Office (ATO) administers the GST and is directly responsible for most of the collection.
However, the Australian Customs Service collects the GST on certain taxable importations on behalf of
the ATO.

Australian enterprises must be registered before they can include GST in the price of their
supplies. Registration is compulsory for enterprises with a turnover of AUD 50 000 or more (AUD 100 000
for non-profit bodies), while enterprises with a lower level of turnover may elect to be registered for
GST. Registration is accomplished by first obtaining an Australian Business Number (ABN).

Registered enterprises include GST of 10% on taxable supplies that they make. A supplier must
ensure that the price charged to a recipient includes 10% GST as the supplier is liable for 1/11th of the
consideration received.

Registered enterprises are entitled to claim back the GST that is included in the price they have
paid for goods and services used in their business. In order to claim an input tax credit an enterprise
must obtain and keep a tax invoice. A supplier must issue a tax invoice within 28 days of a request by a
purchaser, although in practice tax invoices are usually issued at the time a supply is made. A tax
invoice must show the supplier’s ABN and certain other information depending upon the value of the
supply.

Taxable importations are subject to GST but the importer, rather than the supplier, is liable for GST.
In certain circumstances a “reverse charge” may be used. Exports of goods and services are generally
GST-free.

Administration

Periodically, registered enterprises reconcile the GST they have charged customers and the GST
included in the price of supplies they have acquired. Reconciliations are on a monthly or quarterly
basis depending upon the size of the enterprise and are completed via a Business Activity Statement
(BAS).

Enterprises with a turnover of AUD 1 000 000 or less may choose to account on a cash basis while
larger enterprises generally account on an accruals basis.

Enterprises can both register and lodge their BAS via the Internet. Large enterprises, on a monthly
reconciliation cycle, are required to lodge their BAS electronically. To ensure that electronic
transactions are secure the ATO is issuing digital certificates as part of a public key encryption system.

In order to administer the GST, the ATO has formed a GST business line to compliment the existing
business lines for income tax and other functions.
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Transition

The transitional issues associated with the commencement of the GST were addressed by a
separate piece of legislation to the legislation for the GST. The main transitional issues covered were:

• agreements spanning 1 July 2000; and

• relief for wholesale sales tax embedded in inventory on hand at 1 July 2000.

In addition, a number of specialised transitional issues were also addressed.

To assist the public with the introduction of the GST there has been an extensive communications
and education program conducted in partnership with the business community and tax professionals.
Information and education was, and continues to be, provided through general and industry
publications, advertising and direct marketing, the media, telephone information services, the Internet,
seminars, individual taxpayer visits and industry-level consultative forums.

Internally, the ATO has conducted an extensive staff training program and has introduced a quality
assurance system for technical decisions and a database to capture decisions for precedent value and
technical consistency.

One of the main tools of education and certainty for the community has been the process of issuing
public and private tax rulings. Both types of rulings are binding upon the Commissioner of Taxation. A
private ruling is issued to a specific taxpayer in relation to the factual circumstances of that taxpayer. It
does not have application for any other taxpayer. A public ruling is issued to provide guidance to any
taxpayer that has a factual circumstance like that described in the ruling. Public rulings are considered
by a panel of representatives from inside and outside of the ATO and are generally subject to a period
of public comment before being finalised.

Rulings and other information about the GST and The New Tax System can be obtained from
www.taxreform.ato.gov.au.
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