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Introduction. The most common classifications of taxes found In research works
referring to the assessment of the taxes affect on the economy and its individual sectors
(when discussing certain types of taxes or their impact) suggest the following types: di-
rect and indirect taxes, corporate and personal income taxes, distortionary and non-dis-
tortionary taxes, taxes on factor and non-factor income and other classification of taxes.

In their reports Romero-Avila and Strauch discuss the negative role of direct taxes
on the growth of GDP per capita [Romero-Avila and Strauch, 2003, 26]. The authors
conclude that direct taxation has a rather negative impact on the accumulation of phy-
sical capital. In the monograph presented at the Fifth Ukrainian-Russian Conference en-
titled "Theory and Practice of Tax Reforms", the authors note that in terms of economic
efficiency consumer taxes on non-factor income have a number of advantages over taxes
on factor income:

e In contrast to taxes imposed on factor income, consumer taxes are regressive.

¢ As the marginal propensity of consumption decreases with the growth of income,
consumption taxes (the burden of which largely falls on low-income households) have a
greater impact on consumption and less effect on savings.

o Consumption taxes do not reduce savings returns, so they do not tend to reduce
aggregate savings, which happens in the case of taxes on factor income.

Taking into account above stated arguments the authors emphasize the importance
of applying consumption taxes in countries with emerging markets.

Literature review. In research papers related to the assessment of direction and
size of individual impact of each tax type on economy situations when the adverse effect
of corporate tax burden on economic activity/growth rate is the largest (compared to the
impact of other taxes) are very often depicted. One of the reasons for such immensity is
that corporate taxes can have a significant impact on consumption, investment and emp-
loyment rate. Let's consider some of the research on the impact of corporate taxes on the
economy. The theorists Lee and Gordon, examining the economies and tax systems of
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more than seventy countries, indicate that corporate taxes as a whole have had a rather
negative impact on economic growth [Lee. Gordon, 2005, 1041].

OECD analyst Johansson also addresses the negative economic impact of corpo-
rate taxes. Johansson states that regarding the impact on economic growth the corporate
tax is the most harmful one. According to the author, in view of similar impact, the cor-
porate tax is followed by the income tax and then by consumption taxes [Johansson,
2008, 2]. Another OECD analyst, Jens Arnold, also reports that corporate taxes have the
greatest negative impact on the economy, GDP per capita while consumption taxes, ta-
xes on personal income and real estate taxes, have a relatively positive impact on eco-
nomic growth [Arnold, 2008, 2]:

Naive approach. In light of the aforementioned discussion, estimation of the im-
pact of the tax burden of specific tax types in the Republic of Armenia is of special inte-
rest. In this case, taking into account that the RA Tax Code is currently in effect in the
RA and the RA tax system's functions are primarily regulated by the RA Tax Code,
upon which the main legal relations for certain types of taxes are established, it would be
relevant to estiamte the economic impact of tax burden for specific tax forms in refe-
rence to 2016 year, when the Tax Code was approved by the RA National Assembly. In
accordance with Article 6 of the RA Tax Code, taxes can be state or local. The types of
state taxes are; value added tax (VAT), excise tax, profit tax, income tax, environmental
tax, road tax and turnover tax. Local taxes can be 2 types; real estate tax and vehicle
property tax. The following tables represent the tax revenues for the 4 main types of
taxes which provide the largest budget incomes.

Table 1. VAT revenues in 2016-2020, in billion drams

Year 2016 2017 2018 2019 2020
VAT, including: 391.1 408.8 438.2 474.4 471.6
VAT from internal circulation 157.0 121.0 141.6 120.9 187.8
VAT From import 168.2 203.3 204.6 247.3 176.5
VAT on imports from EAEU 65.9 84.5 92.0 106.2 107.3

Table 2. Income tax revenues in 2016-2020, in billion drams

Year 2016 2017 2018 2019 2020
Income tax 332.8 341.2 356.6 410.3 411.2

Table 3. Profit tax revenues in 2016-2020, in billion drams

Year 2016 2017 2018 2019 2020
Profit tax, including: 127.2 110.0 170.1 181.3 148.8
Profit tax from residents 98.4 84.0 150.9 159.7 125.6
Profit tax from non- residents 28.8 26.0 19.2 21.6 23.2
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As VAT has the largest share in the tax revenues of the Republic of Armenia in
2016-2020, so comparing to other types of taxes, the largest tax burden comes on VAT.
As of the same period, the value added tax is followed by the income tax, the profit tax
and the excise tax per their share size.

Table 4. Excise tax revenues in 2016-2020, in billion drams

Year 2016p. | 2017p. | 2018p. | 2019p. | 2020p.
Excise tax, including: 59.7 82.3 109.0 127.5 123.6
Excise tax from the products

produced in RA 24.1 37.2 61.8 68.0 62.3
Excise tax from goods imported 5.7 315 375 43.9 404
to Armenia ' ) ) ' '

Excise tax for goods imported 99 136 9.7 15.6 20.9

from EAEU member countries

Taking into account the above-mentioned, the indicators of tax burden of indivi-
dual types of taxes in 2016-2020 is represented in the figure below.
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Figure 1. Tax burden of individual types of taxes, in percentage

According to data of individual tax types, in 2016-2019, there were no significant
changes in the tax burden for any taxes, except for the patent tax, which was sharply re-
duced due to the fact that entites engaged in the avtivites of public catering sector, who
had been considering patent taxpayers until the amendment to the Tax Code upon the
law HO-338-N entered into force on 01.07.2018, became turnover taxpayers due to the
change in the tax code became turnover taxpayers and moreover, since 2020 the whole
patent tax system has been declared invalid.
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At the same time, due to the economic downturn in 2020 as a result of both the
coronavirus pandemic and the 44-day war, tax revenues on almost all types of taxes be-
gan to decline compared to the previous year, the most significant of which was the pro-
fit tax revenues the loss of which amounting to about 32.5 billion drams. As for the
change of the tax burden according to different types of taxes in separate years, here we
should be guided by the annual reports® of the State Revenue Committee of the RA.

Metholodogy. As we have mentioned, upon the current research we have set up a
goal to find out the impact of certain types of taxes applied in the Republic of Armenia
(changes in the tax burden on those types of taxes) on the Armenian economy (gross
domestic product). by applying econometrical model. When considering the model, it is
necessary to take into account the following main methodological peculiarities:

« Monthly data were used in quantitative calculations®:

e The sample length in the models is 60 (here we have used monthly indicators for
the period of 2016-2020)°.

e Models with different characteristics were built within the frame of the same
calculation method (OLS calculation method), thus creating an opportunity to observe
and estimate the economic impact sizes of the belwo mentioned fiscal units by groups
within different model modification.

e In quantitative calculations, apart from relative indicator of gross government
expenditures/GDP ratio, we involve the relative indicators of tax revenues/GDP for the
following fiscal units:

1) value added tax,

2) profit tax,

3) income tax,

4) excise tax,

5) environmental tax,

6) turnover tax,

7) other tax revenues.

In the research related to the subject «fiscal policy-economic growth» World Bank
theorists H. Davoodi and H. Zoo desing the model of that relationship, based on hypo-
thesis that GDP per capita has a functional relationship with tax rates and the share of
expenditures made by various government agencies. This approach makes it possible to

! The source™ https://www.petekamutner.am/siPublications.aspx?ptname=AnnualReports

% The source" https://armstat.am/am/

® Quarterly GDP indicators for the period 01.2010-12.2020 were brought to the monthly level,
using the ratios of the quarterly GDP growth indicator to the average economic activity indicator
of that quarter. Quarterly government gross expenditures were brought to a monthly level, dividing
the quarterly indicators by the number of months constituting the quarter by arithmetic mean.
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observe and quantify the impact of certain taxes on the rate of economic expansion and
economic activity™.

Scientific novelty. Based on our analysis of the impact of the tax burden of certain
types of taxes on the economic growth of the Republic of Armenia we discovered that
out of current types of taxes applied in Armenia a negative impact on economic growth
can be observed mainly in case of profit tax, VAT, as well as turnover tax, while tax bur-
den per excise tax, environmental tax, as well as income tax mostly have a positive im-
pact on GDP.

In this respect, the results of our models are not coincidental at all and once again,
they substantiate the opinion that increasing the tax burden on low-demand-flexibility
fiscal taxes (excise tax, environmental tax, real estate tax, as well as passive income tax)
can have a positive impact on economic growth, while raising the tax burden in the case
of high-demand flexibility taxes, is not economically feasible.

Analysis. The correlation between tax types, government spending and economic
growth can be modeled as follows:

Ay, = bg + Xbii*ATj; +b,*AX, + &;; (37), where

- Ay, is the RA's GDP growth rate at the t moment,

- by is the angular coefficient to be assessed,

- bi; is the coefficient that describes the impact of the tax burden onper the i-th tax
type on the economy?,

- b, is the coefficient that describes the impact of the RA's gross public expen-
diture/RA GDP ratio on the economy.

- ATy, is the index of growth rate of the tax burden per the i-th tax type at time the t
moment,

- AX¢ is the growth rate of the gross government expenditure/GDP ratio at the t
moment,

- g; is the noise component which encompasses factors that are not included in the
model (assumed to be i.i.d.).

The estimated coefficients of all variables in the models are statistically significant
(at least p-value <0.1). The coefficients' covariance matrices are estimated using Newey-
West heteroskedasticity and autocorrelation consistent estimators in the models. Table 5
represents the results of models designed with different combinations of fiscal units:

! We also have used this hypothesis to model the interaction of tax-economic growth. Unlike the
model proposed by Davoodi and Zoo, in our model each type of tax is presented not in terms of its
own tax rate, but in terms of its tax burden; tax revenue/GDP ratio for each type.

Z Depending on the model specification, the increase in the tax burden on taxes is calculated using
either the first difference of the gross tax revenue/GDP ratio or the first difference of the
logarithmic value of the gross tax revenue/GDP ratio.
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Table 5. Results of 5 models built with different combinations of tax and budget units

Model 1 Model 2 Model 3 Model 4 Model 5
Variables (estima_ted (estima_ted (estima_ted (estima_ted (estima_ted
coefficient  |coefficient  |coefficient |coefficient |coefficient
sign) sign) sign) sign) sign)
C - - - - -
Gross government
expendgiture/GDP " " " N "
VAT/GDP - N/A N/A N/A -
Profit tax/GDP - - - -
Income tax/GDP N/A + N/A - +
Excise tax/GDP + + = + +
grE)VFl)ronmental tax/ N/A N/A + + N/A
Turnover tax/ GDP |N/A - N/A - N/A
Other taxes /GDP |- N/A - + -
R-squared 0.7526 0.2887 0.2895 0.6978 0.2787
Adjusted R-squared [0.7297 0.2228 0.2238 0.6571 0.2119
S.E. of regression  |55884 94756 94701 62936 95422
Log likelihood -738 -770 -769 -744 -770
F-statistic 32.8563 4.3843 4.4024 17.1579 4.1733
Prob (F-statistic) 0.0000 0.0021 0.0019 0.0000 0.0028
el = 0.0000 0.0101 0.0008 0.0000 0.0147
statistic)
Included 60 60 60 60 60
observations

Conclusion. Summarizing the results of the obtained models, we can infer the
following:

e According to the estimates of all five models, the growth of the Gross Govern-
ment Expenditures/ GDP ratio had a positive effect on economic growth, and vice versa.

e According to the estimates of the two models, in which the gross tax revenue /
GDP ratio for VAT tax type was represented, the impact of the latter’s growth on econo-
mic growth was assessed to be negative.

¢ In all four models, in which the gross profit tax revenues/GDP ratio was repre-
sented, the impact of profit tax growth on economic growth was assessed to be negative.

¢ In two of three models, in which the gross income tax revenue / GDP ratio was
represented, the impact of the latter’s growth on economic growth was assessed to be.

o In four of five models, in which gross excise tax revenues/GDP ratio was repre-
sented, the impact of excise tax growth on economic growth was assessed to be positive.

o According to the estimates of the two models, in which the Environmental Pay-
ments / GDP ratio was represented, the impact of the latter growth on economic growth
was positive.
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e According to the estimates of the two models, in which the gross turnover tax
revenues/GDP ratio was represented, the impact of the turnover tax growth on economic
growth was assessed to be negative.

o In three of the four models, in which the other tax revenues/GDP ratio was rep-
resented, the impact of the latter’s growth on economic growth was assessed to be ne-
gative.
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In the basis of generating the needed state revenues for the efficient operation of each
country is well designed tax policy. Tax system is the basis of the tax policy and it’s stu-
dy begins and ends with analysis of the main elements, i. e. taxes. Studies on the role and
essence of taxes and their impact on the economy have been conducted since ancient
times and the are still widespread. In addition to providing the needed state revenues,
taxes has also another prior role due to it’s regulatory characteristic as they serve as a
means of implementing income redistribution function the people of different social and
income groups, which aims to balance the disproportion of income and wealth between
these layers. Taking into account the above mentioned, we have made an attempt to
assess the impact of the tax burden for each separate tax types on the economy of the
Republic of Armenia.
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