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E urop e an V A T on t h e  ris e
Whilst the UK cut its VAT rate 

last year to produce a much 

needed fi scal stimulus, the rest of 

Europe has been rushing through 

emergency VAT rises to combat 

spiralling fi scal defi cits. This has 

been part of a long-term strategy, 

increasing revenue share from 

indirect taxes in favour of company 

and employment taxes.

V A T –  t h e  g row t h  t ax
Threatened by low -cost labour countries in Eastern Europe and 

the F ar East, the EU trend in the past fi ve years has been to cut 

business taxes to stimulate job creation. To fund this strategy, 

VAT had been on the rise, w ith the most notable rise being in 

G ermany from 16 %  to 19 %  in 2007 . Whilst other countries w ere 

set to follow  (notably F rance and the N etherlands), the fears 

around infl ation in 2008  put a stop to this.

C re d it  C runc h  re s t art s  t h e  h ik e s
As the w orldw ide recession dug in during 2009 , the resulting 

ballooning state borrow ing put VAT back  on the agenda. 

M any countries faced w ith bursting property bubbles and 

crippling debts w ere forced into crisis VAT increases. 

L eading the pack  w ere the B altic S tates, w hich brok e their 

much cherished fl at tax regimes w ith repeated rises in 2009 . 

H ungary, buck ling under foreign currency household debt, 

produced an eye- w atering 5%  increase tow ards the end of 

2009 . O ther countries follow ing the trend included the C z ech 

R epublic and C roatia, w hich both increased their VAT rates. 

Iceland’s miserable recession w as underlined by its 1%  VAT 

increase to 25.5%  –  higher than permitted in the EU.

B ond  m ark e t s  s t alk ing  t h e ir ne xt  t arg e t s
As the Euro z one countries have emerged out of recession, 

the fi nancial mark ets are demanding further fi scal 

reconciliation, w hich may w ell come in the shape of further 

VAT rises. 

G reece is under intense pressure to slash its enormous 

debt mountain, yet has repeatedly denied it w ill increase 

its 19 %  VAT rate. N ext in line for pressure w ill be P ortugal, 

w hich actually cut its VAT rate by 1%  to 20%  in 2008  in an 

overtly popularist move prior to elections. R omania is also a 

possible candidate for a VAT rise should it breach its recent 

I M F  bailout terms.

V A T inc re as e s , only  ne xt  y e ar p le as e
O ne increasingly popular trick  being adopted in Europe is the 

pledge of a VAT rise sometime in the future. 

This seems to put off the risk  of k illing off the early 

signs of recovery, but at the same time assures the w orried 

fi nancial mark ets that governments are serious about 

bringing dow n debt. 

The best examples are F inland and S pain, w hich last 

year promised to increase their VAT rates by 1%  and 2%  

respectively this summer. P erhaps this could be the answ er 

for the UK?

V A T F oc us
C om m e nt  on 
E U  V A T rat e s

E urop e an V A T rat e s

Jan 2 0 0 8 %  c h ang e Jan 2 0 1 0

A us t ria 20.0% 0 20.0%

B e lg ium 20.0% 0 20.0%

C y p rus 15.0% 0 15.0%

C z e c h  R e p ub lic 19 .0% 1! 20.0%

D e nm ark 25.0% 0 25.0%

E s tonia 18 .0% 2! 20.0%

F inland 22.0% 0 22.0% 23%  from J uly 2010

F ranc e 19 .6 % 0 19 .6 %

G e rm any 19 .0% 0 19 .0%

G re e c e 19 .0% 0 19 .0%

H ung ary 20.0% 5! 25.0%

Ire land 21.0% 0 21.0% Temporary 0.5%  

increase in 2009

Italy 20.0% 0 20.0%

L at v ia 18 .0% 3! 21.0%

L it h uania 18 .0% 3! 21.0%

L uxe m b ourg 15.0% 0 15.0%

M alta 18 .0% 0 18 .0%

N e t h e rland s 19 .0% 0 19 .0% P ostponed 1%  

rise in 2008

P oland 22.0% 0 22.0%

P ortug al 21.0% 1" 20.0%

R om ania 19 .0% 0 19 .0%

S lov ak ia 19 .0% 0 19 .0%

S lov e nia 20.0% 0 20.0%

S p ain 16 .0% 0 16 .0% 18 %  from J uly 2010

S w e d e n 25.0% 0 25.0%

U K 17 .5% 0 17 .5% Temporary 2.5%  

cut in 2009

S w it z e rland 7 .6 % 0 7 .6 %  8 %  from 2011

The map show s the movement in 

VAT rates over the last 2 years

E U  V A T inc re as e s  as  re c e s s ion b it e s
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