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Questions of Tax Harmonization in EAEC countries

Amir K. Sembekov, Zhanar O. Lukpanova, Ainura T. Omarova

Abstract

In the context of the Eurasian Economic Union functions, a common tax market is being formed. One
of the priorities established the Eurasian Economic Union (EAEC) is to carry out coordinated fiscal
policies of member countries, suggesting the creation of a single market for goods, services, capital
and labor. The scientific approach to solving this problem involves the development directions of
adjustment and streamlining of normative legal acts in the area of tax legislation, unification of
methods and forms of tax planning and forecasting. First of all, within the framework of the
formation of the Eurasian Economic Union is supposed to unify approaches to the taxation of profits
and income tax residents of the Member States EAEC.
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Introduction

Currently, the world economy can be traced in two trends. One is caused by the existence
and deepening of economic ties between the countries, the development and establishment of
modern systems of information, as a consequence - increase in the integrity of the world
economy and its globalization. Other unsubstantiated ongoing economic convergence and
interaction of the countries at the regional level, which leads to the formation of large
regional integration structures.”

The tax area — is one of the most important areas of coordinated inter-state economic policy
in the framework of the integration of economic relations. Cooperation national fiscal
institutions, provides coordination and operational decision-making on key issues of taxation,
conducting joint work on creation of conditions for realization of the main directions of
cooperation.

The convergence of tax policy and tax systems of states has become an important link in the
whole process of economic integration. In turn, the convergence of tax systems in the
countries involved in the integration process influences the development of integration
processes in all fields in the form of reverse stimulus.

So, for all the three countries are characterized by the collection of VAT on the basis of the
country of destination using the crediting method. The list of taxes levied in the countries
studied, also includes income tax, real estate tax (property tax in the Russian Federation and
the Republic of Kazakhstan), land tax, environmental charges and other taxes.

Materials and methods

The objective of this study is to provide theoretical analysis and justification of methods for
the long-term planning of the country’s tax policy development in the context of integration.
The methods of alternative forecast scenarios makes it possible to form a comprehensive
vision of the financial system development within the limited number of strategic scenarios;
also, the method of extrapolation by analytical trend equalization has been applied.

The models obtained by means of regression analysis facilitate predicting the options of the
economic processes and phenomena development, studying the trends of changing economic
indicators, i.e. they are the tools for scientifically justified predictions.

Results & Discussion

According to expert evaluations of international rating agency Standard and Poor’s (S&P)
the key and the most critical for the EAEC countries are the country risks that take into
account the effects of the macroeconomic factors produced on the economies of Russia and
other countries of the union. For certain differences include the tax rates in these countries,
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which are shown in Table 1. The analysis of Table 1
reveals that the tax burden on different taxes is somewhat
different in these countries. So in the Republic of
Kazakhstan, the lowest rates of income tax on individuals
and social payments in the budget. Relatively high rates for

social payments in the budget, inherent in the tax system of
Russia and Belarus and an order of magnitude higher VAT
rate in these countries than in Kazakhstan. Corporate
income tax rates are more comparable, as in Kazakhstan
and Russia equal rates - 20%, in Belarus - 18%.

Table 1: The level of tax rates of main taxes in the Republic of Kazakhstan, the Republic of Belarus and the Russian Federation

Tax rates
Tax Republic of Kazakhstan Republic of Belarus Russian Federation
Corporate income tax .(corporate income 20% 18% 20%
tax) - basic rate
VAT O%-lZ% 0%-10%-2_0% 0%-10%-1_8%
or exemptions or exemptions or exemptions
Property tax 2,2% of the average annual

1,5% of the average annual cost

1% of the residual value

(Real estate) cost

Tax on income of forglgn organizations - 15% 120 15%
non-residents

Income tax on individuals (basic rate) 10% 12% 13%

Social payments in the budget 11% 34% 34%

Note: prepared based on sources®>*

Of course, in addition to differences in tax rates, there are
also significant differences in the definition of taxable
items. For example, if we consider the property taxes, it
should be noted that Kazakhstan and Belarus, it is only
charged with the cost of construction, which significantly
reduces the tax burden of the tax on business entities due to
the exclusion of the object of the expensive equipment. In
Russia, the object of taxation on property is an active part
of fixed assets.

There are also differences in the definition of income tax,
as the differences are about revenue generation and use of
expenses and deductions. A characteristic feature of the
taxation of profit as there are some organizations in
Kazakhstan - in addition to corporate income tax, oil
companies also pay tax on excess profits, which can be

attributed to the taxation of company profits.

Also it should be noted that in the field of VAT of the
analyzed countries, the legislation provides that the VAT
paid on the acquisition of goods (works, services) and used
for the production and (or) sale of goods (works, services),
are exempt from VAT or which are not subject to VAT It
relates to the cost of production of such goods (works,
services).

Consider the structure of income and tax revenues of the
budget of these countries in Table 2. In 2014 in Belarus
republican budget was executed with a surplus, Kazakhstan
and Russia - with a deficit. As a percentage of GDP surplus
in the national budget of Belarus amounted to 0.2%, and
the national budget deficit in Kazakhstan - 2.8%, in Russia
- 0.5%.

Table 2: Structure of revenues of the central budget of the Republic of Belarus, the Republic of Kazakhstan and the Russian Federation, %

Name | 2010 | 2011 [ 2012 [ 2013 | 2014
Republic of Belarus

Revenues, total including: 100 100 100 100 100

Tax expense (income) 11,7 5,2 5,8 4,9 5
VAC 38,9 34,5 33,9 37,2 37,6
Excises 14,4 10,3 11,8 16,6 16,6
Revenues from Foreign trade 19,1 28 26,8 22 14,4
Others 15,9 22 21,8 19,3 26,4

Republic of Kazakhstan

Revenues, total including: 100 100 100 100 100
Tax expense (income) 23,1 23,6 21,9 19,9 19,8
VAC 18,7 19,4 19,2 25,6 20,3

Excises 0,4 0,4 0,5 0,6 0,8
Revenues from Foreign trade 10,3 18,3 15,6 17 17,8
Others 47,6 38,3 42,8 36,8 41,3

Russian Federation

Revenues, total including: 100 100 100 100 100
Tax expense (income) 3,1 3 2,9 2,7 2,8
VAC 30,1 28,6 27,6 27,2 27,1

Excises 1,7 2,4 3,1 4 41
Revenues from Foreign trade 38,9 41 38,6 38,5 37,7
Others 26,3 24,9 27,8 27,6 28,3

Note: prepared based on source®

National (federal) budget for the national methodology
based in US dollars. During January - December 2013
compared with the corresponding period of 2012 in Belarus
and Kazakhstan, the republican budget revenues grew by
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4.5% and 6.5% respectively. In Russia, during the period of
the federal budget revenues declined by 1.1%. At the same
time budget expenditures in Belarus increased by 5.9%, in
Kazakhstan - by 1.9%, in Russia - by 0.8%. In all countries
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- members of the CU and SES republican (federal) budget
was executed with a deficit.’

From Table 3 it can be seen the origin of the VAT
mechanism, so in the VAT Kazakhstan and Belarus was
formed mainly due to the sale of goods imported into the
territory of the state with other countries than the VAT on

domestically produced goods. And in Russia, VAT on
goods produced and sold within the country, more than the
VAT on imported goods, it is a big plus for the state. That
is, for this indicator can be judged on the availability of
production in the country.®

Table 3: Receipt of the value added tax for the years 2010-2014 in the budgets of the EAEC countries,

Billions of national currency units

| 2010 | 2011 | 2012 | 2013 | 2014
Total
Republic of Belarus 16 226,4 26 498,5 45 456,9 56 223,3 69 829,3
Republic of Kazakhstan 677,2 865,2 914,4 13276 1198,2
Russian Federation 2 498,6 3250,7 3546,1 35394 3939,7
including:
on goods, works, services sold on the domestic market
Republic of Belarus -1137,8 -9219,0 -23 366,8 -8 600,8 1288,8
Republic of Kazakhstan 2414 257,4 1911 508,5 408,9
Russian Federation 1329,1 1753,6 1886,4 1868,5 2188,3
on goods imported into the territory of the country
Republic of Belarus 17 364,3 357175 68 823,7 64 824,1 68 540,5
Republic of Kazakhstan 435,9 607,9 723,3 819,1 789,3
Russian Federation 1169,5 1497,2 1659,7 1670,9 17514

Note: prepared based on source’

We propose a mechanism for calculating the forecast tax
receipts of value added in the overall figures for the period
2015-2018 years in the budgets of the EAEC countries,
calculated on the basis of AR models.

Basing its decision on the fact that if a time series can be
decomposed into a deterministic component and a random
component, the prediction can be made separately for the
two components. The overall prognosis will consist of the
results of these two predictions. As the random component
of the forecast model, we chose the AR model.

The criterion for the sample type of trend is the value of the
mean square error. In the case where the mean square error
of the two functions differs little from each other,
preference was given to the function of a simpler form.
When selecting the approximating functions are also taken
into account information about the prospects of the trend
factor in general.®

For a description presented in Table 3 was selected linear
trend - receipts of value added tax in the overall figures for
Kazakhstan:

Yy =ag +agt +&, n

From (1) we obtain:
gt =Y; —a, —a,t

O]

Et_l =Y 4 —3, —a,(t-1)
bOEt_let—aO—alt

Y, =b,Yi_1 +(@g —aghy) +(a; —a;by)t+a;b; +Yy

Then:

Y; = blYt—l +(a; —a;b))t+(ay —agh; +a,b)) + 74

It follows from this forecast model:

kS
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n—+

*

n+2:

The calculation of the confidence interval:

*
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*
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As a result, the corresponding transformations received the
following trend forecasting model in Table 4 receipts of
value added tax in the overall figures for Kazakhstan.
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Table 4: Forecast revenues of value added tax in the overall figures for the period 2015-2018 years in the budgets of the EAEC countries

Billions of national currency units

Country Year Forecast The upper confidence The lower confidence interval
interval
Republic The model equation:
of Belarus Yt*=0,498 Y ., + 3808,28 t + 4168,15
Mean-square error: Sy = 6950,897
The coefficient of determination: R = 0,877
Fischer ratio: F\ = 20,003
2015 73187,83 74230,46 72145,20
2016 78667,23 79709,86 77624,60
2017 85201,91 86244,55 84159,28
2018 92261,67 93304,31 91219,04
Republic The model equation:
of Yt*=-0,186 Y 4 + 103,18 t + 596,12
Kazakhstan Mean-square error: Sy = 101,00
The coefficient of determination: R = 0,817
Fischer ratio: F\ = 12,017
2015 1302,44 1317,59 1287,29
2016 1386,28 1401,43 1371,13
2017 147391 1489,05 1458,75
2018 1560,83 1575,98 1545,68
Russian The model equation:
Federation Yt*=-0,676 Y, + 335,58 t + 3679,75
Mean-square error: Sy = 77,045
The coefficient of determination: R = 0,976
Fischer ratio: F\ = 120,091
2015 4036,74 4048,29 4025,18
2016 4306,72 4318,27 4295,16
2017 4459,79 4471,35 444824
2018 4691,90 4703,45 4680,34

* The table has been prepared based on the authors’ calculations

Application of AR models is possible not only when in the
preliminary economic analysis is well known that the
studied process is largely dependent on the development of
the process in past times, but when they want to find a
simple conversion, resulting in a process that is close to a
sequence of independent random values.®

If we further consider the structure of revenues of the
central budget CU and SES, in different countries, the
picture is different. Thus, in the Republic of Belarus the
following, after the VAT, excise taxes are a major. Since
the excise tax in the budget of the Republic of Belarus
occupy 16.6% today. And 14.4% are revenues from foreign
trade, including customs duties.

In Kazakhstan, another major tax, in addition to VAT, a
corporate income tax (profit tax). So in 2014, accounting
for 19.8% of total revenues. And 17.8% are revenues from
foreign trade, including customs duties.™

In Russia, the picture is quite different. And excise taxes,
and income taxes do not take a high share of budget
revenues. At the same time, income from foreign trade falls
37.7%.

Conclusions

Thus, as regards of the tax harmonization in EAEC
countries the following conclusions can be made.

1. As can be seen from an analysis of tax revenues, tax
structure differ significantly across countries. But, in our
view, harmonization of tax systems, to a greater extent,
prevent differences in the mechanism of calculation and
administration of order than, perhaps, tax revenue structure.
For example, raising the question of the introduction of the
sales tax instead of VAT, in the opinion of many scientists
and even practitioners put representatives of small, medium
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and large businesses on an equal footing and in a part of the
EAEC both Kazakhstan and any other country will be
difficult to make individual decisions and make changes
alone."*

2. The EAEC there are different VAT in Belarus - 20%,
Russia - 18%, and Kazakhstan - 12%. That is, there is, like,
some sort of relief for the Kazakhstan business. But really,
when you're taking in Russia, you are already paying 18%.
Although individual commodities, with international
practice, and Russia has a dual VAT rate - 9%. That is half
of the current rate. Therefore, the introduction of the single
sales tax, should take into account all the peculiarities of
each of the national economies.*

3. Excise duties are also in the TC-member countries to
harmonize planned by raising the rates in partner countries
TC: Russia will slow down the growth of excise taxes,
while Kazakhstan and Belarus will increase them in
accordance with the standard of living. According to the
Ministry of economy and financial policy convergence
ECE current rates and excise coordination in the future will
play a significant role in the creation of equal conditions of
competition within a single product market.

4. Along with changes in the tax policy should be to solve a
number of organizational issues: to establish a common
market for services to the mutual recognition of licenses,
permits for business activities, provide the ability to carry
out activities business entities without additional
institutions as a legal entity, the national treatment and
most favored nation treatment without seizures. The result
of creating a single market of services is the mutual
recognition of qualifications of the service provider
personnel, guaranteeing the rights of recipients of
services.
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