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Preface

The Nordic Tax Research Council was founded in 1973 by a treaty between 
Denmark, Finland, Norway and Sweden. In 2003 Iceland joined. Members of 
the council - 3 from each country - are professors in tax law and economy 
and high ranked government officials. The main purpose of the council is to 
strengthen cooperation between the member states in the field of legal and 
economic tax research.

Ever since its foundation the council has based its activities on two main 
pillars: 1) arranging seminars for the members of the council and for Nordic 
tax experts, and 2) supporting tax research through economic grants. Be wel­
come to visit the council’s homepage at: http://www.nsfr.net.

Every year the council publishes a yearbook, which includes a description 
of the council’s work as well as papers and reports presented and discussed at 
the yearly council seminars. All the yearbooks that have been published to 
date are listed in this edition of the yearbook.

In order to present the work of the council as well as the development of 
Nordic tax legislation and tax research all contributions to the yearbook are in 
English.

The 2008 seminar was held in Stockholm and addressed the topic of The 
non-fiscal purpose of taxation. The seminar was very successful and was at­
tended by a considerable number of tax experts from universities and busi­
ness schools, law firms, private tax consultants, governments and tax admini­
strations. As usual, reports from all the member states were presented, ana­
lyzing the topic from a legal and economical point of view. A number of lec­
tures were also given by experts. The discussions subsequent to the reports 
and lectures were very useful and inspiring.

The 2009 seminar will be held in the fall in Oslo, Norway. The topic to be 
addressed in reports, lectures and by discussion is: Taxation of individuals 
and goods in the Nordic countries upon cross border mobility.

Århus, Denmark, June 2009

Jan Pedersen
Professor, dr. jur., Chairman of the council
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The non-fiscal purposes of taxation





General Legal Report - 
Legal aspects of taxation 
for non-fiscal purposes

Peter Melz

1. The subject from a legal point of view

1. Taxes could be constructed to achieve different purposes. The subject of 
the seminar is taxes with non-fiscal purposes. At the seminar the question 
was raised whether the subject was taxes with non-fiscal purposes and/or 
taxes with non-fiscal effects. As the seminar title indicates we primarily dis­
cuss taxes with an intention to reach a non-fiscal purpose. However, that pur­
pose may not always be reached. On the other hand taxes with primarily 
purely fiscal purposes may contain rules with non-fiscal effects, intentionally 
or without clear intent. We will also discuss such rules.

2. Taxes with non-fiscal purposes have often explicit or implicit political 
purposes. In focus when such taxes are designed are normally how to achieve 
the non-fiscal purpose. Economic research is often helpful to decide which 
design is best to achieve intended effects and to make ex-post analysis of the 
effects. Legal research is probably relatively of less importance for non-fiscal 
taxes than for general taxes, as income tax and VAT. However the design of 
non-fiscal taxes does of course contain legal components and complications 
which deserve analysis.

3. Various legal aspects will be briefly discussed below and more at length 
in the following reports/articles.

2. Different tax forms used for non-fiscal purposes

1. There are a number of different forms of taxes. In order to achieve import­
ant non-fiscal purposes it is probably more efficient to introduce a new tax 
than using existing general taxes. It also makes the non-fiscal purposes more 
explicit and transparent. On the other hand the use of existing general taxes 
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may have administrative advantages, especially when the non-fiscal purpose 
is minor. Obviously rules with non-fiscal effects but without intention are to 
be found only in general taxes.

Also more important non-fiscal purposes could be achieved by rules at­
tached to existing taxes. Normally such more important purposes could not be 
achieved by only manipulating ordinary components in the general tax, but 
necessitate construction of a special instrument. In Sweden this technique has 
been used for a long time. A recent example is legislation for a tax credit for 
domestic services. The rules on how to calculate the tax credit are in a sepa­
rate act, but the credit is made against national and municipal income taxes 
levied for the tax year. By this system the administration of the income tax 
could be used for some components of the non-fiscal purpose taxation.

2. Taxes with a dedicated non-fiscal purpose, may not only achieve the 
non-fiscal purposes. For example, taxes with an environmental purpose may 
raise large amounts of revenue and this may be or may become a purpose in 
itself. The fiscal effect could thus be an incentive against giving the tax 
maximal environmental effect, which would decrease the revenue.

The classification of a tax as a »pure« non-fiscal tax or a hybrid tax has 
seldom any reason from a legal point. From a political point of view there is 
of course more reason to state the obvious that a tax does not necessarily have 
only the effect which is stated in the preamble. In analysis of tax expenditure, 
see the report of Nils Mattsson below, it is one of the aims to decompose 
taxes to realize if there is a non-fiscal component or not.

3. Instruments to create an effect

1. Taxes with non-fiscal purposes need to create an effect on tax payer’s be­
havior, or sometimes indirectly on the behavior on other persons related to 
the taxpayers as customers etc. There are a number of ways to create such an 
effect.

The targeted behavior could be more or less specialized. For instance the 
consumption of commodities such as alcohol, tobacco or fuel could be tar­
geted by taxes in proportion to the consumption which could be measured as 
price or quantity. Usually this is achieved by special taxes.

Even general taxes could be used to impact special behavior. For instance 
accelerated depreciation could be used in order to increase investments in 
machinery.

Non-fiscal purposes could also be of a more general character, such as re­
distribution or business cycle reasons. In such cases the instruments could be 
very broad, such as changes of tax rates, but they could also be more special­
ized.
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2. It is a task for economic analyzes to determine the effects of non-fiscal 
tax laws. A lawyer could be helpful to illustrate the function of the tax rules 
and what result on tax payments could be expected. To determine the effect 
on behavior a lot of other components outside the tax system have to be taken 
into account. Also components of the public finance system have to be taken 
into account, such as changes in other taxes and grants caused by the non- 
fiscal purpose tax. If for example a tax increase linked to certain behavior will 
to some extent be mitigated by compensation to the same group of taxpayers 
this should of course be considered when measuring effects.

3. The basic theory behind using taxation to achieve non-fiscal purposes is 
that increased or decreased payments of taxes give effects on behavior. Tax 
rules should thus be constructed so that desired behavior results in a decrease 
in tax payment and undesired behavior is penalized by an increase in tax 
payment.

A number of tax rules that connect to characteristics of the tax payer could 
be used. They are briefly discussed below.

4. The character of the taxable person could be used by exempting certain 
categories of tax payers from taxation. Normally this is used for income tax 
and examples are charities and non-profit associations with public benefit ac­
tivities such as scientific research, medical care, humanitarian support etc. 
For VAT similar exemptions exist, however legally they are normally at­
tached to the activity not the person.

There could be reason to stress here that the effect of such exemptions 
may to a certain degree be mitigated by a reduction of public grants to the 
same type of public benefit activities. However, tax privileges or public 
grants both have a similar non-fiscal purpose.

In theory a taxpayer inversely could be penalized by a higher tax rate etc. 
To use this for non-fiscal purposes would, however, be controversial and I 
cannot give any examples.

5. A smaller component than the taxable person in the tax system is an ac­
tivity, a special type of revenue, goods, service etc. As already mentioned in 
the previous paragraph, the VAT system uses exemptions of activities. There 
are also VAT exemptions or different tax rates of special categories of supply 
of goods and supply of services. Most of these differentiations have non- 
fiscal purposes.

For excises the extra tax burden of the excise is levied on special catego­
ries of goods. Excises are clearly special additional taxation as the activities 
are also the object for income tax and VAT.

6. Rules for deductions of expenses could be used to make the after-tax 
cost of the expense higher or lower. Research expenses are an example of in­
come deduction rules used for a more favorable treatment than the normal.
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In a number of cases expenditures are not deductible when calculating 
taxable income although they are connected to the taxable activity. Examples 
are certain entertainment costs and costs for bribes. In most cases it is argu­
able if the denied deduction fulfills non-fiscal purposes or not. Anyhow these 
examples shows that the technique is in use and could easily be used for a 
non-fiscal purpose as well.

7. Timing could be important for tax considerations. Accelerated deprecia­
tion has already been mentioned above as a tool for non-fiscal purposes. It 
could be used as an investment stimulus.

8. Concerning more general non-fiscal purposes such as income redistri­
bution or business cycle stimulus it could be motivated with broader meas­
ures. Tax rates and basic allowances are common instruments for redistribu­
tion and stabilization politics.

9. There is reason in this context, redistribution, to discuss a bit the preci­
sion that different instruments have in creating the desirable effect for the 
non-fiscal purpose. Precision would here primarily be measured as effect in 
form of increased economic welfare for the targeted group compared to the 
cost of the measure in form of effect on the public finance.

There are a number of alternative ways to achieve a better economic wel­
fare for low-income earners.

An increase of the basic allowance would not only benefit low-income 
earners but all tax payers, and that measure would thus be relatively expen­
sive. Reduced tax rates would have the same effect.

Reduced VAT on basic commodities such as food has the same spill-over 
effect on groups outside the intended group.

The conclusion is mostly, by economists at least, that tax measures are not 
sufficiently precise and that it is more effective to increase child allowance 
etc.

4. Legal aspects of law design

1. As indicated above there is a number of legal aspects that could be dis­
cussed concerning the design of non-fiscal taxes. They are of the same nature 
as goes for general tax laws, although some of them may be perceived to 
have less importance.

2. Tax law should be understandable. Some non-fiscal purposes tax laws 
have a limited and qualified audience (tax payers) which to certain extent 
could justify a more complex law design. In all cases the rules should be clear 
enough for potential tax-payers to calculate tax consequences of different be­
haviors. The consequences should be foreseeable.
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3. Procedural rules should give legal security in the same way as in other 
tax law. That would among others include the right to appeal to a court of 
law.

The administrative aspects from the point of view of the administration 
and the tax payers is dealt with in the report below by Sven Rune Greni.

4. Should non-fiscal purpose taxes be neutral and equitable! Well, in ge­
neral taxes with non-fiscal purposes are intended to discriminate between dif­
ferent behaviors/altematives, and in that sense they are not neutral. However, 
within the non-fiscal purpose there are aspects of neutrality. For example dif­
ferent alternative forms of behavior should be taxed in the same way if from 
the point of the non-fiscal purpose they are indifferent with alternative cho­
sen.

5. Is the non-fiscal tax compatible with regard to the other laws, especially 
the constitution, EC-law and other international obligations? This is discussed 
below in the reports by Mona Aldestam and Stefan Olsson.

6. As indicated above statutory rules for non-fiscal taxes should be drafted 
with the same ambitions as for general tax laws.

If the method to achieve the non-fiscal goal is simple, such as changes of 
tax rates, rates for depreciation etc., there is normally little problem drafting 
statutory rules. However, non-fiscal rules concerning special objects etc. are 
more complicated. Especially the rules for delimiting the object could be 
complicated to draft. For example the Swedish tax credit for domestic ser­
vices is delimited by enumeration of seven categories of domestic services. 
The Swedish Tax Agency explains the delimitation further in a general guide 
and in individual counseling. Another problem is that such delimitations will 
always be considered somewhat arbitrary by a number of tax payers.

5. Advantages and disadvantages with non-fiscal taxes

1. When evaluating the use of non-fiscal taxes it is relevant to compare them 
with the alternatives to not trying to achieve the goal for a non-fiscal tax, but 
also with other methods to achieve the goal. A grant could have a similar ef­
fect as a tax and normally has a better precision. In some instances legal pro­
hibition of an activity could be an effective alternative.

Below a brief summary should be given of advantages and disadvantages 
of non-fiscal taxes. When relevant the tax form will be compared to other al­
ternatives.

2. In the cases when non-fiscal aims are implemented into existing general 
tax laws an advantage could be that the use of an existing administration 
could be cost-efficient, probably mostly with redard to procedure, tax collec­
tion etc.



18 PETER MELZ

On the other hand in a general tax law the implementation of an »alien« 
component could make the application of that law more complicated.

3. Irrespective if part of a general tax or a stand-alone tax special purpose 
rules may need special competence by the staff administrating them. It the tax 
form is big enough, and thus probably in a special act, the administration will 
probably be carried out by specialized personal. If the special purpose is of a 
specialized character it will be hard to assign fully competent staff to the task. 
An example is rules granting special deductions for health costs.

4. A non-fiscal tax may be less transparent than a system with grants. This 
could be considered to be a democratic deficit.

5. As will be discussed in the reports below constitutional rules are sel­
dom an obstacle to non-fiscal taxes. However, constitutional considerations 
may be more motivated when taxes rather than grants are used as an instru­
ment.

6. EC-rules for state aid may be an obstacle, but there is no major differ­
ence between taxes and grants.



Economic General Report 
- Non-fiscal aims of taxation

Tobias Lindhe1 2och Jan Södersten

1. Tobias Lindhe, Ph.D.,Uppsala Center for Fiscal Studies, Uppsala University (To­
bias. Lindhe@bredband.net)

2. Jan Södersten, Professor, Department of Economics, Uppsala University (Jan.Soder- 
sten@nek.uu.se)

3. EU15 represents the EU member states Austria, Belgium, Denmark, Finland, 
France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, 
Sweden, and United Kingdom.

1. Introduction

A main task of the tax system is to finance public sector activities by curtail­
ing private demand. This fiscal aim of taxation requires that private demand 
for goods and services and public consumption and investment be kept within 
the limits set by available resources. Revenue requirements are large in the 
Nordic countries, and as seen from Diagram 1, the five Nordic countries all 
belong to the top nine countries with the highest tax take within the OECD- 
area. The tax revenue »league« is led by Sweden and Denmark, with a total 
tax share slightly below 50 per cent of GDP.

As seen from Diagram 2, Iceland has caught up with the other Nordic 
countries since the second half of the 1990’s, and, together with Turkey, Ice­
land takes a clear lead within the OECD area in terms of a sharp rise in total 
taxes. Since 2005, the total tax burden is higher than the OECD and the EU15 
averages for all Nordic countries.3
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Diagram 1. Total Tax Revenue to GDP 
in the OECD-countries 2006 (per cent)

Source: Revenue Statistics, 1965-2007,2008 Edition, OECD.

However, there are also other important aims of the tax system. Since Rich­
ard Musgrave’s classic study The Theory of Public Finance (1959), econo­
mists are used to distinguish between two categories of non-fiscal aims, those 
that deal with distributional aspects and those that pertain to an efficient use 
of real resources. The goal of an equitable distribution of income and wealth 
has been central to Nordic tax policy making and to tax policy discussions 
during the main part of the post-war era. However, the large tax reforms in 
the Nordic countries in the beginning of the 1990s are clear signs of some 
important changes in attitudes with more emphasis than before on efficiency 
and incentives and less on distributional issues. The goal of an equitable dis­
tribution of income and wealth still remains one important restriction on pol­
icy choices.

Almost all types of tax instruments are problematic for efficiency in the 
sense that they affect the behavior of economic agents - households and 
firms. Firms may abstain from investment projects that would be acceptable 
in the absence of taxation and households may adjust their labor supply and 
consumption decisions. It is important to note that these efficiency costs con­
stitute the actual cost of the distributional aims of the tax legislator. Were it 
the case, that the tax legislator would be prepared to completely ignore the 
distributional impact of the tax system, there is indeed a simple alternative, 
namely to introduce lump sum taxation, where all tax payers would be liable 
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to pay exactly the same amount of tax. Lump sum taxation would clearly 
avoid the efficiency problems of the tax system, since additional uses of eco­
nomic resources - labor input, real investment, use of natural resources - that 
are profitable from society’s point of view, would also be privately profitable. 
However, lump sum taxation would in most cases be unacceptable, since 
such taxation ignores the taxpayers’ ability to pay or benefit of public sector 
activities. Lump sum taxation is therefore simply at variance with accepted 
principles of fair taxation.

Diagram 2. Tax to GDP in the Nordic Countries;
1985, 1990, 1995, 2000-2007 (per cent)

Source: Revenue Statistics, 1965-2007, 2008 Edition, OECD.

The link between distribution and efficiency therefore necessitates a trade-off 
between attempts to limit the distortions to economic behavior and the goal of 
an equitable distribution and taxation according to ability to pay. It is an im­
portant question for discussion to what extent this trade off has changed over 
time in the Nordic countries, and specifically which factors have been deci­
sive for the development since the mid 1980s.

Even though distortions to economic behavior may be an important prob­
lem to tax legislators, in some cases taxes may actually be designed with the 
purpose of affecting behavior. The aim may be to correct for various failures 
in the workings of free, unregulated markets, or to meet other specific goals 
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of public policy, for example concerning regional development or housing 
(which also may include distributional aims). One clear example from earlier 
decades is the counter-cyclical policies pursued through the corporate tax sys­
tem. The now abandoned Swedish investment funds system - and its coun­
terparts in Finland and Norway - was the main instrument in this respect. 
Other examples include the role of the tax system in correcting for various 
negative external effects, that is, harmful effects of economic activities that 
are not sufficiently internalized in the price formation in unregulated markets.

The national economic reports written for the 2009 seminar are to a large 
extent focused on the tax treatment of earned income and its changes over the 
past two decades, in particular with regard to the redistributive effects of the 
progressive tax schedules. This general economic report attempts to summa­
rize this information. Additional data have been obtained from recent OECD 
statistics and from Statistics Sweden (SCB). We report on marginal and aver­
age tax rates and provide some information on how taxation and various pub­
lic transfers have combined to affect the disposable income of households. 
Precise numbers on the redistribution effects are given in terms of so called 
Gini coefficients.

In addition to this, the national reports offer some insight into the use of 
the tax system to pursue also other non-fiscal aims, concerning for example 
environmental protection. Interested readers are referred to these reports.

2. Income taxation in the Nordic countries - towards lower 
marginal tax rates

Several different taxes can be used in redistributing income and wealth: the 
net wealth tax, the gift- and inheritance tax and the personal income tax are 
the most significant ones. Main focus in the national reports is on the redis­
tributive effects of the personal income tax, or, more specifically, on the taxa­
tion of wage income in accordance with the so-called dual income tax system 
introduced in the Nordic countries in the beginning of the 1990’s. The taxa­
tion of wage income follows a progressive scale, while capital income taxes 
are proportional. The development of the wage income taxation since the mid 
1980’s in the Nordic countries is illustrated below.

Diagrams 3-5 show the marginal tax rates on wage income for different 
income levels in Sweden and Norway for 1985, 1995 and 2007, and in Den­
mark for 1985, 1997 and 2008. In view of the fact that the general price level 
and wages rise over time, percentages and thresholds reported in current tax 
schedules are not comparable. To reach comparability, the income levels for 
the different thresholds 1985 and 1995 (1997 in Denmark) have been recalcu­
lated, by using the average wage growth, to a level of 2007 (2008 in Den­
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mark).4 In the case of Sweden, several tax deductions (the exemption ceiling 
for instance) or tax reductions (the general pension fee for instance) are ig­
nored to simplify the analysis. Therefore, the actual marginal tax rates for 
lower income levels may differ from those reported in the diagrams. How­
ever, the general pattern concerning the progressivity and changes over time 
is not affected.

4. Alternatively, a consumer price index can be used for recalculations. This is done 
for Sweden and Denmark in appendix.

Diagram 3. The marginal tax rates in Sweden 1985, 1995 and 2007 
- the income levels are recalculated by using a wage index (per cent)
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Diagram 4. The marginal tax rates (in-work benefit) in Denmark 
1985, 1997 and 2008 - the income levels are recalculated by using a 

wage index (per cent)
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The changes over time are similar in the Nordic countries, with a marked 
downscaling of the marginal tax levels since 1995, that is, since the time be­
fore the major tax reforms in the Nordic countries. A comparison between the 
tax schedules 1985, 1995 (1997 in Denmark) also confirms that the number 
of tax brackets were reduced after the reforms. Today, Sweden rests on one 
level of the local (municipality) income tax, and on two brackets for the state 
taxation, altogether a three brackets income tax system for wage income (ig­
noring people with low income paying no income tax at all). The same pat­
tern is found in Norway, while Denmark already in the mid 1980’s intro­
duced a three bracket system.5

5. It should also be noted that Denmark abolished one level of taxation from January 
2009, keeping the lowest and highest levels. The Danish national report also points 
out that the marginal tax rate will, most likely, be reduced further as a result of a 
forthcoming tax reform.

The thresholds in diagrams 3-5 are expressed in local currency, making a 
comparison between countries less informative. We will follow two different 
routes comparing the countries to each other. The very simple one is to com­
pare the highest marginal tax rate for the different years in each country, see 
table 1. Even though some downsizing changes occurred since the mid 
1990’s, it is clear that the highest levels for marginal tax rates were deter­
mined by the tax reforms in the beginning of the 1990’s. This holds for all 
three countries, but the result is less pronounced for Denmark.

Table 1. The highest marginal tax rates in Sweden and Norway 
1985, 1995 and 2007, and in Denmark for 1985, 1997 and 2008 (per cent)

1985 1995/1997 2007/2008

Sweden 80,4 58,2 56,6

Norway 68,2 49,5 47,8

Denmark 73,2 63,9 63,0

A more elaborated comparison between countries may be achieved by using 
the OECD Tax Database, covering the time period 2000-07 for the relevant 
statistics. OECD has constructed a methodology for comparison both be­
tween countries and over time. This is done by calculating the total tax wedge 
and the average income tax burden for different income levels, where the in­
come levels are expressed in terms of the wage income of an average worker 
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(AW) in the different countries.6 Besides the average worker (100%), the tax 
rates at the income levels of 67%, 133% and 167% of the average worker are 
also reported.

6. Details on Average Worker and the methodology can be found at 
www.oecd.org/ctp/taxdatabase.

Compared to the diagrams and table above, the OECD statistics also in­
corporate social security contributions paid by employers and employees, in 
addition to the taxation of wage income. In calculating the tax rates, actual 
taxes paid are divided by the gross earned income, i.e. income before per­
sonal taxes and taxes paid by the worker or employers. Calculations are re­
ported for 2000 and 2007.

Diagram 6. The marginal personal income tax and 
social security contribution rates on gross labour income 

for the Nordic countries in 2000 and 2007 (per cent)

Source: OECD Tax Database, own calculations.

This illustration is first and foremost useful in analysing differences between 
the different income levels, as well as changes over time, within a country 
and, therefore, works as a complement to the diagrams above. The tax wedge 
in Denmark is on the same level in 2007 as in 2000 for people in the two 
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high-earner’s groups (133% and 167%), while the wedge has fallen consid­
erably between 2000 and 2007 for a worker earning 67% of the earnings of 
an Average Worker. Finland shows a different, opposite, pattern. The mar­
ginal tax rates are more or less unchanged over time for low income earners, 
while it has decreased for high income earners. Notably, the rates are indif­
ferent to the level of wage income in Iceland 2007. The tax wedge is more or 
less unchanged in Norway for high- and low income earners, while the wedge 
has decreased for earners in the span 100% to 133% of the wage of the aver­
age worker. Generally, Sweden reports the highest marginal tax rates, but the 
development in the beginning of the 21st century is that low income earners 
are facing lower marginal tax rates. The marginal tax rates for high income 
earners are, more or less, the same.

In order to facilitate the comparison between the countries we have rear­
ranged the illustration somewhat in diagrams 7 (year 2000) and 8 (year 
2007).

Diagram 7. The marginal personal income tax 
and social security contribution rates on gross labour income 

for the Nordic countries in 2000 (per cent)

Source: OECD Tax Database, own work.
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Diagram 8. The marginal personal income tax and 
social security contribution rates on gross labour income 

for the Nordic countries in 2007 (per cent)

Source: OECD Tax Database, own calculations.

A first observation is that Iceland has the lowest marginal tax rates, for all 
levels of income for both years. The opposite is mostly true for Sweden; in 5 
out of 8 cases reported in the two diagrams, Sweden has the highest marginal 
tax rates. A second observation is the high marginal taxation of low income 
workers (67%) in Finland; this is especially pronounced in 2007.

The marginal tax burden reported so far is primarily of interest in analyz­
ing incentive effects, for example, the incentives to adjust hours of work. In 
evaluating the redistributive effects of the tax system, we focus instead on the 
total tax burden. We derive the average tax rate by simply dividing the total 
tax burden with the gross income, where, as before, both the personal income 
tax and total social security contributions are included. The average tax rate is 
reported in diagrams 9 and 10 for different income levels (as a percentage of 
the earnings of the average worker).
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