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Lesson #5: “Comparing options to finance social protection”
In Europe, health insurance, labor insurance and pension insurance are financed either by income taxes (such as the French ‘CSG’) or by payroll taxes paid by employers and by employees. Payroll taxes paid by employers on low wages have been reduced everywhere in Europe over the last ten years. However, labor taxation in a broader sense (including payroll taxes paid by employees and income tax) remains heavier than capital taxation. In 2007, according to the European Commission, the implicit taxation of labor averaged 35% in the EU25 as compared to 29% only on capital (unweighted averages). In France, taxation is more balanced but its overall level is higher (41% on both labor and capital), while in Germany, the gap is particularly high (39 versus 24%).

Against this background, it is not surprising that a debate has developed in each country on how to rebalance the financing of social protection so that it weighs less on labor, while avoiding capital relocation. In this presentation, you may wish to answer the following questions:
· What are the social expenditures to be funded and how are they funded in France and in other EU countries?
· From and economic standpoint, which of these taxes weigh on labor and which weigh on capital? How do they impact labor demand and labor supply, and therefore employment and wages?
· What would be the consequences of financing social expenditures through a tax on value added rather than on wages? What is the rationale for substituting VAT for employers’ social contributions?

Indicative references (the most recommended readings are denoted by a star)

*Besson E. (2007), TVA sociale, rapport pour le Premier Ministre, Paris, La Documentation Française.
*Commission européenne, Taxation trends in the European Union, 2009.
*Finnish Ministry of Social Affairs and Health (1999), Financing Social Protection in Europe, background material for the EU Conference on Financing Social Protection, Helsinki, 22 - 23 November.
*Malinvaud, E. (1998), Les cotisations sociales à la charge des employeurs : analyse économique, rapport du Conseil d’analyse économique, No. 9, La Documentation Française.
*Sterdyniak H. and P. Villa (1998), «  Pour une réforme du financement de la sécurité sociale », Revue de l’OFCE, n°67, octobre.

Ministère de l’économie, de l’industrie et de l’emploi (2009), Rapport sur les prélèvements obligatoires et leur évolution, octobre. 
Lagarde, Ch. (2007), « Etude sur la possibilité d’affecter une partie de la TVA au financement de la protection sociale en contrepartie d’une baisse des charges sociales pesant sur le travail, Note d’étape », disponible sur le site du Premier Ministre.
Travaux sur l’élargissement de l’assiette des cotisations sociales employeurs : Conseil d’analyse économique (2006), Conseil d’orientation pour l’emploi (2006) et rapport du groupe de travail interministériel (2006).
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