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The impact of the economic cycle on Spanish tax 
revenue

José Félix Sanz,1 Juan Manuel Castañer2 and Desiderio Romero3

Calculations show Spain´s income and consumption taxes (VAT and excise duties) 
to be relatively sensitive to the economic cycle. Thus, it is likely that revenues 
from these taxes will rise significantly in the immediate future in response to the 
economic recovery.

1 University Complutense of Madrid.
2 Analyst of the Community of Madrid.
3 University Rey Juan Carlos.
4 This concept is very popular in academic literature. For example, see: Hutton (1980), Hutton and Lambert (1980, 1982(a), 
1982(b) and 1983), Creedy and Gemmell (2002, 2004(a), 2004(b) 2006), and Creedy and Sanz (2010).

The optimal design of a fiscal system requires an 
understanding of its endogenous tax collection 
capacity, i.e. its revenue-raising power in the 
absence of discretionary changes. Ever since 
Musgrave and Thin (1948) popularised the 
progression of the tax burden as a measure of 
progressiveness, the notion of revenue elasticity 
has been the perfect means to quantify a tax’s 
“automatic” revenue-raising capacity.4 As well as 
providing information about the expected impact 
of the economic cycle on tax revenue, this built-
in response reveals other important structural 
properties of the tax: its (local) progressiveness, 
its power as an automatic stabiliser, and the real 
increase in fiscal burden associated with fiscal 
drag. Therefore, there is no doubt that the elasticity 
of tax revenue in response to changes in pre-tax 
income is an extremely useful concept in relation 
to a country’s fiscal policy. The attached annex 
shows the elasticities of tax revenue in the case 
of income tax and two consumption taxes (VAT + 
excise duties) in Spain. Details of the modelling 
and empirical calculation of these elasticities can 
be found in Sanz et al. (2014). 

Tax revenue elasticity is a synthetic measure that 
describes the relative change in the amount of 
tax collected when there are changes in the tax’s 
base, or a proxy for it. As mentioned, this metric 
synthesises, among other things, the automatic 
sensitivity –i.e. in the absence of discretionary 
measures– of a tax’s revenue to changes in the 
economic cycle. Based on the calculations obtained 
for Spain, it can be said that the progressive 
design of personal income tax makes its collection 
relatively sensitive to the cycle, with a national 
weighted average elasticity of 1.48. However, in 
terms of tax collection, a potential upturn in the 
economic cycle will not be equally profitable for all 
the autonomous regions. In fact, the same relative 
increase in household income will produce a bigger 
relative increase in tax collection in the poorer 
regions than the wealthier ones. 

Moreover, the calculation of the revenue from 
consumption taxes in Spain refutes the widely held 
idea –deeply entrenched in public opinion– that 
indirect taxation on consumption in Spain is highly 
regressive. In this case, a clear proportionality 
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is found. The unit elasticity of consumption tax 
revenue confirms that as Spain emerges from 
the economic crisis, consumption tax revenue 
will increase with rising household incomes in a 
proportion of 1:1. Unlike the case of income tax, 
the impact of an economic recovery on tax revenue 
from consumption taxes does not show much 
regional variation, being distributed uniformly 
across Spain’s regions. 

These elasticities therefore suggest that it is 
likely that Spain’s revenues from income tax 
and consumption taxes will rise significantly 
in the immediate future without any additional 
discretionary measures being necessary. Specifically, 
assuming that FUNCAS’ estimates for the 
expected rate of growth in households’ nominal 
disposable income for 2015 and 2016 hold 
(i.e. 3.3% and 3.5%, respectively), the automatic 
revenue gains associated solely with the upturn 
in the economic cycle will be as shown in Table 1. 
As can be seen, over the course of 2015 and 
2016, an automatic increase in collection from the 
two taxes of more than 13.7 billion euros can be 
expected.
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Table 1
Estimated automatic increase in tax revenue 
for 2015 and 2016 in the event of an upturn  
in the economic cycle 
(calculation for national total*)

Expected increase in tax 
collection

(in million euros)
2015 2016

Personal income tax 3,880 4,062
Consumption taxes 2,858 2,972
Total income tax +  
Consumption taxes 6,739 7,040

Note: (*) Autonomous regions in the common system.
Source: Own elaboration.
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