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Abstract

The main goal of this paper was to identify the main factors determining the per-
formance of the Slovak tax system. For practical reasons, we decided to deal with
all of the potentially relevant dimensions that can be included in the theme - from
tax policy to tax administration. The paper is based on primary and secondary data;
it combines qualitative and quantitative research methods. The primary data were
collected in two rounds, with long-term research about the needs perceived by tax
officials and with the “Delphi method”. The comparison of the opinions of tax of-
ficials and tax experts with the existing evidence serves as the basis for the paper’s
conclusions and policy proposals. The research shows that the most important ar-
eas mentioned by tax officials and experts are relevant (to simplify tax collection,
to decrease tax bureaucracy, to provide better information about the tax system to
businesses and citizens and to improve tax administration services). However, the
second most frequent answer by tax officials (to decrease the tax burden) is some-
what disputable - the research indicates the existence of some level of tax illusion,
even at the level of tax administration professionals. The research also reveals the
relatively low priority given to the need to increase the level of risk connected with
tax evasion, which is surprising because the data clearly indicate a very high level of
tax fraud in the country.
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1. Introduction

Existing scientific research frequently deals with the issues of tax-administration
performance and optimum tax policies; however, only the second topic is relatively
well covered in the Slovak (Czech and Slovak!) conditions. This situation is rather
surprising, considering that there are several university programmes with at least
some focus on taxation and public finance in Slovakia. Our paper aims to help to
fill this gap - the main goal is to identify the main factors determining the perfor-
mance of the Slovak tax system, for both of its core dimensions - tax policies and
tax administration.

The paper is based on primary and secondary data; it combines qualitative and
quantitative research methods. The primary data were collected in two rounds - by
long-term research about the needs perceived by tax officials and by the “Delphi
method” (questioning a panel of experts). The comparison of the opinions of tax
officials and tax experts with the existing evidence serves as the basis for the paper’s
conclusions and policy proposals.

The term “tax system performance” does not have a fully unified meaning.
The first integrated concept of how to construct tax systems was presented by Smith
(2005), whose principles of taxation, involved in the canons of taxation, formed the
starting point for the study of the theory and practice of tax administration. Justice,
certainty, convenience and efficiency are principles that informed the development
of contemporary taxation theory. However, this kind of approach needs operation-
alisation in order to be able to create benchmarks. One interesting framework, pro-
vided by Barbone et al. (1999), suggested that the performance of a tax system can
be measured via a matrix, where the core areas to be investigated are policy formu-
lation, accountability and service-delivery indicators. Many other authors (e.g. Tan-
zi 1991, 1996; Gallagher 2005; Das Gupta 2002) do not include accountability as a
specific sub-area, focusing on two core levels of tax-system performance: tax policy
(“macro-level”) and tax administration (“micro-level”). We will continue with this
approach for practical reasons.

Both the macro- and micro-levels are frequently investigated by the existing
academic and professional literature. However, in literature concerning the macro-
level, the focus is particularly on issues such as the “optimum” tax mix, tax rates,
income and the distributive effects of a tax system well covered by well-known text-
books on public finance and taxation (summarised for example by Stiglitz 1989). In
the Czech and Slovak conditions, the core textbooks on this topic are Kubatova and
Vybihal (2004) and Kubatova (2009).

On the micro-level, academic studies focus particularly on the costs of taxa-
tion, and professional studies focus mainly on the capacities of tax administration
(such as the contents of the Tax Tribune journal or the OECD tax database series).

1 Despite the split of Czechoslovakia, it is still “one” academic community.
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The costs of taxation may vary over time and place, and they may be analysed
in one of two ways. One group of authors uses the term “administrative costs of
taxation” to cover only the expenses of the public sector (Sandford 1989). A second
group of authors, most notably Stiglitz (1989), divides the costs into the administra-
tive costs of taxation and the indirect expenses of the private sector (the incurred
compliance expenses of taxation). Authors adhering to this theory of administra-
tive costs in Czechia and Slovakia include Hamernikova and Kubatova (2000) and
Pekova (2002).

There have been many important international studies about this topic (Alm
1996; Evans 2003; Hasseldine and Hansford 2002; Chittenden et al. 2005; Lignier
and Evans 2012; Malmer 1995; Mirrlees 1971; Sandford 1989, 1995; Slemrod and
Sorum 1984; Susila and Pope 2012; Tran-Nam et al. 2000; Vaillancourt 1987). There
have also been some studies in the Central European region (Bayer 2013; Jilkova
and Pavel 2006; Klun 2004; Klun and Blazic 2005; Pavel and Vitek 2012, 2015; So-
lilova and Nerudova 2013; Teperova and Kubantova 2013; Vitek 2008; Vitkova and
Vitek 2012).

2. Research methodology

Our primary research was conducted in two phases. The long-term research was
conducted between February 2013 and February 2016. During this period, we
interviewed 282 executive tax officials participating in training at the tax school
of the Slovak Financial Office. The requirement for inclusion in the sample was a
minimum of four years of practice in tax administration. This large sample size is
statistically significant. Our request was rather simple: “Try to define the most sig-
nificant elements of the possible optimisation of the Slovak tax system.” All written
responses were processed and summarised by the authors.

Based on the results from the first phase, we created a “matrix” of the main
determinants of the performance of the Slovak tax system. This matrix was tested
by the one-stage Delphi method. Thirteen questions included in the questionnaire
mirrored the structure of the main responses collected from tax officials during our
long-term research. Twenty-two experts in political, administrative and academic
positions were asked to rank the proposed tax-system performance determinants
and also to provide proposals for other determinants and their own comments. This
phase took place in April 2016. We received responses from 18 experts, a fully suf-
ficient and significant number of responses.

The secondary research reviewed all of the existing academic literature about
different aspects of the Slovak tax-system performance. We also reviewed the opin-
ions of important international organisations (especially the European Commis-
sion and OECD documents) about the functionality of the Slovak tax system. Hard
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data and the official statements of major international organisations are related to
the collected opinions in the discussion part of this article.

3. Results from the first phase and their discussion

Table 1 highlights the main responses (responses with the highest frequency or spe-
cific important responses) of the tax officials that were included in the first phase of
our research.

Table 1
Selected responses of tax officials

Most frequent responses - suggestions Frequency
Simplify tax collection, decrease tax bureaucracy 158
Decrease the tax burden 145
Provide better information about the tax system to businesses and citizens 110
Increase the level of risk connected with tax evasion 86
It is di_fﬁcult to optimisg the tax policy and the tax system, because there is 80
no optimum model available
Prev_ent' the transfer of Slovak firms to tax havens by lowering the direct 43
and indirect tax burden
Utilise existing international good practices 33
Educate taxpayers - taxes are not the worst issue in the world 31
Be ad_rninistrativel_y_simp_le, using low and stable tax rates and providing 57
effective tax-administration services
Improve tax-administration services 26
Important but infrequent response Frequency
Create a whistle-blowing system for reporting tax evasion 4

Source: own research

The set of responses indicates that tax officials clearly perceive most of the
main problems of the Slovak tax administration - as defined by the academic lit-
erature and by the opinion of international organisations. However, it also indicates
that the tax officials interviewed are somehow biased and that they may be influ-
enced by political rhetoric. In the following text, we discuss the primary opinions.

Simplify tax collection, decrease tax bureaucracy (+ improve tax-
administration services)

The fact that tax officials perceive the Slovak tax system as complicated, bureaucrat-
ic, expensive and not customer-friendly, generating significant tax-administration
and tax-compliance costs, can be evaluated as an important opinion that is fully in
line with the existing knowledge.
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Current academic studies have documented a critical situation. Pompura
(2012) calculated the administrative costs of taxation in Slovakia and estimated
them using standard approaches employed by other scientists (see Vitek 2008; Vit-
kova and Vitek 2012). The results are shown in Table 2.

Table 2
Administrative costs as a percentage of tax revenues, by specified tax
%

2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011
Income tax of individuals x | 177|196 | 1.64 | 1.48 | 1.62 | 1.81 | 1.65
- Employees
Income tax of individuals
- Entrepreneurs 1.98 | 5.86 | 7.64 | 792 | 7.04 | 7.92 [ 30.76| 25.51
Corporate income tax 299 | 1.62 | 152 | 1.37 | 1.23 | 1.18 | 2.11 | 1.65
Income tax - lump-sum | 4 33 | 5 43| 501 | 1.19 | 1.45 | 1.61 | 2.04 | 2.25
form
Property tax 0.53 | 1.82 | 1.81 |19.32|14.80|14.61|13.42|31.80
VAT 3.63 | 1.32 | 1.28 | 1.41 | 1.47 | 1.52 | 1.52 | 1.59
Road Tax 410 (197 | 1.72 | 1.16 | 1.52 | 1.00 | 1.26 | 1.12

Source: Pompura 2012

These data document that tax administration in Slovakia is among the most
expensive in the world - see Table 3.

Taxation level and administrative costs of taxation: selected countries

Table 3

Countries according
to their administrative

Countries according to their tax revenues to GDP

costs of taxation (%) < 20% | 20-30% 30-40% Over 40 %
- 0.60 USA Sweden
Ireland. Spain Austria, Denmark,
0.61-0.80 Korea + >pain, Finland, Germany,
New Zealand
Norway
0.81-1.00 Mexico | Turkey France
_ Hungary,
1.01-1.20 Netherlands, UK Luxembourg
Belgium, Czech
1.21-1.40 Canada Republic
Poland,
1.40 + Japan Portugal,
Slovakia

Source: OECD 2011.
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The existence of high administrative costs has been reflected in the actions of
the Slovak government, which in 2012 undertook the large-scale tax-system reform
called UNITAS. The main goals of UNITAS are to improve the flow and use of
information and to merge the collection of all taxes and social contributions un-
der one administration. The official OECD data (OECD 2015) seem to suggest that
UNITAS reforms achieved important results (Table 4).

Table 4
Administrative costs of taxation: Slovakia
Administrative costs for tax administration/net revenue collected
Country %
2005 2006 2010 2011 2012 2013
Slovakia 2.20 2.49 3.06 3.04 1.36 1.43

Source: http://www.oecd.org/tax/forum-on-tax-administration/database/

However, such data are hard to believe. The more than 50 % decrease in one
year is unrealistic and indicates that data were manipulated by the Slovak Ministry
of Finance (or another body responsible for providing input to the OECD) — we will
indicate subsequent “post-socialist” manipulations by Slovak public-administration
bodies later in the text. In any case, even if 1.43 in 2013 were an accurate figure, it is
still comparatively too high.

Cizmarik (2013) estimated the compliance costs of taxation. Because his first
calculations were quite negative, he tried to provide other possible alternative cal-
culations. However, for even the most optimistic calculation, the costs incurred to
taxpayers are very high; see Table 5.

Table 5
Alternative calculations of compliance costs of income taxation in Slovakia
. CC to tax CC to tax revenues | CC to tax revenues
Alternative N
revenues - total | — physical persons - legal persons
Original results 73.37% 839.02% 47.13%
Alternative A 53.11% 242.29% 35.98%
Alternative B 62.36 % 713.17% 40.06 %
Alternative C 40.12% 637.04% 19.67%
Alternative D 61.36% 734.61% 38.29%
Alternative E 62.99 % 599.71% 44.59%
Alternative A+B+C 24.69 % 156.37% 12.76%

Source: Cizmarik 2013
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Customer service is an element that is almost missing from Slovak tax admin-
istration. Future changes should reflect the fact that there is no system for really
effective and binding tax advice from tax offices (ex-ante tax opinion). The existing
“tax case law precedents list” may be, but is not necessarily, fully respected by tax au-
thorities or court decisions. Because of this, the decisions of tax officials exerting tax
control may differ even with similar cases (Burak and Mazary 2012). This situation
creates important levels of critical uncertainty. The recent report by the European
Commission (http://ec.europa.eu/europe2020/making-it-happen/country-specif-
ic-recommendations/index_en.htm) indicates that existing challenges in Slovakia
in this area include: too-frequent changes in tax legislation, complicating life and
increasing tax compliance costs; high costs to establish new tax registers (informa-
tion systems); disconnection from other public-administration registers; missing or
very rarely used templates; an overly complicated system of income taxation; and
social contributions.

Decrease the tax burden

This suggested improvement is connected with a frequent criticism of the Slovak tax
system as a system creating excessive tax burdens on taxpayers. However, it is only
partially compatible with reality. When looking only at income taxes, Slovakia is
one of the European countries with really low tax rates. The revenues from income
taxation in Slovakia are among the lowest in the European Union. According to
official Eurostat data, Slovak income from direct tax revenues in 2012 represented
only 5.6 % of the GDP (one of the three lowest), even though more countries have
lower implicit tax rates for income taxation (we will return to this finding later in
the text). The issue of a high tax burden can be associated with social contributions,
which increase labour costs.

Provide better information about the tax system to businesses and
citizens

This response occurred rather frequently, but we do not feel that the situation is so
critical in terms of the scope and scale of information provided by the tax system to
taxpayers. Unfortunately, Slovakia did not provide data for benchmarking the com-
munication strategies and channels of the national tax administration for the re-
port produced by the Intra-European Organisation of Tax Administrations (IOTA
2013), thus we are not able to provide exact data.

However, this opinion by tax officials might be connected with the fact that the
level of fiscal and tax literacy of taxpayers is frequently evaluated as low - as docu-
mented, for example, by Cizmarik (2013) and Solilova and Nerudova (2013). Their
data confirm the existence of tax illusions. During the research on compliance costs,
Cizmarik (2013) asked respondents their opinion about the level of the compliance
costs of taxation. The responses were rather surprising: 8 % of respondents felt that
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compliance costs were marginal, and 31 % felt that their level was fully acceptable.
Their views of the payroll system were not so positive; even so, 46 % of respondents
felt that its costs were acceptable.

Increase the level of risk connected with tax evasion

Recent data from a report by the European Commission suggest that tax avoidance
and tax evasion are still major issues in Slovakia, despite some moderate improve-
ments. The Slovak Ministry of Finance is very positive in reporting improvements,
for example in the area of value-added tax, stating that Slovakia received 1.2% of
GDP extra revenues thanks to adopted compliance measures and that the VAT
collection gap (the difference between real and potential revenues) decreased to
29.5%. However, the European Commission data report that there is still a 48.6 %
VAT collection gap in Slovakia. They also suggest that the too high level of VAT tax
returns is an effective signal of tax evasion, as is the fact that in the area of income
taxation from 2004 to 2011, approximately 19 % of all companies claimed zero tax
duty and approximately 11 % claimed financial loss.

The fact that tax rates in Slovakia are moderate in comparison to other EU
countries, but tax revenues are very “small’, suggest that the issue of tax evasion
and its costs and benefits should be more frequently mentioned by tax officials. Tax
evasion in Slovakia is estimated to be very high: official data estimate approximately
three billion EUR only for VAT in 2012.

Orviska and Hudson (2003) clearly indicate that tax evasion is a common ap-
proach in Slovak business, in part perhaps because the risk of punishment is low.
Stieranka et al. (2016) provide a very similar picture in their recent book. For ex-
ample, Slovakia is the only EU country to apply the principle of “effective regret”.
Even taxpayers caught by the tax office for evasion can retrospectively pay their tax
assessments, plus a 10 % surcharge, and remain “clean’, provided they pay up before
the final court decision.

Despite all these facts, the tax officials who responded to our survey did not
see tax evasion as a core issue, and very few of them provided suggestions for how
to cope with it, such as education or whistle blowing.

4. Policy recommendations and their testing

Based on the responses of tax officials, the authors drafted a list of core particular
measures (areas) determining the performance of the Slovak tax system that should
be reflected in the future tax policies. This list was not organised according to main
sub-areas, such as tax policy and tax administration, or to sub-levels, such as the
idea that communication should be part of a customer-friendly tax administration,
because such classification could have misled the experts involved in this phase.
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We decided to test if the thirteen areas proposed are the “core”, using an in-
vited pool of tax experts from all levels. The responses of these 18 experts can be
accepted as reliable confirmation that the list is fully exhaustive and relevant. The
exhaustiveness is confirmed by the fact that none of the experts suggested including
an additional area or measure. The relevance is confirmed by the fact that the dif-
ferences in ranking are very marginal (Figure 1). The highest ranking was received
by the need to cope with tax evasion (80 points) and the lowest by the need for tax
innovations (62 points), which is still a very high priority level (moreover, such a
“low” rating may be connected with the fact that the word “innovations” is over-
used in political rhetoric, sometimes to defend increased bureaucracy). The differ-
ence between the first and next-to-last area was only ten points.

Compared to the tax officials from the first phase, the experts from the second
phase prioritise the issue of tax evasion, which is a very topical issue for Slovakia, as
documented above. Somewhat surprisingly, they also ranked the issue of decreas-
ing the tax burden relatively high. As already explained, income taxation levels in
Slovakia are closer to the bottom than to the top of EU approaches; however, most
experts claim that social contributions are too high. Another purpose for the high
ranking for this area is explained by the statement of one expert, the owner of a tax
advisory company:

This issue shall be evaluated from the position of a taxpayer and his dilemmas,
as: ‘What do I get from the state as compensation for paid taxes? What level and qual-
ity of public services is provided? Is the scope of public services delivered by the Slovak
state adequate to the tax burden?’ The corruption and very low efficiency of the Slovak
public administration has a really negative impact on what taxpayers understand by
the term ‘tax fairness’.

Almost the same opinion was mentioned by a respondent formerly from the
academic environment who now works for a private company:

In my opinion the attitudes of taxpayers towards paying taxes are determined by
how the state uses tax revenues. The tax rate is a second-level factor.
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Figure 1
“Better” taxation in Slovakia — main areas
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Source: own research

Conclusions

The main data input for this paper are the responses of tax officials regarding their
opinions about the most significant options for optimising the Slovak tax policy
and administration. The comparison of their opinions with existing data served as
the source for drafting policy recommendations, but also indicates that these tax of-
ficials have an imperfect picture of the pros and cons of the current situation.

Some of the most frequent responses, especially to simplify tax collection, to
decrease tax bureaucracy, to provide better information about the tax system to
businesses and citizens and to improve tax-administration services, are very much
in line with the positions of the existing scientific and professional literature. How-
ever, the second most frequent answer, to decrease the tax burden, indicates some
level of tax illusion even at the level of tax-administration professionals.

One specific concern is the relatively low frequency of the response “increase
the level of risk connected with tax evasion”. All of the existing data indicate that the
level of tax evasion in Slovakia is rather high, with several important factors behind
this situation. One of the most significant factors is the low level of risk connected
with tax evasion - few cases are discovered and penalised, and moreover Slovakia
seems to be the only EU country to apply the principle of “effective regret” Even
taxpayers caught by the tax office for evasion can retrospectively pay their tax as-
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sessments, plus a 10 % surcharge, and remain “clean’, provided they pay up before
the final court decision.

The policy proposals formulated by the authors on the basis of the responses
of the tax officials and the critical data-based evaluation of those responses were
tested by the simplified one-phase Delphi method. All thirteen proposed areas were
confirmed as actual ones by the expert pool. The highest priority was received by
the need to cope with tax evasion, which - as documented by this paper - is too
high in Slovakia.
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