Ludmila Lipkova

D.Sc. (Economics), Professor, Dean,
Faculty of International Relations,
University of Economics in Bratislava
1/b Dolnozemska cesta Str.,
Bratislava 5, 852 35, Slovak Republic
ludmila.lipkova@euba.sk

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

Martin Gress
PhD (Economics), Associate Professor,
Faculty of International Relations,
University of Economics in Bratislava
1/b Dolnozemska cesta Str.,
Bratislava 5, 852 35, Slovak Republic
martin.gress@euba.sk

Alena Poncarova

PhD Student (Economics),

Faculty of International Relations,
University of Economics in Bratislava
1/b Dolnozemska cesta Str.,
Bratislava 5, 852 35, Slovak Republic
alapon@centrum.cz

ORCID ID:
http://orcid.org/0000-0003-1655-043X

Tax systems in the Czech Republic and the Slovak Repubilic:
comparison with an emphasis on income tax

Abstract. The purpose of this article is to compare the methods of income taxation in the two neighbouring states - the Czech
Republic and the Slovak Republic after more than a quarter century since the disintegration of their previous unified state.
The article also focuses on the question of which of the two tax systems is more socially just and whether there is a realistic
assumption that there will be reintegration of the principles of income taxation of both states within the European Union in the
future. Several research methods were applied, dominated by the method of analysis and the comparative method. The selection
of income taxes was not arbitrary. The method and rate of taxation plays a vital role in the social status of citizens of a particular
state. Income taxes, on which both global and European coordination and harmonization processes have had very little impact,
have become more important. Due to this fact, and also because of the free movement of labour, the applied way of income
taxation within various territories may become an essential factor in tax competition between countries. Based on the analysis
and comparison of individual tax practices related to the taxation of income, it can be stated that the income taxation between
the two states does not differ fundamentally even after a quarter century of their independence.

We assume that the Slovak Republic is committed to looking for ways to develop more efficient methods of taxation of income
even at the cost of some of the measures which have not been justified in practice yet. The Czech Republic is more conservative
in this direction. It does not make radical changes and plays a waiting game to carry out the relevant measures later. Based on our
analysis of the income tax systems both in the Czech Republic and the Slovak Republic, we conclude that the income tax system
in the Slovak Republic is more effective, less costly and more socially just than the income tax system of the Czech Republic.
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acnipaHTka, hakynsTeT MiXXHapogHUX BigHOCUH, EkoHOMIYHMI yHiBepcuTeT y BpaTncnasi, BpaTtucnasa, Cnosaubka Pecny6nika
MopiBHAAHHA NoaaTKoBUX cucTtem YecbKoi Ta CnoBaubkoi Pecny6iik 3 akLleHTOM Ha NoAaToK Ha NpuoyToK

AHoTauifi. MeToto i€l cTaTTi € NopiBHAHHA CNOCO6iB onoAaTKyBaHHA AOXOAIB Y ABOX CYCiaHixX KpaiHax: Yecbkin Ta Cnosaupkili
Pecny6nikax 3a 4BepTb CTONITTA Micns po3nagy iXHbOI €AUHOI B MUHYNOMY Aepxasu. BnsHayeHo, cuctema onopartkyBaHHSA
KOTPOI 3 KpaiH € coujanbHo 6ifbll CnpaBensiMBOI, Ta YU PE3OHHUM Oyfe MPUNYLLEHHS, WO B ManbyTHbOMY BigbygeTbcs
peiHTerpauis npyHUMniB onogaTkyBaHHSA [OXOAIB B 060X KpaiHax B pamkax €C. Bubip nogaTtky Ha npubyTok He 6yB OOBINbHUM.
MeTop i cTaBka onogaTkyBaHHS BigirpatoTb BaXK/IMBY POSib Y BU3HAYEHHI COLiafibHOrO CTaTycy rpomMagsiH OKpeMO B3ATOI KpaiHu.
MopaTtok Ha NprnBYTOK, Ha SKWI rMobanbHi Ta EBPOMNENCHKI NPOLECH KOOPAUHALL Ta rapMOHi3aLii MatoTb HE3HaYHWI BNvB, HabyB
0CO6/IMBOI 3HAYMMOCTI. Y 3B’A3KY 3 LM, a TaKoXX 6epyyn [0 yBaru BilbHe nepemileHHs poboyoi cunm, cnocié onogaTkyBaHHs
OOXOAIB y PiBHUX KpaiHax CTae iCTOTHUM YMHHUKOM Mi>KHapOAHOI NoAaTKoBOI KOHKYpeHLii. Ha ocHOBI aHanidy Ta nopiBHAHHA
ornogaTtKyBaHHS [OXOAIB MOXXEMO CTBepAXXyBaTu, Lo onogaTKyBaHHs goxoaiB y Yecbkin i CnoBaubkinn Pecny6nikax cyTTeBO
He Bigpi3HaeTbCA. [pu LuboMmy B CnoBaqymnHi cnocTepiraeTbCA TEHAEHLUIS 40 MOLYKY 1 pO3PO6KN Binbll eheKTUBHUX METOLIB
onopartKyBaHHs foxofis. Hexis € 6inblu KoHcepBaTUBHOK. BoHa He BOaeTbCcsa 0o panToBuX pagukanbHUX 3MiH 1 OYiKY€E CAyLLIHOT
Harogw, Wob BXUTK BignoBigHi 3axoan. Ha ocHoBI aHanisy cucteM onogaTkyBaHHSA [oxof4iB SK y Yecbkili, Tak i B CnoBavpbKil
Pecny6nikax pobumo BUCHOBOK, WO cuUCTema onogatkyBaHHs goxodiB y CnoBayuvHi € 6inbll edeKTUBHOW, coLjanbHO
CcnpaBeannBOIO Ta BOAHOYAC MEHLU 3aTpaTHOH, HixXX y Yecbkin Pecny6bniui.

Knio4oBi cnosa: nogatok Ha nignpueMHULBKY AisNbHICTb; MOPIBHAHHA NOAATKOBUX CUCTEM; MOAATOK Ha [oxoan isnyHKX OcCib;
rapMoHi3aujsi onogatkyBaHHs; CnoBaupka Pecnyb6nika; Yecbka Pecnyonika.

© Institute of Society Transformation, 2017 Lipkova, L., Gress, M., & Poncarova, A. / Economic Annals-XXI (2017), 165(5-6), 47-51

47


https://doi.org/10.21003/ea.V165-10
mailto:ludmila.lipkova%40euba.sk?subject=
mailto:martin.gress%40euba.sk?subject=
http://orcid.org/0000-0003-1655-043X
mailto:alapon%40centrum.cz?subject=

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

Jlvnkosa Jl.

LOKTOP 9KOHOMUYECKMX HayK, Npodeccop, AeKaH, haKynbTeT MeXXAyHapOoaHbIX OTHOLLEHNUIA,

OkoHomu4decknin yHusepcuteT B BpaTtucnase, bpaTtncnasa, Cnosaukas Pecny6nvka

Mpecc M.
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MoHuaposa A.

acnunpaHTKa, hakynsTeT MeXXayHapOoaHbIX OTHOLLEHWN,

OKoHoMUYeckuii yHnBepcuTeT B bpaTtncnase, bpatucnasa, Cnosaukas Pecnybnvka

CpaBHeHue HanoroBbix cuctem Yewckon n Cnosaykon Pecny6amk ¢ akLLleHTOM Ha Hanor Ha Npubbib

AHHOTauusa. Llenbto gaHHOM cTaTby SIBASETCS CpaBHEHME CMOCOGOB HANOrOOGMIOXKEHNS B ABYX COMPeRenbHbIX CTpaHax,
a nMeHHo: Yewwckol Pecny6nuke n Cnosaukon Pecny6nuke cnycTs 4eTBepTb BeKa nocrie pacnaga ux eguHoro B NpoLUioM
rocyfapcrea. Takke BHUMaHvWe yAeneHo OrnpefeneHnto Toro, cucTeMa HanorooBfIOXeHWs KOTOPOW W3 HasBaHHbIX CTpaH
SABNSETCA coumanbHo 6onee cnpaBeanueBoil 1 OyaeT N Pe3oHHbIM nonaratb, YTO B OydyLleM MpPOU3OWMAET penHTerpauuns
NPVHUMMNOB Hanoroo6ioXXeHs JOXOA0B B 0benx cTpaHax B pamkax Esponeiickoro Coto3a. lNpu npoBegeHWn nccnegosaHns
ObINN NCMOSIb30BaHbl HECKOJSIbKO METOA0B, OCHOBHbLIMY U3 KOTOPbIX 6blIM METOL, aHann3a 1 METOL CPaBHEHUS.

Bbi6op Hanora Ha Npubbinb He 6bin NPOU3BONbHLIM. MeTof 1 cTaBka HaIoro06I0XKEHNSA UFPAIOT BaXKHYIO POSib B onpeaeneHnm
coumanbHoOro cratyca rpaxpgaH OTAefnbHO B3STOW CTpaHbl. Hanor Ha npubbinb, Ha KOTOPbIM rnobanbHble 1 eBponenickne
NpoLeCcChl KOOPAMHAUMM N raPMOHN3aUMM UMEIOT HE3HAYUTENBHOE BAIUSIHNE, Nprobpen ocobyto 3HaYNMMOCTb. B cBs3u ¢ aTtum,
a TakXke MpuHYMas BO BHUMaHne CBOOOAHOE nepemelleHne pabodeil cusbl, Cnocob Hanoroo6M0XeHNs OXO40B B PasHbIX
CTpaHax CTaHOBMUTCSH CYLLECTBEHHbIM (haKTOPOM MEXAYHAPOLHOWN HANOrOBON KOHKYPEHLN.

Ha ocHoBaHWM aHanu3a u CpaBHEHWS HaNoOroo6/I0XKeHNA OOXOAO0B OBYX BbILLEYNOMSHYTbIX CTPaH MOXeM YyTBepXAaTb, YTO
Hanoroo6noxeHve goxonos B Yewckon Pecnybnuke n Cnosaukon Pecnybnuke CyleCTBEHHO He OTAMYaeTCs JaXke CnycTs
4YeTBEPTb BeKa Mocfie TOro, Kak 3T CTPaHbl CTany He3aBuUCUMbIMU. [pn 3TOM MOXHO MpPeanonoXxuTb, 4To B Crnosaukol
Pecnybnuke HabnogaeTcs TeHAeHUMs K NonCKy 1 paspaboTke 6onee aheKTUBHBIX METOLOB HANOroo6/10)KEHNS JOXOL0B, B
TOM 4uUCNie N 3a CHET MEPONPUATUN, LLenecoobpasHOCTb KOTOPbLIX eLle He Oblla flokadaHa Ha npakTuke. B aTom oTHowweHun
Yewckasa Pecnybnuka sensietcs 6onee KOHCepPBaTNBHON. OTa CTpaHa He NpuberaeT K BHe3anHbIM pagukanbsHbIM U3MEHEHUSAM 1
oXwupgaeT ygo6HOro cnyyas s Toro, YTobbl MPUHATL COOTBETCTBYOLLME Mepbl. Ha 0cHOBe crcTeM Hanoroo6noXeHns AOXoA0B
kak B Yewckon, Tak n B Cnosaukon Pecnybnukax genaem BbiBOf, YTO CUCTEMA HanoroobnoxeHus noxonos B Cnosaukon
Pecnybnuke siBnsietca 6onee aheKTUBHONM, CoLManbHO CNpaBen/IMBoOi U B TO XKe BPeMs MeHee 3aTpaTHON, YeM B Yeluckon
Pecny6nuke.

KnioueBble cnoBa: Hanor Ha NpPeanpuHNMAaTENbCKYIO [EeATEeNbHOCTb; CPaBHEHME HaNoroBblX CUCTEM; Hanor Ha goxogbl

hr3nyHecKnx nuL; rapMmoHu3aumsa HanoroobnoxeHusi; Cnosaukas Pecny6nnka; Yewckas Pecnybnuka.

1. Introduction

The issue of taxation does not lose its relevance be-
cause it affects almost every citizen. Nowadays, however,
this area has undergone considerable changes, mainly due
to the globalisation of the world economy. Thanks to this
phenomenon, we observe not only movement of capital, but
also migration of labour force between different parts of the
world. National governments are compelled to respond ade-
quately to these new conditions to avoid disruption of basic
state functions. Among the key elements of the state stabi-
lity, we include the methods of taxation, because tax reve-
nues are a crucial part of the state budget. Mainly an effort
to balance the state budget leads heads of states to seek
ways how to, on one hand, secure enough revenues for the
state budget and, on the other hand, to keep the basic prin-
ciples of taxation.

Although outwardly it seems that every sovereign state
seeks the ways on its own, it must be admitted that, espe-
cially at this time, this decision is not entirely independent.
No state nowadays stays in total isolation from the outside
world. In the age of modern technologies, political and eco-
nomic decisions may represent both a major competitive op-
portunity and a major competitive threat to neighbouring and
distant economies. Within Europe, this question seems even
more acute, because the European Union ensures free move-
ment of persons, goods, services and capital. Therefore, each
member state of the European Union tries to make its own
tax system attractive and appealing to subjects to taxation of
the entire European Union. Otherwise, the outflow of capital
may begin, which would have a negative impact not only on
the economic but also on the political situation in a particular
state. Competing risks escalate geographically, culturally and
linguistically. Czech Republic and the Slovak Republic appear
to be a typical example of this competitive relationship.

The focus of this article is therefore the tax systems in the
Czech Republic and the Slovak Republic. We focus on how
the tax systems of these two countries, which for more than
seventy years had a common tax policy, differ, compete with
each other or adapt, and which tax system is more social-
ly just. The starting point was the tax system in force in both
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countries on the date of the establishment of two indepen-
dent states on 1 January 1993. The date was not chosen ar-
bitrarily. On that date, a new tax system of the Czech and Slo-
vak Federative Republic was supposed to enter into force. As
a result of political changes occurring prior to the above date,
there was a collapse of the unified state. Consequently, the
two successor states took the tax laws enacted in the pre-
vious period into their national laws.

In a global context, income taxes are traditionally consi-
dered a stable source of income for the state budget, although
it must be admitted that their importance has been diminishing
in recent decades, and the attention has been shifted primarily
to consumption taxes which currently constitute an essential
source of tax revenue for state budgets. This trend is accen-
tuated particularly by heavy administrative burdens, long pe-
riodicity and volatility of the amount of income tax receipts. On
the other hand, it must be noted that income taxes continue to
be a powerful instrument of national governments, both as a
means of motivating behaviour and decisions of individual tax-
payers and as a means of promoting social justice.

2. Methodology

To ensure that the purpose of the article is achieved, we
have used certain methods of scientific work. The method
of description and the method of synthesis applied in the
breakdown of literature sources dealing with taxation are the
methods used in this article. However, the most important
methods used in this article are the method of analysis and
the method of comparison. The method of analysis is applied
in the analysis of individual income taxes in both states and
in the analysis of bottlenecks in legislative adjustments to the
income taxes in both states. The method of comparison fol-
lows the method of analysis, which is a logical outcome of
the detailed analysis of the researched phenomena. The ana-
lysed provisions of tax laws were subsequently compared
and the identified differences were recorded.

General conclusions with the use of the induction method
were drawn from the analysis and comparison of various pro-
visions of the tax laws in both states. When comparing the im-
pacts of various provisions of the tax laws on different social
groups, we used the method of deduction.



3. Brief Literature Review

Issues of taxation are frequently mentioned in the litera-
ture, but in the context of a particular state. In terms of le-
gal liability, we must first mention the laws which have been
approved by both states and become a springboard for wri-
ting this article. We must also take into account the fact that if
both states sign international treaties and agreements, which
are contrary to the provisions of the national laws, then inter-
national agreements possess greater legal force. The same
applies to the EU decisions which are legally binding for all
the EU member states, regardless of whether they have been
transposed into the national legislation. Also, we must not
forget about those EU directives, which member states are
obliged to incorporate into their national laws. Nevertheless
there is a time lag between the moment of approval of such
directives in the EU and the time of their actual approval to be-
come a law in each of the member states.

Outside the legal framework, we find a wealth of Czech
and Slovak literature dealing with the issue of taxation. From
our perspective, individual sources may be synthesised into
the following groups:

Macroeconomic perspective - monographs, textbooks
and university textbooks dealing with the tax system as a
whole. Individual macroeconomic indicators are tracked, es-
pecially in relation to gross domestic product. This group may
also include the literature on public finances with the forefront
of the revenue side of the state or local budgets by Kubato-
va (1994, 2003, 2005, 2010), Siroky (2003, 2008, 2010, 2012),
Lénartova (2004), Medved (2009), Medved and Nemec, (2007)
Vancurova and Lachova (2008, 2010, 2014) who focus prima-
rily on taxation issues.

Microeconomic perspective - monographs and profes-
sional publications of several authors, based on the position
of taxpayers. Attention is focused on the analysis of indivi-
dual tax mechanisms needed for the correct taxation in ac-
cordance with tax optimisation. A special subgroup in this
area consists of scientific publications dealing with the ac-
counting management. Although accounting in both coun-
tries constitutes a relatively independent circuit, because of
the financial statements as part of closing operations, this
circuit connects to the tax area. The authors of this type of
literature are primarily tax advisors.

Legal view - taxes are understood here in their broad sense,
including taxes, duties and other compulsory payments. Tax
laws are viewed as primary legal acts which are subsequent-
ly followed by secondary acts. Under this perspective, atten-
tion is also focused on legal support necessary for the avoi-
dance of double taxation. The authors dealing with this issue
include Bakes (2006), Babc¢ak (2008, 2012), Paulickova and
Bakes (2007) and others.

International comparison perspective - the tax system
is compared with tax systems of other states. Comparisons
usually include states of particular economic grouping. Great
attention is paid to the agreements on avoidance of double
taxation, harmonisation and cooperation in the field of ta-
xation. On the other hand, this literature frequently discus
ses topics dealing with tax competition and harmful effects
of tax havens. The authors publishing in this area include
Nerudova (2011, 2014), Siroky (2003, 2008, 2010, 2012),
and Lénartova (2004).

In terms of the topic presented
in the article, we have found only
one college textbook by Paulickova
and Bakes (2007). A closer analy-
sis, however, proved that the book
consists of two separate parts which
deal in isolation with the analysis of
the tax systems of both states with-
out critical elements of the compa-
rison of tax systems between them.

From the European Union point
of view, the literature on the income
taxation and tax reforms include se-
veral publications. Botman and Dan-
ninger (2007) analysed tax reform and
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debt sustainability in Germany using the International Mone-
tary Fund’s Global Fiscal Model. During the 1990s, Germany
was considered to be a high tax country; therefore Germa-
ny introduced a tax reform in 2000 with corporate and perso-
nal income tax rates being reduced in 2001. Schreiber (2000)
analyses this tax reform, as well as the effects of this tax re-
form for foreign investment, from an international perspective.
Fossen and Steiner (2006) further discuss the impact of the tax
cuts of 2000 on transitions and the rate of self-employment.

A relatively recent income tax reform was presented by
the Austrian government in March 2015. Bruckbauer and
Pudschedl (2015) assume that the tax reform will result in
significant tax reductions and provide important tax relief to
all taxpayers with particular benefit to small wage earners.
A summary of the income tax in France during the last cen-
tury (1914-2014) was provided by André and Guillot (2014).

4. Purpose

The purpose of this article is to compare the methods of
income taxation in the two neighbouring states - the Czech
Republic and the Slovak Republic after more than a quarter
century since the disintegration of their previous unified state.
The article also focuses on the question of which of the two
tax systems is more socially just, and whether there is a rea-
listic assumption that there will be reintegration of the prin-
ciples of income taxation of both states within the European
Union in the future.

5. Results

Based on the survey it can be stated that Act No. 586/1992
on income taxes in the Czech Republic still retains the same
structure as it was before the disintegration of the common
state. Although the Law has been amended many times and
undergone many changes, it has not been replaced by any
other law.

In the Slovak Republic, the Law on income taxes is also
subject to frequent amendments, but unlike in the Czech Re-
public, there have already been three changes since 1993.
First, there was an adoption of Act No. 286/1992 which was
replaced by Act No. 366/1999 in 2000. The last major change
to the legislation relevant to the income tax was in 2003 when
Act No. 595/2003 as of 1 January 2004 was adopted.

In both countries, the institutions responsible for tax
collection and processing are the Financial Administration
(Finan¢na sprava) operating under the Ministry of Finance.

In the Czech Republic, the legislation devotes part of the
Act to personal income tax, while another separate part ad-
dresses business tax followed by common provisions. Also,
all previously adopted laws on income taxes in the Slovak
Republic have the fourth part dealing with tax collection
and payment. This part consists of three sections, which
contain separate as well as common provisions for indivi-
duals and legal entities, which does not always contribute
to the clarity of the Law. On the other hand, the structure of
common provisions in the Czech legislation does not add
to the clarity of the Law either, because the common provi-
sions and the provisions dealing with only one tax are mixed
together.

With regard to the tax collection in the Czech Republic and
the Slovak Republic, Table 1 and Figure 1 show the collection
of personal income tax and corporate tax in both countries.

Tab. 1: Taxes on individual or household income and on the income

or profits of corporations, in million EUR

Note: e - estimates based on data from the Financial Administration of the Czech Republic and the
Financial Administration of the Slovak Republic.

Source: Compiled by the authors based on data from EUROSTAT (2007-2015),
Financial Administration of the Czech Republic (2016),

Financial Administration of the Slovak Republic (2016) [28])
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It is obvious form Figure 1 that the collection of both taxes
has risen in Slovakia from EUR 1.62 billion (personal income)
and EUR 1.64 billion (corporate income) in 2007 to EUR 2.46
billion and EUR 2.95 billion in 2015, respectively.

A different situation occurs in the Czech Republic, where
the collection of personal income tax increased from EUR
5.62 billion in 2007 to EUR 6.03 billion in 2015; however, the
corporate tax collection decreased from EUR 6.17 billion in
2006 to EUR 5.75 billion in 2015.

From a relative point of view, there was a growth in tax col-
lection by 52% for personal income tax and by 80% for cor-
porate tax in the Slovak Republic between 2007 and 2015. In
the Czech Republic, an increase in the collection of personal
income tax in the same observed period was only by 7.5% for
personal income tax with a decline in the collection of corpo-
rate tax by -6.7%.

Preliminary estimates available from the Financial Ad-
ministrations of both countries for the fiscal year of 2016,
suggest some changes especially for personal income tax.
In both countries, the estimates are in favour of a decrease in
personal income tax between 2015 and 2016 by 7.8% in the
Czech Republic and by 3.5% in the Slovak Republic respec-
tively. On the other hand, preliminary data suggest an in-
crease in the corporate tax in both countries with a higher in-
crease in the Slovak Republic (8.2%) compared to the Czech
Republic (0.6%) in future.

Based on the analysis and comparison of individual tax
practises in the taxation of income, it can be stated that the in-
come taxation does not differ fundamentally in the two states
even after a quarter century of their independence. This hy-
pothesis was valid until 2003, when the overall arrangement of
the laws and most fiscal institutes were nearly identical.

The biggest breakthrough came after the adoption of Act
No. 595/2003 on income tax in the Slovak Republic. This Law
disrupted the established order in both states, not only by an
effort to simplify the taxation system, but mainly due to a flat
tax rate. It seemed that the tax legislation of the two countries
would continue to develop independently.

In 2006, the Czech Republic left the system oriented to-
wards the deductible item from the tax base and strengthened
the focus on the minimal tax base and tax credits. In contrast,
the Slovak Republic focused mainly on the social impact of

Fig. 1: Taxes on individual or household income and on income or

profits of corporations, in million EUR
Source: Compiled by the authors based
on data from EUROSTAT (2007-2015),
Financial Administration of the Czech Republic (2016),
Financial Administration of the Slovak Republic (2016)
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tax allowances. The success of the Slovak tax reform and the
political situation in the Czech Republic made it a competitive
advantage of the Slovak Republic.

The Czech Republic reacted in 2008, when it also adopted
a system of income taxation based on the linear tax rate. The
reform in the Slovak Republic also included tax advantages
for children called tax bonus. The Slovak Republic gradually
continued in its progressive activity in an attempt to discover
the mechanism that would help to find a fair and socially ap-
propriate way of income taxation. For this reason, on the one
hand, a novelty called the employee bonus was introduced
and on the other hand, a certain tax share paid to the distinc-
tive purposes was applied.

As regarding business taxation system, it remained basi-
cally the same. Minor differences occurred only partially in the
content of individual elements. Nevertheless, the amendment
to Act No. 595/2003 shows that attention of the law makers
is slowly shifting to efforts to streamline tax collection from
business income tax, for example by introducing a minimum
tax liability.

In the Czech Republic, the efforts focused primarily on the
precise definition of the various institutes to prevent tax eva-
sion. It follows that, although the basic structural elements of
the taxes remained largely the same, neither of the tax sys-
tems was rigid. It was a living, evolving process, as evidenced
from tens of amendments to the Acts.

This dynamic attitude is eventually forced in both states
indirectly due to the global crisis and the state of their pub-
lic finances. We may claim that there still remain many com-
mon regulations and taxation procedures in both tax sys-
tems, however there are also many distinct and independent-
ly evolving institutes in both states. It must be admitted that
the initiator of these innovative methods of taxation is prima-
rily the Slovak Republic.

Several months after the establishment of the indepen-
dent Slovak Republic, the state acceded to the amendment
of certain laws on taxation. However, those changes affected
only the level of rates and marginally some specific institutes.
The overall tax burden in the Slovak Republic was higher
than in the Czech Republic primarily due to higher tax rates.
However, an entirely different situation occurred after the tax
reform in 2004. The introduction of the flat tax significantly

simplified the tax system. Most of the exemptions from tax
and special tax rates (there were 21 different exemptions
and special rates until 2003) were abolished. There was a
significant decrease in income tax rates, both with regard
to high-income groups of individuals and partly legal enti-
ties, which opened the inflow of foreign investors.

The new Law promoted a more attractive business en-
vironment for enterprises, inter alia, that raised more favou-
rable rules for assets write-offs, deduction of tax losses and
the recognition of tax expenses. The introduction of the tax
bonus instead of deductible items from the tax base, in turn,
contributed to the financial stability and support for families
with children due to the possibilities of negative tax. Trans-
fer taxes were abolished in the Slovak Republic. On the one
hand, their revenues did not match the costs involved and,
on the other hand, there was a trend towards the avoidance
of double taxation, with which the abolition of taxation of di-
vidends and other profit shares (which had been subject to
19% income tax) is closely related. Thanks to all these ef-
forts, in 2008 the total taxation in the Slovak Republic was
the third lowest across the EU, while the Czech Republic was
down to the eleventh place in the framework of the EU mem-
ber states in terms of the level of taxation. This successful
step that brought the Slovak Republic a competitive advan-
tage has been followed by the Czech Republic and other
post-communist countries since 2008.

The tax reform of the year 2004 had an impact on the
entire tax system applied in the Slovak Republic. The ma-
jor portion of taxes shared between the national and local
governments was shifted in favour of local taxes. Such a
system is more efficient and less costly than the system
operating in the Czech Republic; however, it conceals the
danger of confusion.



From the foregoing we can assume that the Slovak Re-
public is committed to looking for ways to more efficient
methods of taxation of income even at the cost of some of the
measures which have not been justified in practice yet. The
Czech Republic is more conservative in this direction. It does
not make radical changes and plays a waiting game to carry
out the relevant measures later.

From the progressivity of the tax reform in the Slovak
Republic in 2004, it is shown that the Czech Republic took
over many of the tax institutes applied in the Slovak Repub-
lic, mainly due to tax changes advocated since 2008 by the
Obcanska demokraticka strana (Civic Democratic Party), the
ruling political party at that time. Partial deviation from the
chosen direction occurred in the years 2010-2013, when the
Czech Republic was rather impacted by the German tax sys-
tem, the result of which was, for example, the introduction of
the solidarity tax increase in the country. In 2014, Slovak-born
Andrej Babis became Minister of Finance. His Slovak origin,
together with academic education, indicates that the treat-
ments of the methods of taxation in the Czech Republic are
approaching the elements of the tax techniques applied in the
Slovak Republic. An assumption that the development of the
tax system in the Czech Republic is developing similarly to
the development of the tax system in the Slovak Republic can
therefore be partially regarded as valid.

The original system of a progressively rising tax rate on
personal income has an inbuilt principle of solidarity, when
incomes of high-income groups were taxed at a higher tax
rate. With the introduction of the flat tax in 2004, the Slovak
Republic gained a huge competitive advantage, which also
included hidden downsides. The neutrality of taxation was
a major disadvantage. This led to a paradoxical situation
when taxpayers with low-income paid higher taxes after the
tax reform compared to the taxes they paid before the re-
form and vice versa taxpayers with higher income paid less
than before the tax reform. In an effort to reduce the nega-
tive impact on low-income population, the Slovak Repub-
lic began to set the amount of tax allowances for the tax-
payer, including his/her wife, based on the subsistence level
together with disposable income of the taxpayer. With in-
creasing incomes, tax allowance continues to diminish un-
til it finally reaches zero. The subsistence minimum is also
related to other institutes mitigating the impact of taxes im-
posed on the low-income population.

The Czech Republic introduced a linear income tax rate
four years later. Standard tax allowances for the taxpayer,
however, were repealed and replaced by a system of tax cre-
dits, which however represent a fixed amount, the taxpayers
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may claim in general, irrespective of their social status. On the
contrary, if the amount of tax is not sufficient for the tax cre-
dit, the discount will not be applied. It is possible to reach a
negative amount of tax in both states, however only through
the tax benefit or the tax bonus on children. After the aboli-
tion of progressively rising tax rates, the Czech Republic does
not have a system in place which is able through income tax
to distinguish between taxpayers with low incomes and tax-
payers living on subsistence level, which is below the low-in-
come group of taxpayers.

On the contrary, the Slovak system virtually assures hid-
den progressivity of income taxation. From the above fin-
dings, we conclude that the taxation of individuals in the
Czech Repubilic is less socially equitable than it is in the Slo-
vak Republic. Thus, the hypothesis that the tax system of
the Slovak Republic is socially just is confirmed.

The answer to the assumption that there will be a unifica-
tion of the rules for taxation of income between the two states
within the European Union is not yet clear, although harmoni-
zation efforts have also been made with regard to direct taxes
since the establishment of the European Union. Concerning
the income taxes, this process is constantly slowing down,
and it is even stagnating in some areas.

The Slovak Republic is positively inclined to make all re-
form and harmonization efforts within the framework of the
EU. On the contrary, the Czech Republic within the EU acts as
a state that often dissociates itself from the proposed chan-
ges. Although current developments do not indicate the pos-
sibility of harmonizing rules on the taxation of income, we may
see slow gradual unification of the rules for income taxation
through EU directives. In the future, it can be assumed that by
retaining this economic grouping, there will be a consensus of
the EU member states in the area of income taxation.

6. Conclusions

The purpose of this article was to compare how much
the tax systems of the Czech Republic and the Slovak Re-
public differ one from another after more than 22 years of
separate existence. Given the scale of the observed prob-
lem, we focused on the comparison of income taxes and
not on the comparison of the whole tax systems in these
two states. Income taxes were chosen because they, like
consumption taxes, are traditional and stable sources of
public budgets.

Based on our analysis of the income tax systems in both
the Czech Republic and the Slovak Republic, we have con-
cluded that the income tax system in the Slovak Republic is
more effective, less costly and more socially just than the in-
come tax system of the Czech Republic.
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