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Abstract

The European Union, as a result of original puregonomic-oriented coop-
eration, cooperates in a number of areas includizng policy area. This paper
results from works pointing out a tax convergemcthe EU. The aim is to quan-
tify the impact of single taxes and tax competitarthe convergence of taxation
in the EU. Panel regression with fixed-effects tfeg EU-28 countries between
the years 1965 — 2011 is used. Two models repsttsstically significant posi-
tive impact of all components but the most impdrteeterminants are tax com-
petition and property taxes. All models meet diagicaests and are economet-
rically robust.

Keywords: taxes, convergence, European Union, tax burder, néx, tax
competition

JEL Classification: H20

Introduction

The first step in the European integration coaedish strengthening economic
cooperation between the Member States whose goaltovastablish a single
market. That means free movement of goods, persendgces, and capital (EC,
2010). As a result, the original purely economiiepnted cooperation gave birth
to a community that is now cooperating in a numtfeareas and tax policy is
not excluded.
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The homogeneity in terms of the tax burden ofvittlial Member States may
be questionable (Emerson, Gross and ltalianer, )199@wvever, the European
Union has been trying to converge taxation, whiobuéd lead to the removal of
all obstacles to the creation of the single market.

Tax-coordination and tax-harmonization have badijests of much debate
since the beginning of the European integratiore iBsues of the coordination,
approximation, and harmonization of tax systemshan EU are discussed, for
instance, in Musgrave (2002), Serna (2008), whoema&ders familiar with vari-
ous directives and regulations that affect thesigstems of the Member States.

However, tax convergence has its supporters asasebpponents. Cultural
dissimilarities and freedom of adopting tax legiska, which are based on dif-
ferent basis, are the main arguments to rejectoheergence of taxes. Another
negative aspect is a loss of tax competitivenesmdifidual Member States
(Mach, 2004). Reuven (2010) believes that convargés a positive phenome-
non because it reduces the scope of “unfair” taxrage for the price of higher
transaction costs. All Member States would be @blgenefit from the single tax
system and no distortions would emerge. He prétdirharmonization and inte-
gration. Thus it is evident that there have beaniooous different views during
the EU facing the question whether to maintaindampetition or rather press
for tax harmonization since its establishment.

Kubatova (2004) pursued the controversy betwegnhtamonization and
competition as well and she came to the conclusiahit was impossible to tell
which is more favourable — tax competition or hamimation. Nevertheless, tax
competition itself should lead to the convergenttaration as well because of
reduction of the tax burden in one state will catiiegrowth of tax incomes by
the relocation of tax bases and the outflow of revenues of other states. In
order to prevent this phenomenon they will reduresrttax burden too and ac-
cording to economic theory the whole process lgadbe convergence of tax
burden in one area (Theather, 2005). In her workhenmpact of tax competi-
tion on economic growth Szarowska (2011, p. 40)ndef tax competition as:
“A process of lowering effective tax burden to mikestors and factors of
production owners allocate their tax bases in aegiwcountry, provided that
identical conditions are respected for all subjgtts

In spite of these problems there is lot of authvalne have been trying to find
out whether the effect of taxation convergenceresent in the EU. Foltysova
(2007) and Kubatova, Véarova and Foltysovéa (2008) deal with a clusterysisl
of 22 OECD countries in several time periods betwEa65 and 2003. They con-
clude that the tax structure in the EU has becdosec. Drawing on th@-con-
vergence and-convergence methodology, Sosvilla and Tamarit $12900)
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and Sosvilla, Simon and Angel (2001) infers thatldarden converges between
1967 and 1995 during an annual data analysis dEUW5countries. The same
methodology including unit root tests is used bygBeo and Presno (2007; 2009),
and Rivero and Casquero (2010),whose key contoibusi attached to the eviden-
ce that tax convergence in the EU occurs duringvihele 1965 — 2005 period.

As mentioned papers BuSovska (2012; 2014) and \Bk&oand Petrovicka
(2013) address tax burden convergence by meafiscofivergence and-con-
vergence from several points of view. Accordingheir analyses the effective
tax burden itself converges in the EU between 652011. These conclusions
are used for subsequent research included in thik as well as the definition
of tax competition taken from the work by Szarowgk@11).

As mention above taxation converged in the EU treesbetween 1965 and
2011 and the aim of this work is to determine theadct ratio of individual tax
burden components (in other words tax mixes — esga® share of individual
taxes of the total tax revenues) convergence orsyatems convergence of the
EU Member States and quantify the given issues.afti@de will answer:

« To what degree tax burden components influencectimvergence of tax
systems in the EU countries.

« To what degree tax competition influences the coyerece of tax systems
in the EU countries.

1. Methodology

Firstly, it is necessary to identify individuates and their definition content.
The easiest way to determine the tax burden isigkeofstatutory ratesf taxes
(BuSovska, 2014). However, Blechova (2008) empleasia her research that
statutory tax rates do not state as the main ron@bjective indicator for the
international comparison becauseplicit tax ratesare considered as more ob-
jective indicatorg.This methodology is used e.g. by the European Ciesiom
(2012) and BuSovska (2014). The tdeat burden (also called tax quotean be
also applied for the international comparison of barden (Szarowska, 201%).
Tax mixrepresents the proportion of individual taxes ba total tax revenue
(total tax burden). This indicator informs whettecountry prefers direct or
indirect taxes (BuSovskd, 2014) — see Table 1.

2They measure the average effective tax burderagbws kinds of economic incomes and
activities. In other words, implicit rates infornb@ut the percentage from the given economic
activity that is paid to the state on respect gésa including social allowances concerning labour
(Blechova, 2008).
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Table 1

Example of the Tax Mix of the Czech Republic in 201L(in %)
Taxes on income (IT) 20.34 Tax on payroll (Payroll) 1.75
Social security contribution (SC) 44.06 Tax on goadd services (Indir) 33.84
Other taxes (Other) 0.01 Tax on property (Priyper <0.00

Source:OECD (2012); own processing.

For the above stated reasons, the total tax buaddrits individual compo-
nents classified according to the OECD classiftcatiill be used to achieve the
objective. In this workgross domestic produéhereinafter referred to as “GDP”)
is considered as common prices in the purchasingep@arity. The term of
“European Unioh denotes a community of 28 EU Member States. Taeep
regression analysis is based on the annual date &U countries since 1965 and
the end of the individual time series is stipulabgd?2011. The data source com-
prises secondary information provided by OECD (20T2x shares are classified
in accordance with OECD classes (Kubatova, 201@)@ssing data are excluded.

According to Slavik (2007, p. 53pnvergenceneans reducing the difference
between two quantities during some time. The a#idekolds true for the con-
vergence exploration between two countries. Thadstal deviation ot-con-
vergence used by BuSovska (2014) are methods dhabe used for the conver-
gence determination. The econometric analysis had¢lated estimations are
done in programs Gretl 1.9. and Eviews 7.2. Foividdal residues, the work
uses the following abbreviations presented by thiadd 2.

Table 2
Variable Definition
Shortcut Name Shortcut Name
TTB Total tax burden SC Social contribution (tax reves)u
dTTB 1° difference of time period of total tax Taxes on wages and salaries
burden Payroll (tax revenues)
IT Income taxes (tax revenues) Indir Indirect taftax revenues)
PIT Personal income taxes (tax revenues) Propertyaxedon property (tax revenues)
dPIT 1% difference of time period of personal 1% difference of time period of taxeg
income taxes (tax revenues) dProperty | on property (tax revenues)
CIT Corporate income taxes (tax revenues) Other eigHxes (tax revenues)
doIT 1% difference of time period of corporate dOther 1% difference of time period of othe
income taxes (tax revenues) taxes (tax revenues)

Source:Own processing.

3 It represents a macroeconomic indicator whictetsas the ratio of tax and customs revenues
to GDP in going prices. Thus the total tax burdgpresents a certain proportion of GDP which is
redistributed by means of public budgets. Thisdatiir uses information on tax incomes actually
collected for GDP by means of which it can inforboat the value of the overall effective taxation
figure in a given countryTotal tax burderis more relevant because it expresses the shakk of
taxes (including social contributions) on GDP (alS@) (Kubatova, 2010).
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In view of the fact that it is a time series ass@édybetween 1965 and 2011, it
is necessary to check whether time series ar@s#ayi when working with them
or they are not. The works by contemporary autlsoggest unit roots tests of
panel data which have greater power than unit restis used for checking the
stationarity of one-dimensional time series (NovaBQ7, p. 75). We can men-
tion: Levin, Lin and Chu (2002) — test LLC; Im, Resn and Shin (2003) — test
IPS; Maddala and Wu (1999); Choi (2001) — Fisher=ABst and Fisher-PP test.
These tests are used in the work as Webnsequently, the work uses the panel
regression analysis or panel data anafysigieneral estimating equation is con-
sidered as follows:

Yo =a+Bx% +J ¢ (2)

where

Vit —theexplained variable,

Xit —k-vector of explanatory variables,

it —residualcomponenbf the model,

i=1... N — cross-section units,

t=1... T —time (data flow in time),

a — overall constant of the model,

)'s —parameters (coefficients) representing the slopanébles,

oi — cross-section effects

yt —time (periodic) effect.

According to Dougherty (2006) we cannot supposd th the case of the
panel of the EU countries these countries are dormansample of all sovereign
states in the world and thus it is necessary toemle of the regression analysis
with fixed effects. To confirm this hypothesis tbetcomes of the Durbin-Wu-
-Hausman test were also used of which value coafirthat it is really more ade-
guate to use a panel regression model with fixittsf (Davidson and MacKinnon,

4 Because this representation eliminates the diftm®nn price levels among countries and
allows us to compare even economies which markaiffigr in the absolute magnitudBurchas-
ing power parityas an artificially created monetary unit usedniteiinational comparisons to ex-
press the volume of economic overall indicators.

® Their explanatory power according to the null Hysis (HOp = 1) confirms that the moni-
tored time series includes the unit root (it is sttionary). Thus if this is possible, we cancatje
the null hypothesis, the time series is statiorzany it is possible to work with it for panel regres
sion purposes.

5 A panel stands for a set of units which are sinmilarelated by some characteristic qualities
and which are continuously monitored (Novak, 2007,75). A necessary precondition for the
possibility of defining a panel and subsequent pdat analysis is that the set of units does not
change in time and the missing units are not repléy new ones.
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1989). A properly constructed model also shouldsmmw autocorrelation which
is why the Durbin-Watson test (Durbin and Wats@3j1) is used in the work.

The work does not handle the issue of tax constmuor the choice of opti-
mal tax system; it also does not deal with the timle®f tax justice or processes
and instruments of the EU tax policy. Models resfiom papers of Kubéatova,
Vancurova and Foltysova (2008), Foltysova (2007), Detgand Presno (2007;
2009) and Rivero and Casquero (2010) and BuSo2§k&] and do not reflect the
impact of other variables that have got an effectax convergence in the EU.

2. Results and Discussion

2.1. Panel Tests of Data

Panel unit root tests have shown that most of 8emges are already station-
ary at a 1% significance level which makes it polssto use these data on the
purpose of the panel regression analysis. It wasssary to use the first differ-
ences of some variables to achieve the stationaty. dFor further information
see the Table 3.

Table 3
Panel Unit Root Tests

Unit Root TTB IT

Test TTB |[Prob | Obs 1. difer Prob| Obs IT Pro. | Obs 1. difer Prob | Obs
LLC -0.827 0.204 769 | -11.7980.00Q 748 | —0.9350.175 770 -10.60 0.009 749
IPS -1.067 0.143 769 | -14.57{0.00Q 748 | —0.5350.296 770 —13.98 0.00q 749

Fisher ADF | 49.493 0.199 769 | 303.09[0.00Q 748 | 41.240.504 770 292.28 0.00q 749
Fisher PP 51.398 0.152 790 | 489.2110.000 769 57.350.057 791 521.96 0.00q 770

CIT PIT

CIT |Pro. | Obs . Prob| Obs | PIT |Prob| Obs . Prob | Obs

1. difer 1. difer
LLC -0.069 0.474 747 | -10.46}0.00Q 726 0.0880.533 945 —7.751 0.00q 924
IPS -4.389 0.00Q 747 | -15.7680.00Q 726 0.5040.693 945 | -12.838 0.00Q0 924

Fisher ADF | 88.54( 0.00Q 747 | 328.1330.000 726 | 38.2280.633 945 | 256.156 0.00q 924
Fisher PP |182.859 0.021] 768 | 615.73{0.021 747 | 39.3480.58§ 966 | 534.498 0.00q 925

Pro- Property

SC | Prob| Obs Indir |Prob | Obs perty Prob | Obs 1. difer Prob | Obs
LLC -3.641 0.00Q 772 —2.5380.005 772 | —1.5060.066 771 | -12.07f 0.000 750
IPS -3.137 0.00Q 772 -3.4490.00Q 772 | -0.1560.437 771 | -16.798 0.000 750

Fisher ADF | 76.998 0.00Q 772 82.6000.00Q 772 | 43.7460.397 771 | 345.528 0.00Q 750
Fisher PP 62.733 0.021 793 87.7790.00Q 793 | 73.1250.002 792 | 562.009 0.009 771

Payroll | Prob | Obs Ii’aé/irf(‘)all Prob| Obs | Other|Prob | Obs
LLC 2.769 0.997 772 —4.0540.000 751 | —-3.3890.000 772
IPS —-4.156 0.00Q 772 —-14.8980.00Q 751 | —3.7210.00Q 772

Fisher ADF | 84.243 0.00Q 772 | 315.900.00Q 751 | 83.0060.00Q 772
Fisher PP [372.13( 0.00Q 793 | 798.85/.000 772 | 66.2670.009 793

Source:OECD (2012); own processing.
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2.2. Panel Regression Model 1

The convergence of the EU tax systems is repredeas the difference
between the total tax burdengyof an individual Member State(s = 1... 28)
in different yeard (t = 1... 46) and average values in the EU countrjgs.)
in the given yeat (t = 1... 46 at the left side of the model equation.

The right side of the equation represents the anplthe convergence of indi-
vidual tax mix components on the total tax burdenvergence as a whole (once
again, the constants are specific for courstignd timet). Ji represents fixed
effects in thesth observationgth country) it represents a residual component in
timet and countrys. The influence of the individual components isakdted for:

1. Income taxesTs, as ' difference(y, ., = Vi)

Social allowance$G,;as (e, o:~ Yecay )
Indirect taxedndirsas (Yingr o = Yindrave)
Property taxe®roperty;as f' difference( Yoproperty s t ~ Y propertyay )

Payroll taxedayroL ;as T difference(y,..oi.«. = Ypayolia:)

o o M w DN

Other taxethet, as ' difference (Yype: «: = Yomeray o -

In which the first value in brackets represents difference of the value of
a given part of the tax mix within an individual Mber States (s = 1... 28)
in different yeard (t = 1... 46 and the average value of the given part of the tax
mix in the EU countries in the given yddt = 1... 46. The estimating equation
is as follows:

d(yttb,s,t - anav,sD =a+ /8* dITst+ ﬁ* SQ1+ ﬁk Indigl+

3
+ f*dProperty, + g* dPayrdl, + B* Other_ 0, + &, 3

The Table 4 presents the outcomes. To gain thdtses74 observations
were used and residues of other taxethérn were excluded because they did
not show any significant dependence in the modetifpd. Model results are
presented in the Table 4.

The calculated values show a positive dependenten@ variables. The
increase of e.g. income taxes by 1 percentage poidember States increases
the tax burden convergence in the EU by 0.97% énshme year. The given
relations are statistically important already d% significance level. The Dur-
bin-Watson test confirms that residues do not suffem autocorrelation. As
for the panel regression, it is more appropriatege an adjusted determination
coefficient R (Wooldridge, 2006) which indicates that the giveodel clarifies
about a 59.6% convergence value of the total tagdyuin the EU.
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Table 4

Model 1 Estimation

Variable Coefficient Standard deviation t-test P-alue

Constant -0.0715776 0.0409081 —2.3940 0.017p3 P
diT 0.97608 0.0364901 26.7492 <0.00001 kid
SC 0.0725883 0.022536 3.2210 0.00133 [
Indir 0.114497 0.0262755 4.3576 0.00002 i
dProperty 1.03675 0.0725328 14.2935 <0.00001 * |**
dPayroll 0.535058 0.130096 4.112B 0.00004 [
R? 0.609131

Adjusted R 0.596084

Durbin-Watson test 1.978998

Number of observations 774

*, *x %% represent significant coefficient of 1%significance level.
Source OECD (2012); own processing.

The harmonization of indirect taxes is on a hig¥el in the EU, both in the
field of selective indirect taxes imposed on s&dotommodities (called con-
sumption taxes or excise duty) and the generaténtltax, which takes the form
of the value added tax. The importance of this typtaxes should grow in the
upcoming years as stated by the European Commigg@t?).There is also
apparent trend to increase indirect taxes in maagofiean Union countries,
especially in the recent years after the outbréakeofinancial crisis.

This measure (very popular with Member governnjeistsup to a certain
extent induced by the fact that the increase oiréet taxes does not have to
have such a negative impact on the domestic ecoraaniiie increase of direct
taxes (Szarowska, 2011).

In this point, the harmonization is at a highesfelehan with other taxes and
practically has been in progress since the begysnaf the European economic
integration. Thus the relatively low level of thmgact of the indirect tax con-
vergence lfdir with the value of 0.114) on the tax burden congaog of the
EU countries is not surprising. This happens bezausimilar(if not the same)
legislative adjustment in the field of indirect ¢@xdoes not offer the Member
States a greater choice for various types of agiaptnd thus not even the possi-
bility to reach the average values of the EU caestio a larger extent.

Unlike indirect taxes, the direct taxation fiekl affected by the European
harmonisation trend only marginally. The cooperaidd Member States comes
through especially when providing information ords, avoiding double taxa-
tion, taxation of interest or licence fees or wiighting against offshore centres.
There have been fruitless discussions for sevaratsyconcerning the adoption

" Indirect taxes also represent a relatively stabkwell-predictable source of income.
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of the directive adjustment of the common constéiddax base of corporations
at the European level, which was strongly rejetigé number of states. Some
Member States perceive the field of income taxatiera part of their national
sovereignty which has been developing for centuriepolitical, geographical,
social as well as humanitarian bases and this ystia efforts in this field are in
most cases accepted with a negative initial atitadhe Member States.

High rates in the modet(T with the value of 0.976 andPayroll with the
value of 0.535) suggest that they have a greafieieince on the tax burden con-
vergence than harmonised indirect taxes. To juitiéydegree of this impact it is
also necessary to look at the other side and pointhat in the field of income
taxes there is still tax competition in the EU $xeska (2011).

Moreover, it is the tax competition, which is sagpd especially by the efforts
of less developed or new joined Member States tavelbon the European mar-
ket. The result is outflow of tax bases from thiesidual homelands which results
in defensive measures of these residual homelantfeiform of reducing taxes
as well to beguile tax bases back. There is algleiible decrease of the tax level
of income taxes in the EU countries, especiallihen1980s up to 2011 BuSovska
(2014). The decrease in rates occurs during thdengeriod, starting in the very
half of 1980s further to the new idea approactupisy side economisfs.

The degree of income and labour force taxes inftaeconfirms the conclu-
sion of Kubatova (2004) who writes that it is necassary to harmonize taxes
artificially since tax competition could lead toethspontaneous harmonization
effect” and theoretically it could also lead to reajer effectiveness of tax sys-
tems. In this case, the presumption that the taxpesition impacts the tax bur-
den convergence in the European area was confirmed.

The degree of social security contributioB€)(influence on convergence is po-
sitively dependant (0.072) at a lower than 1% irtgoase level. There is only co-
ordination or rather the same application of sé\msic rules.In general, it is not
the same application of rules but only a certaimegal frame of the international

8 The fundamental idea of supply side economickéshypothesis that the offer of production
factors of production is much more flexible thanvas assumed by Keynesian economics, which
either ignored it completely or considered it ngiplie. The change of tax rates will evoke arouse
various changes in the behaviour of an individual.

The first change is the retirement effect reflegtthe fact that to maintain their living stand-
ards, an individual increases their working effosisen tax rates increase and vice versa. The
second change is the substitution effect that egee the willingness to reconcile with lower
wages accompanied by more free time. As the masbitant key point could be mentioned is the
statement that the changes of marginal tax ratesecehanges in prorated labour costs and savings
and thus they also cause changes in their offering.

° E.g. equal treatment, the only insurance in theal4, the addition of insurance periods, the
payment of benefits, the assimilation of facts godd administrative cooperation.
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process of social insurance in the EU. So, thermigpplication of harmonisa-
tion rules in this field since every country ustsdwn procedures which are
based on historical, sociological as well as oiitipal roots. This is also why the
degree of the influence on the tax burden conveménnot noticeable.

The last analysed variable that showed a positifleence on the effective
tax burden convergence in the EU is property taemaes dPropertywith the
value of 1.037). BuSovska’'s work (2014) points thiet tax mix convergence in
the EU between 1965 and 2011 and mentions thatdheergence was confir-
med in the tax zone of property taxes. Howevethénmodel above, the property
tax convergence has the highest value (1.037) @fidd out the reason of this
value we have to look at its development.

The number of property taxes and rates of thesesthave always differed
the most in Europe. Such taxes were very high mesoountries. On the other
hand, in some other countries there were almost.nbhe attitude of domestic
governments to individual taxes was and proballyistdifferent. Although,
in some countries an opinion prevailed that théa@ukl be almost no property
taxes because double income taxation occurs, stagrs praised their indisput-
able influence and the function of solidarity inciedy. Despite of these great
differences, the development took its place inftblel of property taxes from
1965 to 2011 and although property taxes diffehinithe EU and there are still
many types of them, we are currently able to nbs¢ several main types of
property taxes have been embraced by the legistattté most European coun-
tries. Thus the most frequent property taxes inBbeinclude land tax, building
tax, inheritance tax, gift tax, real estate trantd& and wealth tax. In result, nu-
merous above mentioned different property taxe® lieen grouped into seve-
ral main groups in which the rules are applied ainailar level during 46 ana-
lysed years.

2.3. Panel Regression Model 2

From the structure of the total tax burden indicgtoint of view and in re-
spect with the above mentioned model it is not iptss$o identify all influences
that tax mix could causes on its convergence irerdetails. This is why Model 2
presents a detailed appreciation of the topic @uhts in the division of income
(IT) into personal income taxePIT) and corporate income taxeSIT). This
will bring a closer ascertainment of tax competitiofluence which will also
allow it to be reflected from the position of int@s” taxation and work owner,
land and capital. The designation of the individe@inponents of the model is
the same as in the above mentioned model, the i§joarmbn of the compounds
has to be specified as follow:
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1. Personal income tax@T;, as the differenc@y, ., = Ya.)

2. Corporate taxe€IT;  as the differency,, ., = Yua,) -

In which the first value in brackets represents difference in a value of
a give part of tax mix (personal income tayg$ in an individual member stase
(s=1... 28) in different years (t = 1... 46 and average values of a given part
of tax mix (personal income taxgsw.,) in the EU countries in a given year
(t=1... 46) The estimating equation is as follows:

d( Ve = Vasae) =@ + B* dPIT, + B* dCIT, + B sg+ F  Indy,+

4
+ p* dProperty, + B* dPayroll, + g Other, + 9, + &, )

The Table 5 presents results. To reach the outsoi® observations were
used and residues of other taxes (Other) were éadlas statistically insignifi-
cant variable on 1% significance rate.

Table 5

Model 2 Estimation

Variable Coefficient Standard deviation t-test P-alue

Constant —-0.0777575 0.0297032 —-2.6178 0.00904
diT 0.984777 0.0706347 13.9418 <0.00001  **
SC 0.972814 0.0461551 21.0771L <0.00001 [rx
Indir 0.0606861 0.0233824 2.5954 0.00965  #**
dProperty 0.126901 0.0285767 4.44Q7 0.00q01  p**
dPayroll 0.551633 0.139432 3.9568 0.000p8 el
Variable 1.0251 0.0751446 13.641) <0.000p1 *x
R? 0.593507

Adjusted R 0.578843

Durbin-Watson test 1.932426

Number of observations 719

*, *x %% represent significant coefficient of 1%significance level.
Source:OECD (2012); own processing.

As result, the outcomes of Model 2 present a pesitmpact of all compo-

nents on tax burden convergence in the specified. dn general, it means that
all tax mix components — apart from other tax@thér), where this fact was not
proved on significant level of importance so thegrevexcluded from the model
— contribute to tax burden convergence in the EU.

Tax burden convergence shows the highest depeadertioe area of proper-
ty taxes convergencé’foperty). The areas of corporate taxe3lT), personal
income taxesKIT) as well as payroll taxe$ayroll) show high dependence on
lower than 1% significance level. Thus the influeraf tax competition in the
EU could be considered as confirmed and the coiaciuss verified: tax compe-
tition leads to tax burden convergence in the Eathbn the field of investors
and work owners, land and capital. Neverthelessirtuence of corporate taxes
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(CIT) gains higher values than the influence of persor@me taxesKIT) or
payroll taxes Payroll) of which the reason can be especially the mgbdit
labour which is lower with labour than with the niitip of capital, above all
during the last years of economic crisis (Wyplosd Baldwin, 2013).

Since new variables were included, the accuradhisfmodel went down to
approximately 0.579. The Durbin-Watson test cordirttne absence of residual
autocorrelation. The graphical residual test isasned.

Conclusion

The work draws on the conclusions of works by y=ava (2007) and Ku-
batova, Vatiurova and Foltysova (2008), Sosvilla and Tama#@9@ 2000) and
Sosvilla, Simén and Angel (2001), Delgado and Rye@007; 2009), Rivero
and Casquero (2010), BuSovsk& and Petrovicka (2@b8) BuSovska (2014) in
which statistical methods proved the tax burderveayence in the EU countries
between 1965 and 2011.

The aim of the work was to find out to what degtlee components of the
effective tax burden (total tax burden) influenke tax system convergence and
to what degree the tax system convergence is méke by tax competition in
the EU. The subject of research was a panel of #8@ean countries between
1965 and 2011 and missing data were left out cdaaic To meet the objectives,
an analysis of available literature was made inciharibution thanks to which
tax competition was defined.

Secondary data from the OECD database for perfiot965 — 2011 were
used and subsequently applied to a panel regreasaigsis with fixed effects.
Two models were designed, both of which showedifsigmt dependence on
significance level lower than 1%. Moreover, accogdio the Durbin-Watson
test, the models do not suffer from residual autetation and work with sta-
tionary time series.

Both models provide a proof of positive dependewicéixed residues when
774 observations were made in the first case a®diirthe second one. The
outcomes confirm that all parts of a tax mix aneirtikthanges affect tax burden
convergence in the EU. Surprisingly, the greateBuences are shown in the
area of property taxes in which, in the period uncensideration, six main
groups were generated from the originally enormuuwrsber of taxes and which
are currently used in all Member States.

The degree of the influence of income taxes abduataxes confirms the
conclusion of Kubatova (2004) that taxes do notdnebe harmonised artifi-
cially as tax competition can lead to the “spontarseharmonisation effect” and
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theoretically also to greater effectiveness of gggtems when the competition
of taxation systems leads to the increase of ecanstimuli of individual taxes
and public budgets savings, which was also prouethé work by Szarowska
(2011). In this case, the presumption that tax aditipn has a really great im-
pact on the growth of gross domestic product iroparwas confirmed.

The conclusions above follow the hypothesis thattax burden convergence
is influenced by all applied taxes. Moreover, theagest share of the tax burden
convergence was borne by tax competition and prppexes between 1965 and
2011. Although, one would think that the impactimdirect harmonized taxes
should be the greatest, it is not the case.

Though the tax burden convergence is actuallyénrited by more factors
than only by its structure, the values of the adjdisietermination of the coeffi-
cient of the estimated models ranged from 58% &4.68ll models also satisfy
diagnostic tests and thus they are robust enough fihe econometrical point of
view. Hence the estimated results could be corsitezlevant with satisfactory
significance power.

The whole work is based on the methodology of Keynesian economics
according to which the econometric model used cdy leelp to reveal the rela-
tions among variables but its conclusions do nafiom nor disprove the validi-
ty of the economic theory. This is why recommerafeifor the economic poli-
cy cannot be drawn from the outcomes of the mod®. work provides a basis
for further possible research in the same direatben it is possible to include
additional variables in the model, e.g. the mopitif labour or the influence of
the harmonisation legislative of the tax policyhiritthe European Union.
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