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Abstract

It is a commonly held view that the widespread policy of cutting the corporate income
tax has a positive effect on taxable income through decreasing firms’ incentive to hide
profits. A neglected side of this policy, however, is its potential to trigger more evasion
in other tax bases, such as the social security base, especially if the corporate income tax
rate is low compared to the payroll rate. We develop a model in which employers and
employees cooperate in declaring lower wages to the tax authorities in order to evade
payroll contributions. Since wages and payroll taxes are a deductible expense for firms, a
lower reported wage translates into higher corporate profits on paper and hence, shifting
of tax liability out of social security into the corporate tax base. Using firm-level panel
data for Bulgaria, where the problem of contribution evasion is prevalent, we find that a
1% increase in the net-of-tax-share of the corporate tax rate reduces reported wages in
the economy by .21%, but leads to higher taxable incomes. An identical increase in the
payroll net-of-tax-share results in a .28% rise in wages. Thus, even though the separate
tax bases respond significantly to changes in the corporate tax rate, the impact on the

combined tax base of wages and taxable incomes is estimated to be small.
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Abstrakt

Vseobecné se mé za to, ze snizovani dané z pfijmu korporaci ma pozitivni dopad na
jejich zdanitelny piijem, protoze snizuje podnéty firem ke skryvani ziska. Opomijenou
strankou tohoto piistupu je jeho potencidl zpusobit dalsi uniky v jinych dafiovych
zékladech, jako napiiklad dami ze socialniho zabezpeceni, zejména pokud korporatni dan
z piijmu je nizka ve srovnani s dani z mezd. Vytvaiime model, v kterém zaméstnavatelé
a zameéstnanci spolupracuji pfivnazovani nizsich mezd danovym tfadim, aby se vyhnuli
srazkam z mezd. Protoze mzdy a srazky z mezd jsou danové uznatelnym nékladem pro
firmy, nizs$i vykazované mzdy znamenaji i vyssi danovy zdklad dané z pfijmu. Tento
presun danové zatéze testujeme s pomoci panelovych data na trovni firem v Bulharsku,
kde se problém téchto danovych dniku casto vyskytuje. Zjist'ujeme, ze 1% narust c¢ésti
mezniho pifjmu, ktery firmdm zustavd po zdanéni (tj. 1-t) u korpordtni dané snizuje
reportované mzdy v ekonomice o 0,21%, ale vede k vyssim zdanitelnym pi{jmum. Stejné
zvySeni ¢asti mezniho prijmu, ktery firmam zustava po zdanéni u srazek ze mzdy vede
k 0,28% néarustu v mzdach. Ackoliv jednotlivé danové zéklady reaguji vyznamné na
zmény v zdanéni korporaci, snizeni korporatni dané ma jen maly dopad na kombinovany

danovy zéklad mezd a zdanitelnych pi{jmi.



