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Abstract

The optimal taxation level and tax structure depend on numerous factors and enormously differ from country to
country. However, the two mentioned tax policy instruments could ensure economic recovery and sustainable
economic growth. This article aims to examine the effects of tax policy on economic development and evaluate
the role of appropriate tax instruments in speeding up recovery. The results showed that tax level harms the GDP
per capita growth rate in Central Europe and Baltic states over the 2000-2021 period. Another vital finding is the
increase in both overall employment and investment to GDP ratio positively affected the real GDP per capita
growth rates. In order to foster economic growth government might use tax cuts and other stimuli both for distor-
tionary and non-distortionary taxes. The tax policy's institutional potential should be improved to neutralize the
adverse effects of COVID-19 impact and enhance macroeconomic sustainability.
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Introduction

The world economy's performance since the COVID-19 pandemic's start has been extraordinary: global output
growth was at —4.4 percent in 2020, including advanced economies at —7.6 percent, emerging market and devel-
oping economies at —2.7 percent. All countries tackle problems with temporary lockdowns and economic agent's
activity constraints. The nondiscretionary decline in tax revenues and an increase in public expenditures (e. g.,
unemployment benefits) are forecasted to account for 2.5 percent of GDP, even for the most developed countries.
Lawmakers intended to accelerate the economic recovery from the last recession. There is a comprehensive dis-
cussion of tax policy's impact on economic development, especially during an economic crisis or recession. Using
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different fiscal instruments and levers, the government plays a vital role in spurring consumption, investments,
and labor supply. Tax structure and the taxation level (tax revenues to GDP ratio) are the fundamental factors in
evaluating the output growth's tax effects. Theoretically, taxes on labor and capital negatively influence corporate
and household income. Government stimulus packages often included tax cuts to boost aggregate demand and
stimulate work effort, production, and investment by lowering applicable tax rates. However, fiscal stimuli have
short-term effects on investment and output growth. Tax responses to the current economic downturn aim to pre-
serve and create new jobs at the market, encourage investment activity, and prompt technology development in
medicine. To ensure sustainable economic development and provide long-term advantages for the economy, the
government has to focus on forming the optimal tax-mix. The crucial task is to ensure significant fiscal changes
toward a high-tech and green economy and intensify investments and innovations. Policymakers should formulate
tax policy over the business cycle, considering traditional criteria like efficiency, equity, and simplicity. Fiscal
policy should not undermine the confidence of economic agents and focus on harmonizing tax relations. The tax
structure strongly depends on the social and economic model and institutions' quality. Developing countries can
expand the tax base and use moderate tax rates, guarantee better fiscal conditions for sustainable economic growth
compared with advanced economies. Governments should concentrate on efficient revenue resources, which have
a neutral or slightly negative influence on growth, such as taxes on consumption, environmental taxation, and on
inefficient tax expenditures' elimination. In emerging market economies, public authorities have a limited capacity
to conduct countercyclical fiscal policy with a massive stimulus package and less access to borrowing. The effi-
ciency of tax incentives is also lower compared with high-income countries. Nowadays, tax responses to the re-
cession mainly consist of deadline extensions, tax payment deferrals, and reduced social security contributions to
support the most vulnerable economic agents.

Literature Review

Economists and scientists have long asked about the tax policy effects on economic development (Tanzi, 1969;
Engen & Skinner, 1992). The answer is central to countercyclical tax policy design while policymakers often use
tax-based incentives to foster economic growth over economic weakness and recessions. Romer & Romer (2010)
found main reasons for tax changes over time —a) countercyclical changes; b) response for public spending; ¢) ad-
ditional sources to finance deficit; d) long-run considerations. The results also indicate that tax policy has an enor-
mous impact on the economy: an endogenous tax increase of 1 percent of GDP decreased real GDP by roughly
2 percent. Based on empirical research, Vegh & Vuletin (2015) concluded that less procyclical tax policy was
more common for the economies with significantly better institutional environment and profoundly integration
into the global financial markets. Tax and public spending policies are ordinarily conducted in a symmetric way
over the business cycle. Mountford & Uhlig (2009) found evidence that a deficit-financed tax cut was the best
fiscal policy to stimulate output growth in the short-term. Alesina & Ardagna (2010) identified significant changes
in fiscal policy, either expansionary or contractionary. They examined the financial data from the OECD countries
over the 1970-2007 period. Using an original approach, they found that fiscal stimuli based on tax cuts were more
likely to increase growth than those based on public spending expansion.

The discussion on the tax structure's contribution to economic development is mainly focused on the advantages
of direct vs. indirect taxes. From the theory, a shift from direct to indirect taxation is associated with the higher
long-run economic growth. Arnold et al. (2011) examined how to formulate and conduct tax policy that prompts
economic recovery and contributes to the long-run growth. Gradually shift in the tax base towards consumption
and immovable property, and improvement in individual taxes' design positively impacts real output growth. The
study highlighted that any necessary revenue increases after recovery would be least harmful to growth if they
were based on growing recurrent taxes on immovable property and consumption taxes. Ojede & Yamarik (2012)
assessed the impact of tax policy on state-level growth in the USA from 1968 to 2008 and found out that property
and sales tax rates adversely affected the long-run income growth, while income tax rates did not influence growth
dynamics. Fiscal policy could positively affect economic development by harmonizing the tax level and structure,
taking the country's income level into account (Pasichnyi, 2017).

Stoilova (2017) investigated the impact of the tax structure on economic growth in the EU-28 member-states from
1996 to 2013. She used descriptive analysis and regressions on pooled panel data. The result disclosed that the tax
structure based on consumption taxes, the taxes on income, and the property was more supportive of economic
growth. McNabb (2018) used econometric analysis in order to estimate the relationship between tax structures and
economic growth in a panel of 100 countries. He found that increases in domestic consumption taxes appeared to
be growth-friendly for lower-middle-income countries. Personal income taxes and social contributions appeared
the most harmful for the long-run GDP growth rates. The results also suggested that increases in property taxes
were good for real output growth for high-income countries. At the same time, Bernardi (2013) outlined the pos-
sible risk that, in the short-term, tax shift from direct to indirect taxes could extend the economic weaknesses
spreading across the European Union, particularly as an effect of the general adoption of restrictive fiscal policies
by almost all the member-countries. Baiardi et al. (2019) investigated the interrelation between economic growth
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and tax burden on the OECD's 34 members from 1970 to 2014. The paper's result confirmed the negative relation-
ship between tax revenues and economic growth, while the tax structure was no longer related to sustainable
economic development.

This paper aims to examine the effects of tax policy on economic development and evaluate the role of appropri-
ate tax instruments in speeding up recovery.

Methods and data
According to the Cobb-Douglas functions, the relationship between GDP, capital, and the labor involved interacts
with the following:
Y=A*K*+LF (D),
where Y is the real GDP per capita,
A — coefficient of scientific and technological progress;
K — the amount of capital (investment);
L — the labor force;
a, B — coefficients of elasticity of GDP by capital and labor costs;
Endogenous growth models incorporate channels through which fiscal policy impacts economic development in
the long-run (Barro, 1995; Benos, 2009). Moreover, those models classify the fiscal policy instruments into taxes
and expenditures. Traditionally it takes the form:

n l m
Yit=a+ ZbiTit+ZCjExjt+deEkt+g (2),
i=1 j=1 k=1
where T — taxes;

Ex — public expenditure;

E — non-fiscal factors (economic controllers);

bi, cj, die — coefficient of the relevant variable impact on economic growth in country t.

This study explored the impact of the tax burden on economic development. Furthermore, we estimated the influ-
ence of tax structure on output growth. The tax structure typically consists of distortionary and non-distortionary
taxation. The first category of taxes constrains firms' and households' investment activity, causing a slowdown in
the economy. That group of taxes included taxes on labor (personal income tax and social contributions) and taxes
on capital. Theoretically, non-distortionary taxation, which is represented by taxes on consumption, has no nega-
tive impact on output growth. Public spending defines as general government expenditure. We calculated all fiscal
variables as % of GDP.

Capital and labor are the main factors of production in growth models. So, non-fiscal factors (economic controllers)
include investment ratio to GDP (In;i) and overall employment growth (Emi). We apply the OLS technique and
use annual observations. Thus, the following model is:

n m n l
Yie = Bo +ZbiTit +.31ZExzt +Bzzlnit +.832Emit +e  (3),

i=1 i=1 i=1 i=1
There is a necessity to analyze a homogenous group of countries, according to Barro and Sala-i-Martin (1995)
approach to estimate the factor's impact on output growth. The mentioned group consists of economies with a
similar quality of institutions, production functions, fiscal space, etc. The European Union countries meet those
criteria. This paper investigated the group of Central Europe and Baltic states; all these countries are the EU mem-
bers — Bulgaria, Czech Republic, Estonia, Latvia, Lithuania, Romania, Poland, Slovakia, and Slovenia.
All analysis in this study uses a panel data set. The primary research sources are the World Bank's, the IMF's
International Financial Statistics, and the Eurostat database. The period of analysis covers 22 years from 2000 to
2021. Table 1 displays the basic statistics for the variables used in the research.

Table 1. Descriptive statistics, the authors' calculation based on World Bank, IMF and Eurostat data

Variables Observations Mean Standard deviation Max Min
GDP per capita growth 198 3.79 4.28 13.02 -14.27
tax revenues 198 31.73 3.38 39.30 25.20
distortionary taxes 198 18.61 3.74 27.57 11.36
non-distortionary taxes 198 13.12 1.59 17.80 10.39
general government expenditures 198 39.78 5.36 60.27 30.79
investment ratio to GDP 198 24.87 5.02 41.59 12.66
overall employment growth 198 0.22 2.54 6.50 -14.30

Results

In the current conditions of the coronavirus pandemic it is crucial to create a fundamental basis for ensuring sus-
tainable positive economic dynamics. Tax policy is an effective tool for influencing investment and consumer
demand and has a long-term effect. Changes in tax policy should ensure additional investment in the real economy
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and boost employment. Moreover, financial globalization leads to the unification of tax systems, simplifying tax
administration mechanisms, and expanding cooperation in combating tax fraud.

From 2000 to 2021, the sampled countries were characterized by uneven economic growth. While the Estonian
real GDP per capita was reduced by 14.27 percent in 2009, the Latvian real output growth rate in the pre-crisis
2006 was equal to 13.02 percent. In the last two decades, European countries have faced two major economic
crises — the Great Recession and the economic downturn caused by the COVID-19. Therefore, we compared the
average GDP per capita growth during the Great Recession (GR), which included 2008—2009 and the coronavirus
pandemic (2020-2021). For Bulgaria, Poland, Romania and Slovakia, the pandemic influence on the economy
was more substantial than the impact of GR (figure 2). Simultaneously, the tax to GDP ratio in all sample countries
except Slovenia was higher during the pandemic than during the Great Recession. For instance, in Slovakia, the
tax level over 2020-2021 is higher than over 2008-2010 by 6.8 percentage points, in Latvia by 4.0 percentage
points, in Czech Republic by 2.8 percentage points, in Poland by 2.7 percentage points. The main reasons for the
mentioned situation are the gradual increase in the taxation level in the EU and a more extensive package of tax
incentives from 2008-to 2010. Regardless recession, in 2020 compared to 2019, the tax ratio to GDP increased in
all analyzed countries — from 0.3 percentage points in Slovenia to 1.3 percentage points in Estonia. As a result, the
average value of growth is 0.68 percentage points. In the last crisis among policymakers existed a fear that tax
reductions and deferrals could damage medium-term budget revenue-raising capacity. Instead, public spending on
social support and economic affairs increased significantly over the pandemic.
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Figure 1. Tax to GDP ratio and GDP per capita growth during Great Recession and
coronavirus pandemic

Over two decades, the observed countries with the lowest average tax burden — Romania (27.77%), Bulgaria
(29.13%), Latvia (29.31%), and Lithuania (29.36%) — were characterized by the highest average economic growth
rates (that had been exceeding 4.10% annually). Meanwhile, Slovenia — with its average tax share in GDP equaled
to 37.94% — had the lowest average real output growth rate (2.15%). Given the above, the empirical dependency
should be properly proven statistically. All the sampled countries have unique profiles, yet they tackled at least
two common tasks. The first is the constant need to dismantle uncommon for the old EU elements of fiscal space.
The second is the optional requirement to counteract unfavorable shifts in the economic environment. That's why
their experience in the field of tax policy should be adequately investigated.

The investigated Eastern European counties and the Baltic States have successfully passed the uneven yet funda-
mental financial transformations of the XX™ century's last decade. The rethinking of the taxation model accom-
plished the transition from the old-fashioned paradigm to rational economic freedom. Tax revenues are a source
to finance socially necessary government functions, its size depends on the country's socio-economic system. The
tax revenues to GDP ratio in Central Europe and the Baltic States increased slightly from 32.30% in 2000 to
33.21% in 2021. However, we observed a substitution of growth and reduction of taxation trends during the ana-
lyzed period due to the economic cycles. The lowest tax level was observed over 2009-2012 (30.43-30.67%)
when the tax incentives to restore sustainable economic growth were purposefully applied. In the taxation structure
of the observed sample, the highest share belonged to taxes on labor — 46.67%, taxes on consumption — 39.14%,
taxes on capital — 4.19%. Taxes on labor predominated in all countries except Bulgaria, where consumption taxes
took 1% place.
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We assessed the impact of employment on economic growth and found out that this factor was the most supportive
development. If overall employment was enhanced by one percentage point, an increase in real output equaled
0.874 percentage points. A high employment rate is a significant factor in fostering economic development. The
vital goal of Sustainable Development (SD) is decent work and economic growth. This goal is highly correlated
with labor taxation. In the EU, the fiscal policy choices influence the allocation of a mobile tax base: the labor
force. The significant difference in wages in the EU (in Western Europe and Scandinavia, it is much higher than
in Central Europe) necessitates lower taxes on labor for the analyzed sample. Figure 2 shows that over recessions,
unemployment rises and, conversely, stimulating employment accelerates economic growth. The highest unem-
ployment and economic decline level were during the Great Recession and 2020, resulting from lockdowns to
counter COVID-19. In 2009-2010, we observed the highest employment rate shrink for Baltic states, in 2020 for
Bulgaria and Slovakia. Government should address tax policy to stimulate employment, especially for youth. The
creation of new jobs and maintaining employment is entirely under the goals of SD - 1) no poverty and 10) reduced
inequalities.

10
employment growth

=== GDP per capita growth

Figure 2. GDP growth and employment growth in the Central Europe and Baltic States from 2000 to 2021, %

The total labor cost, including personal income tax and social contributions, is essential in achieving a competitive
advantage for the business. Policymakers might use targeted tax incentives and decrease the tax burden to boost
employment and attract additional investments. We assessed the annual change (2020/2019) of the indicator tax
wedge (as a% of labor costs) in Central Europe and the Baltic States. The result demonstrated a reduction in its
value in 6 out of 9 countries: Poland by 0.9, Latvia by 0.9, Lithuania by 0.8, Slovakia by 0.7, Slovenia by 0.1, and
Estonia by 0.1 percentage points, respectively. That decline was caused primarily by a decreasing in income tax.
Income tax cuts deliver significant output stimuli, particularly in the long run (Faia et al., 2013). One possible
scenario is to reduce the tax burden on low-paid workers in order to promote job-intensive growth and use a
progressive tax scale. At the same time, it is more appropriate to use a flat rate for income tax in emerging-market
economies. The flat rate of 10% operates in Bulgaria and Romania; until 2021, it operated in the Czech Republic
at 15% and Estonia at 20%. In the analyzed sample of Central Europe and the Baltics, the top income tax rates are
significantly lower compared to other European Union countries. At the same time, Latvia cut the top tax rate from
31.4 percent to 31.0 percent in 2021. The Czech Republic reintroduced progressive taxation and raised the amount
of income for a top rate. During the last recession, tax benefits for income tax are also applied in Poland and
Lithuania.

The increase in investment to GDP ratio positively affected the real GDP per capita growth. Generally, if the
investment ratio to GDP rose by one percentage point, an increase in the real GDP per capita growth rate was equal
to 0.118 percentage points (Table 2, OLS1). Meanwhile, considering the exact tax structure was highlighted, real
output enriched by 0.109 and 0.087 percentage points in cases if distortionary and non-distortionary taxes were
taken into account, respectively (Table 2; OLS2, OLS3).

In the case of fiscal factors, we obtained the adverse interrelations between real output growth rates and public
spending and revenues indicators. An increase in general government expenditures equaled one percentage point
reduced the real GDP per capita growth rates by 0.136 percentage points. An increase in total tax revenues to GDP
ratio by one percentage point diminished real output by 0.304 percentage points. Obtained results proved that
enhanced tax burden generally slowed economic development. The adjusted coefficient of determination equaled
0.47. Thus, the model under investigation was adequate, while the interconnection was quite robust.
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Table 2. Regressions of economic growth on taxation and controls, the sample of Central Europe and Baltic states,

2000-2021
Variables OLS1 OLS2 OLS3
. -0.136** -0.165** -0.223**

general government expenditures (0.051) (0.049) (0.046)
. . 0.118* 0.109* 0.087
investment ratio to GDP (0.049) (0.050) (0.051)

0.874** 0.801** 0.772%*
overall employment growth (0.100) (0.098) (0.100)

-0.304**
tax revenues (0.079) - -

. . -0.191**

distortionary taxes - (0.068) -

. . -0.113
non-distortionary taxes - - (0.152)
R2 0.47 0.46 0.43
Observations 198 198 198

Notes: The numbers in parentheses are the standard errors of the estimated parameters.
** denotes significance at 5 percent level; **' — at 1 percent level; R? is the adjusted coefficient of determination.

When we take distortionary taxes' impact exceptionally, the respective decline equaled 0.191 percentage points.
Even though an increase in the non-distortionary taxes was interconnected with the decline equaling 0.113 per-
centage points, the interconnection between the variables appeared to be statistically insignificant. It is possible to
shift from labor to consumption taxes in order to smooth the negative impact of taxation on the economy. Good
scenario is to substitute moderately the tax burden from labor to environmental taxes. This category of taxes is
neutral to economic growth. In addition, among the 17 SD goals, considerable attention is paid to environmental
issues. Therefore, it is appropriate to gradually increase carbon tax and reduce personal income taxes for low-
income households. Pricing carbon through a tax can help enormously pay for the public spending required for
greening the recovery (Barbier, 2020). Environmental taxes could finance public spending for green innovation
and critical infrastructure investments. The priority is to provide tax incentives to produce new energy-saving
technologies and vehicles that correspond to high environmental standards.

Governments provided tax incentives for both distortionary and non-distortionary taxes. That measures aimed to
help restore economic growth and maintain social development. An optimal anti-pandemic fiscal policy combines
traditional growth-friendly tax incentives and special direct financial measures. The authorities' fiscal response to
the COVID-19 challenge primarily included tax cuts, revised tax rates, prolonged deadlines for filing the tax re-
turns, and other special benefits. In particular countries, the role of local authorities as fiscal policymakers has
remarkably increased.

In Bulgaria, responding to the COVID-19, the discretionary fiscal policy measures included: a) a reduced VAT
rate of 9% for the restaurant and catering services, books and textbooks, baby food and hygiene items from the 1st
of July through the 31st of December 2020; b) the extended deadlines for filing the tax returns and the annual
payments of corporate tax, personal income tax, and the other taxes traditionally associated with private entrepre-
neurship until the 30th of June 2020; c) the 5% deduction for the persons who have filed their tax returns and
remitted the tax payment by the 31st of May 2020.

In the Czech Republic, the measures to neutralize the effects of the coronavirus pandemic and to stimulate the
growth processes included: a) the prolonged terms for filing the income tax returns; b) the suspended penalties for
the late payment of the income tax; c) the canceled interest on the amount of the deferred income tax; d) in some
cases, the abolished penalties for the late submission of VAT and property tax returns; e) the additional benefits
for taxpayers involved in the field of retail trade and services that were forced to close production facilities; g) the
exempt from VAT on the supply of certain medical devices for diagnosis, testing, and vaccinations against
COVID-19.

In Estonia, an extended cut in excise tax on particular fuels (e. g., diesel), the introduction of tax benefits through
2022, and the postponement for 18 months of the tax debt interest payments should be named primarily among the
tax policy features. An essential package of tax incentives was aimed to support the family as a social institute.
Special attention was paid to low-income families and the ones with children. Such measures included increased
income tax benefits for households with children and simplified requirements for gaining those benefits. The ex-
cise taxes on gasoline, natural gas, and electricity have been reduced as well.

From the 1st of April 2020, the introduction of accelerated VAT refunds has supported the business vitally in
Latvia. Furthermore, the government has promptly adopted efficient measures to stimulate tax policy: a) for the
most affected by the COVID-19 pandemic companies, both current and overdue tax payments have been post-
poned; b) the municipalities were allowed to extend the real estate tax payments; c¢) the advance payments of
personal income tax for self-employed persons were abolished. Additionally, the tax rate on natural gas used as
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propellant has been temporarily reduced.

In Lithuania, the fiscal incentives package for economic development included changes in the taxation mechanisms
of legal entities. In particular, the deadline for advance payment of corporate was postponed. The respected tax-
payers were allowed to choose the most convenient method for calculating their payments. The possibility to defer
the unpaid tax without accrual of the interest has occurred and the mitigation of the penalties in case of late payment
or underpayments. For individual taxpayers, the deadline for filing and paying their annual income tax has been
prolonged from the 4th of May to the 1st of July 2020. The most affected by the COVID-19 economic agents in
Lithuania have been listed by the government. The aforementioned taxpayers have been released from the obliga-
tion to pay the penalties for the late payment of the liabilities from the 16th of March to the 31st of December
2020. The temporarily reduced VAT rate on certain activities (e. g., catering services, cultural and sports events)
from the 1st of July 2021 through the 31st of December 2022 supported domestic business.

In Poland, the main growth-friendly fiscal measures involved: a) the particular tax incentives for the health care
providers' charity if their donations have been made responding to the coronavirus pandemic from the 1st of Jan-
uary to the 30th of September 2020; b) the possibility of a one-time tax depreciation write-off from the initial value
of fixed assets purchased to produce goods used to combat the COVID-19; c) the exemption — under the certain
conditions — from the social insurance contributions' payment; d) the postponed until the 1st of January 2021
payment of retail tax. Poland has approved the extension of the deadlines for the tax returns filing. The advance
payments of personal tax transfer terms have been suspended for the subsequent tax periods. According to the
IMF, the opportunity to defer social security contributions and other taxes has occurred.

In Romania, the tax stimuli package included: a) until the 25th of October 2020, the exemption from paying the
late payment interest and other financial penalties on tax obligations that arose after the 21st of March 2020; b)
postponement of the deadlines for paying the taxes on buildings, land and on vehicles from the 31st of March to
the 30th of June 2020; c) granting a discount to income taxpayers subject to the advance payments (for the large
taxpayers — 5%, for small and medium-sized — 10%). The additional fiscal incentives involved: a) the 3-months
deferral for the real estate tax payment; b) accelerated VAT refund; ¢) temporary suspension of tax control
measures.

The deadlines for filing the 2019 personal income tax returns have been prolonged in Slovakia. For other taxpayers,
the above period has been extended from the 31st of March to the 30th of June 2020. The supportive fiscal
measures included: a) temporary exemption from the late payment penalties on tax obligations; b) from May 2020,
the abolition of the advance income tax payments' obligation for the taxpayers whose income has been decreased
significantly; c¢) suspension in some cases of tax control procedures, including those that were initiated by the
taxpayer's application.

In Slovenia, the operative tax stimuli package included: a) from the 1%t of May 2020, the introduction of additional
tax benefits on the amount of donations have been made to eliminate the COVID-19 pandemic's impact; b) from
the 3" of April 2020, the abolition of import duties on goods needed to combat the disease; c) the tax filing dead-
lines' postponement for the self-employed individuals and legal entities; d) the tax liabilities payments' deferral for
up to 2 years; e) the temporary VAT exemption of protective and medical equipment supplies and acquisition.

Conclusions

Since the economic recession caused by COVID-19, EU member-states have tackled the challenges of budget
consolidation. However, at the same time, governments need to boost aggregate demand and stimulate work effort,
production, and investment. Tax policy is one of the most effective instruments to help economic recovery and
ensure sustainable economic development. Our study provides evidence and estimation for growth-conductive
taxation.

An increase in total tax revenues to GDP ratio by one percentage point crucially diminished real output by 0.304
percentage points in the sample of Central Europe and Baltic states. Both distortional and non-distortionary taxes
harm the economy. The empirical research also proved that general government expenditures do not contribute to
GDP per capita growth rate and negatively impact it. In this line, it is crucial to reduce the taxation level using
target tax incentives and decrease all non-productive public spending. In addition, our results showed that the
increase in overall employment and investment to GDP ratio positively affected economic growth. Labor taxation
highly corresponds with three goals of SD: no poverty; reduced inequalities; decent work and economic growth.
For Bulgaria, Poland, Romania, and Slovakia, the pandemic influence on the economy was more substantial than
the Great Recession's impact. The global pandemic has affected tax policy in the short-run and changed its goals
for all countries under study. Hence, the current taxation model needs to be promptly adjusted regarding its stabi-
lizing and stimulating functions to increase the fiscal mechanism's efficiency and stimulate economic growth.
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