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Since the 1970s and the outbreak of neo-liberal 
economic thought induced by globalisation, the tax 
policies of developed countries have mostly been 
tailored to respond to changes in macroeconomic 
government. Thus, in developed countries (mostly 
those of the European Union (hereafter: EU) and OECD 
members), tax policy has aimed at fulfilling the fol-
lowing objectives: shifting taxation away from labour 
towards consumption, broadening the income and 
consumption tax base, reducing the number and the 
size of income tax rates (personal income tax (here-
after: PIT) and corporate income tax (hereafter: CIT)), 
and improving tax compliance. These objectives are 
also more recent suggestions and recommendations 
from the OECD (2010) and the European Commission 
(Garnier et al. 2013). With the outbreak of the global 

financial crisis (hereafter: GFC) in 2008-2009, which 
brought the more profound problems of budget defi-
cits (EUROSTAT 2013), the suggestions and recom-
mendations for all EU members (i.e., developed and 
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transition countries) have become more significant. 
For transition countries, these problems are more se-
rious. For example, Kapopoulos and Lazereton (2011) 
analyse fiscal policy stance and debt sustainability in 
South-Eastern European countries with the outbreak 
of GFC in 2008-2009, indicating the problem of grow-
ing budget deficits (and public debt). 

 As a small transition country, B&H is facing similar 
problems. Hence, in this paper we use a survey in or-
der to establish whether there is a (dis)content with 
the current tax policy in B&H and if there is room for 
improvement. A questionnaire-based survey was 
conducted in two B&H entities with the aim of de-
termining public and expert attitudes and opinions 
towards tax reforms in a small, war-torn transition 
country - B&H. Similar opinion-based surveys regard-
ing tax reforms have already been conducted in the 
USA in three rounds in 1934, 1994, and 2013 (Slemrod 
1995, Lim, Slemrod and Wilking 2013, DeGroat 2013) 
amongst US National Tax Association (NTA) members. 
Thus, in the US, comparisons to prior surveys or pos-
sible shifts in attitudes and opinions have been deter-
mined and analysed. In other countries in the world, 
opinion surveys have only recently become a useful 
tool in taxation research. Šimović, Blažić and Štambuk 
(2014, p. 409) provide an overview of general and spe-
cific papers based on tax policy based on opinion sur-
veys worldwide. In transition countries and countries 
in the region, tax-related opinion surveys have been 
rarely applied. Šimović, Blažić and Štambuk (2013, 
2014) present the results of a related tax policy expert 
opinion survey conducted in Croatia based upon the 
US survey. Similarly, Klun (2014) does the same for the 
case of Slovenia. These are the first surveys of this type 
conducted in the countries in the region. Hence, their 
significance is even greater, especially bearing in mind 
that the results from surveys in all three countries will 
be compared in the future. Therefore, in this paper, 
we will analyse results from a survey conducted in a 
B&H entity, namely the FB&H, in terms of the econom-
ic values and views regarding the tax system of B&H. 
Moreover, summarised results from a similar survey 
(Antić 2014) conducted in another B&H entity, namely 
the Republika Srpska (hereafter: RS), will be presented 
and briefly compared to the FB&H results. 

Part two of the paper provides a brief summary of 
tax reforms in B&H since its independence. The third 
part defines the methodology and compares results 
from an analysis regarding status and perspectives of 
tax reforms in two B&H entities, FB&H and RS. The final 
part focuses on a survey conducted in FB&H and pro-
vides suggestions and recommendations. 

1. TAX REFORMS IN B&H
Since the fall of Yugoslavia and Bosnian independ-

ence in 1992, B&H has gone through a difficult and 
turbulent period. Therefore, unlike any other transi-
tion country, it has entered the transition process in a 
completely war-torn state, since the war in B&H lasted 
from 1992 until 1995. During the war, B&H suffered 
tremendous human losses and material destruction 
in terms of ruined infrastructure (e.g. GDP fell by 80 
per cent in 1992 compared to 1991, Hadžiahmetović 
2005). However, the difficulties for B&H did not end 
there. With the end of the war, which was marked 
by the undersigning of the General Framework 
Agreement for Peace in Bosnia and Herzegovina, or, 
more commonly, the Dayton Agreement in 1995, B&H 
found itself ‘stranded’ by [through (international) polit-
ical alchemy] a complicated state organisation unlike 
any other country in the world [an symmetric (con)
federation]. Additionally, such state organisation has 
no basis either in the historical development of B&H, 
nor in any economic logic, but only in the war-painted 
front lines and the materialised brutal consequences 
of the war (Kreso and Lazović-Pita 2013).

Hence, with its current ethnic tensions and divid-
ed markets, B&H is presently organised as a two-en-
tity state, with one self-governing administrative unit 
under the sovereignty of B&H. These are the afore-
mentioned entities RS, FB&H, and the Brčko District 
(hereafter: BD) respectively. Kreso (2005) presents the 
current constitutional structure of B&H. The RS Entity 
consists of the entity level and municipalities, whereas 
FB&H has three levels of government (both excluding 
cities): the FB&H entity level, ten cantons and munici-
palities. BD will not be analysed due to the scope of 
the paper. Under such circumstances, fiscal policy in 
B&H is organised in a similar way to fiscally decentral-
ised countries. However, the possible benefits of fiscal 
decentralisation in B&H cannot be determined, pri-
marily due to overlapping authorities. This mainly re-
lates to the number of fiscal institutions without clear 
(legal) competence. In fact, in B&H, there are fourteen 
Ministries of Finance (B&H, FB&H, RS, BD and ten can-
tonal); so, together with tax administration under 
their jurisdictions, this cumbersome public adminis-
tration causes inefficiency and tax evasion measured 
by cumulated (and mostly unrecoverable) tax arrears 
(Indirect Tax Authority 2014, Tax Administration of 
FB&H 2014, Tax Administration of RS 2014).

B&H entered the transition process with a tax 
policy similar to that of Yugoslavia. Tax reforms in 
RS had begun during the war in B&H, i.e. in 1992, 
but were changed very often without a clear aim. In 
FB&H, tax reforms began in 1996 and were mostly 
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small modifications of the former Yugoslav tax system. 
Unfortunately, the Dayton Agreement, as the B&H’s 
Constitution, did not provide any formal grounds in 
terms of organisation of fiscal policy, unlike monetary 
policy (under Currency Board Arrangement). Article 3 
of the Dayton Agreement only mentioned the regula-
tion of the customs policy under B&H’s competence. 
Indirect taxes, direct taxes and social security contri-
butions (hereafter: SSC) were under the entity’s super-
vision at the time. Under such circumstances, there 
were no unified strategies in terms of reforming the 
current situation in public finances. The reforms that 
did happen resulted from the efforts of the interna-
tional community in B&H, namely the Office of the 
High Representative (hereafter: OHR) and internation-
al financial institutions such as the IMF and the World 
Bank. 

Thus, indirect taxes did go through a comprehen-
sive reform under OHR decisions2 in 2003, and indirect 
taxes are currently under the Indirect Tax Authority’s 
(hereafter: ITA) jurisdiction. This means that customs, 
the value added tax (hereafter: VAT), and excise duties 
are unified at the level of B&H. Unification and central-
isation of authorities brought numerous benefits, es-
pecially in terms of greater indirect tax revenues and 
more fiscal discipline. Since the replacement of the 
retail sales tax and the introduction of a broad-based-
single VAT at the rate of 17 per cent, the ITA has been 
collecting all indirect tax revenues, which have had an 
upward trend (except in 2009 compared to 2008 due 
to the GFC, B&H Directorate for Economic Planning 
2012). 

In the field of direct taxes, reforms have been 
scarce and mostly adopted ad hoc. Some reforms 
have not been undertaken yet (e.g. SSC). Together 
with SSC, direct taxes are under the entities’ jurisdic-
tion, which causes distortions in terms of the income 
source and residency principles. Additionally, distor-
tions are present in terms of the number of tax con-
trols, overlapping authorities and, in turn, the avail-
ability of public goods (i.e. health, education, etc.). 

Figure 1.1 shows current the fiscal structure of B&H in 
terms of the legal jurisdiction of each level of govern-
ment. Figure 1.2 summarises the main legal changes 
since 1996 in B&H, as well as the legal competence of 
each level of government within B&H. Due to numer-
ous legal changes that occurred at different times, we 
will divide the process of B&H tax reforms into two pe-
riods: 1995-2006, and since 2006. 2006 was chosen as 
a benchmark year due to the fact that, in that year, the 
retail sales tax was replaced with the VAT. This was the 
biggest tax reform in B&H since its independence and 
was adopted primarily as a decision of the OHR. 

The Decision was adopted in 2003, but it took 
three years for the entire process to become opera-
tional with the introduction of VAT. Moreover, due to 
the complicated tax system in B&H, Figure 1.2 only 
shows the main legal changes in the main tax types 
(i.e. customs, excise duties, sales tax – VAT, PIT, CIT, and 
SSC) since 1996 as changes in tax rates. Changes in tax 
base, allowances and deductions within each tax type 
are not considered (see below).

Figure 1.2 shows an array of legal changes in B&H. 
This interpretation relates solely to changes in statu-
tory tax rates without going into details regarding 
changes in the tax base, allowances, deductions, or 
the treatment of specific groups of tax payers. If we 
could highlight two important reforms that occurred 
since 1996, they would be the replacement of Retail 
Sales Tax with the VAT in 2006 and the centralisation 
of indirect taxes (namely, customs and excise duties) 
at the level of B&H. Another important set of reforms 
occurred in 2008 and 2009 in the RS and FB&H re-
spectively, and relates to the application of the ‘flat 
tax’ model at 10 per cent. Under the ‘flat tax’ model, 
we only consider the equalisation of PIT and CIT rates. 
Moreover, other important taxes such as property tax-
es, additional taxes on high income earning individu-
als, etc., were not considered. Figure 1.2 also shows the 
differences in the responsibilities of the state (B&H), 
entities and other sub-central levels of governments 
and funds. Again, we will not go into detail regarding 

Figure 1.1  Fiscal Structures of B&H 

Source:  Own interpretation.
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the allocation of revenues between levels of govern-
ment. We will only note that with the establishment 
of ITA, financing at the state level of B&H improved 
significantly (Kreso 2005). Under such circumstances, 
conducting a US-type survey in B&H is a challenging 
task. Moreover, in almost twenty years of transition 
process, none of B&H tax reforms were adopted as a 
result of economic or fiscal reasons in terms of the sat-
isfaction of tax principles. The tax reforms were mainly 
a result of the aforementioned pressures from the in-
ternational community; therefore, unlike in developed 
countries, reforms in B&H were mostly adopted ad hoc 
and without quantitative justifications in the decision 
making process. This is most visible in the VAT intro-
duction at a rate of 17 per cent or the FB&H PIT reform 
in 2009 with the introduction of the 10 per cent ‘flat 
tax’. The PIT draft law in FB&H had suggested two PIT 
rates of 10 and 15 per cent above a certain threshold, 

but this was not implemented. Therefore, tax reforms 
in B&H are a combination of international suggestions 
and political decisions within B&H rather than thor-
ough economic analysis. Hence, this fact, together 
with a long and inefficient transition process led by 
slow and unfinished privatisation, has most certainly 
affected the opinions and attitudes of all of the target 
groups covered by the survey.

2. SURVEY METHODOLOGY

Expert surveys of this type were first conducted 
in the USA (Lim, Slemrod and Wilking 2013). In the 
countries of this region, a similar survey was con-
ducted in Croatia (Šimović, Blažić and Štambuk 2014) 
and Slovenia (Klun 2014). If we compare the US and 
Croatian surveys, the US survey consisted of 100 yes/

Figure 1.2  Overview of the Main Tax Reforms in B&H

N.B. information in brackets relates to allotment of revenues between levels of government
Source:  own interpretation.
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no/don’t know statements (Lim, Slemrod and Wilking 
2013), and the Croatian survey consisted of 92 state-
ments graded on a five- point Likert scale. Due to the 
peculiarities of the tax system of each country, the 
Croatian survey only had about a 20 per cent resem-
blance to the US survey (Šimović, Blažić and Štambuk 
2014). However, the most important statements re-
garding economic and tax models are the same in 
both surveys. 

Due to the specifics of the B&H constitution, espe-
cially in direct taxes, B&H’s questionnaire was adapted 
to B&H’s case. Hence, unlike the US and Croatian cases, 
a questionnaire was separately conducted in FB&H 
and RS, and each consisted of 64 and 61 statements 
respectively. 35 statements related to indirect taxes, 
and general economic and tax models were the same 
in both questionnaires. The differences in the number 
of statements mostly related to statements in the area 
of property taxes, deductions/exclusions in the area 
of PIT and the authority of sub-central levels of gov-
ernment in FB&H - Cantons. However, since the main 
statements in terms of economic models are the same 
in both questionnaires, comparison is possible. In 
both entities, the survey was conducted in the spring 
and summer of 2014 and, similarly to the Croatian 
case, a Likert scale was used. Respondents in both 
entities also provided their main demographic infor-
mation such as their age, occupation and education. 
In accordance with the US and the Croatian surveys, 
respondents were divided into three groups: academ-
ics, professionals from the private sector, and the gov-
ernment sector, namely employees of the Ministries 
of Finance and tax administrations. Before going into 
details regarding each group, it has to be noted that, 
although the RS questionnaire was conducted in the 
same manner as the FB&H case, the RS results include 
a very limited number of respondents (only 28 in to-
tal). The results from the RS survey are summarised in 
Antić (2014). Due to the low level of responses in the 
RS, if we added the RS’s answers to FB&H’s case, they 
would be lost in the total number of respondents in 
the FB&H (195 responses). Hence, we will only briefly 
analyse the conclusions of RS respondents and com-
pare them to those of the FB&H. Therefore, the focus 
will be on responses from the FB&H. 

The survey was conducted in three main groups. 
The academics were contacted using e-mail addresses 
obtained from official universities’ websites across the 
FB&H, and by post. It has to be noted that academics 
in the FB&H mostly teach at more than one university, 
including private universities. In academia, the ques-
tionnaire was sent to 87 addresses. The private sec-
tor was interviewed by email solely. Since the FB&H 
does not legally recognise tax advisory/consultants, 

this group included employees of international audit 
and tax advisory companies (i.e. the Big Four employ-
ees), domestic audit companies, and most frequently 
chartered accountants and auditors employed in the 
financial sector (banks, leasing companies, etc.). The 
headquarters of such financial institutions are mostly 
located in the FB&H. However, what seems to be the 
problem in the FB&H is the fact that due to the un-
regulated tax advisory sector (missing Law on Tax 
Consultancy/Advisory) individuals from different in-
dustries tend to engage in activities for which they 
are not formally authorised. The only group of profes-
sionals that were interviewed and do practically en-
gage in tax advisory/consultancy are those employed 
in international tax advisory companies and, to some 
extent, in domestic tax advisory companies. The ques-
tionnaire was sent via email to 80 professionals. The 
government sector was also interviewed, mostly by 
email and post. When the interview was conducted, 
the FB&H government and FB&H Ministry of Finance 
faced a challenging period (i.e. violent protests and ri-
ots in February 2014, dismissal of the Federal Minister 
of Finance, etc.), and therefore, conducting a survey 
under such circumstances was very difficult. However, 
the survey was forwarded to the managing director of 
the Tax Administration of FB&H and was conducted 
among tax inspectors, employees inside the Central 
Office and the heads and deputies of cantonal tax 
offices in FB&H. Some were sent via email and some 
via post. The total number of potential respondents 
is therefore unknown, but the response in this group 
is considerable, since 110 surveys were filled out. The 
employees of the FB&H’s Ministry of Finance, as well 
as the ITA, were also interviewed, but they make up 
only 14 per cent of all of the government officials that 
were interviewed. Thus, in total, 195 individuals re-
sponded to the survey in FB&H. In the RS, out of the 28 
respondents, the most significant part was taken up 
by the government sector. Table 1.1 summarises the 
respondent structure for the FB&H.

Table 1.1  Respondent structure in the FB&H

Groups FB&H*
No. %

The academic community 
(universities, institutes)

44 22.7%

The government sector 111 57.2%
The private sector 39 20.1%
Total 194 100.0%

* One respondent did not answer this question (195 
questionnaires were filled in).
Source: Authors.
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Figure 1.3 summarises the 
structure of the FB&H’s dataset. 
Similar to the Croatian case, most 
of the government sector and 
academia is taken by tax admin-
istration, and those teaching eco-
nomics, respectively. However, 
unlike in the Croatian case, where 
50 per cent of all private sector 
respondents were tax advisors, in 
the FB&H only 26 per cent of the 
sample are tax advisors (Šimović, 
Blažić and Štambuk 2013). In 
FB&H, the interviewed tax advi-
sors were all employed in inter-
national and domestic tax con-
sultancies. Thus, the majority of 
those interviewed in the private 
sector in FB&H were chartered ac-
countants and auditors working 
in the financial sector in FB&H and 
dealing with taxes to some extent.

Figure 1.4 interprets the edu-
cational structure of the dataset 
for the FB&H. All experts have at 
least a bachelor’s degree3. In the 
FB&H, the reason for this lies in 
the fact that the majority of the 
dataset is taken up by those em-
ployed in the government sector/
tax administration. Academia and 
the private sector mostly have 
Ph.D. and master’s degrees, re-
spectively. In the FB&H, 50.7 per 
cent of the dataset were younger 
than 44 years of age, the average 
age in the private sector was 35 
years, in academia 41, and in the 
government sector 49 years of 
age. The mode value in the FB&H 
is 57 years of age. 

In order to conduct a compara-
tive analysis in relation to the US 
or the Croatian survey, we will 
have to adopt a similar method-
ology. In the US and the Croatian 
surveys a reasonable benchmark 
of at least 61 per cent of yes/no an-
swers (without neutral response) 
was considered a degree of con-
sensus (Lim, Slemrod and Wilking 
2013). Given that the FB&H case, 
similarly to the Croatian case, uses 
the Likert scale, answers were 

Figure 1.4  Educational structure of respondents in the FB&H

Source:  Authors.

Figure 1.3  The Structure of the Dataset in the FB&H by sectors

Source:  Authors.
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Source: Authors.
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summarised in a similar manner (without neutral an-
swers). Table 1.2 summarises responses to the FB&H 
survey with a degree of consensus of at least 61 per 
cent and a more certain degree of consensus of 75 per 
cent, respectively. 

Under the degree of consensus of 61 per cent in 
the US, 84 statements (out of 100) fulfilled this bench-
mark in the 2013 survey (Lim, Slemrod and Wilking 
2013). In the Croatian case, 64 (out of 92 statements) 
fulfilled this criterion (Šimović, Blažić and Štambuk 
2014). In the FB&H, 57 (out of 64 statements) reached 
the given degree of consensus, which is almost 90 per 
cent. A high level of consensus is definitely a good in-
dicator, but does not necessarily indicate a consistent 
tax policy. Most (if not all) legal changes in the FB&H 
were far from serious tax reforms and were usually ini-
tiated and conducted by pressures from the interna-
tional community in (F)B&H. This is most certainly true 
for all indirect taxes, slow and uncertain reforms in the 
field of direct taxes, and no reforms in the area of SSC. 
In order to provide an overall analysis of responses in 
the following part, we will interpret the results from 
the Likert scale (1 to 5) as follows: answers 1 and 2 will 
be summarised as ‘I disagree’, answer 3 is ‘neutral’, and 
answers 4 and 5 as ‘I agree’4. 

3. TAX ISSUES AND THE ECONOMIC MODEL IN 
THE FB&H WITH COMPARISONS TO THE RS

In comparison to the US and Croatian surveys, 
which had 100 and 92 statements respectively, the 
FB&H survey only included 64 statements. The rea-
son for this limited number of statements in the FB&H 
survey (and that of the RS) mostly relates to the fact 
that some statements were not applicable in the 
case of B&H (both entities). In this part of the paper, 
we will only compare the overall results among a lim-
ited number of statements in the FB&H and RS, and 
will try to include the level of consensus. Statements/
questions were selected based on their significance 
in overall fiscal policy in terms of whether they 
were popular policy options, or whether there were 

significant differences in attitudes among the entities. 
Thus, in both entities, the questionnaires were divided 
into four groups. 

The first part concerned statements regarding indi-
rect taxes at the level of B&H, the second part related 
to general tax issues and economic models, the third 
part concerned property tax, and the final part dealt 
with direct taxes, namely PIT and CIT. The first and the 
second parts are identical in both surveys. 

Table 1.3 summarises most distinct responses as 
yes/no/neutral responses to the questionnaire among 
the two B&H entities. Responses were virtually the 
same in both entities to statements regarding the 
treatment of excise duties, so they are not shown in 
Table 1.3. However, disagreement among entities was 
visible in responses dealing with the VAT. A statement 
regarding the introduction of a reduced VAT rate in 
the FB&H was responded positively by 72 per cent of 
respondents. Response to this statement in RS was 
divided in half between those who agreed and disa-
greed (Antić 2014). More specifically, in the FB&H sur-
vey, those coming from the government sector mostly 
agreed with this statement (72 per cent) whereas in 
the RS, the government sector mostly disagreed. The 
overall result in the RS was divided in half amongst 
those who agreed and disagreed (i.e. exactly 50 per 
cent, Antić 2014). The reason perhaps lies in the fact 
that most of those interviewed in the RS come from 
ITA, and are therefore aware of the additional com-
plexity of the introduction of a reduced VAT rate (since 
the ITA is completely in charge of indirect taxes), 
whereas in the FB&H, those coming from the govern-
ment sector are mostly in charge of direct taxes, so 
they mostly agreed with this statement. 

In the second part, which regarded general tax is-
sues and economic models, there were significant 
differences in opinion. One particular statement is im-
portant and relates to the efficiency-equity trade-off. 
In the RS case, respondents were divided and could 
not give preference to either the efficiency or equity 
principle (Antić 2014). In the FB&H, the preference was 
given to the equity principle over the efficiency princi-
ple (62 per cent). Responses regarding an increase in 

Table 1.3  Summary of Expert Attitudes Regarding Indirect Taxes in the RS and FB&H, in %

Statement

RS FB&H

No Neutral Yes No Neutral Yes

Q01. B&H should introduce reduced VAT rate. 50 0 50 26 2 72

Q02. Standard VAT rate should be increased. 78 12 10 72 6 22

N.B. Data for RS are estimated based upon Antić, 2014. 
Source:  Own calculation.
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tax penalties and satisfaction of the compliance prin-
ciple in creating tax policy were positively responded 
to in FB&H, with 67 per cent agreeing. In the RS, more 
than 80 per cent agreed. The lower rate of responses in 
the FB&H to this question is a result of responses from 
the government sector. In the government sector in 
the FB&H, which is in charge of the administration of 
tax penalties, only 60 per cent agreed. We can only as-
sume that the government sector in the FB&H faces 
different problems, such as establishing tax frauds, so 
they do not think that penalties for tax evasion/frauds 
should increase. In both the RS and FB&H, the remain-
ing economic model issues are mostly responded to 
similarly. All respondents in the FB&H and RS feel that 
the SSC should not be increased. Although SSC rates 
have had a falling tendency in both entities, they sig-
nificantly differ across the two entities in amount. In 

the FB&H, they amount to 41.5 per cent and are paid 
both by employer and employee, whereas in the RS 
they amount to 33 per cent and are all paid by the 
employer. Additionally, in the FB&H, all feel that the 
SSC paid by employee and employer should be con-
solidated into one payment (similar to the RS prac-
tice). Furthermore, all respondents in the FB&H and RS 
agreed on issues such as the lowering of the tax bur-
den relative to GDP, reduction of public revenues and 
expenditures relative to GDP, and changes in the tax 
structure. Moreover, respondents in the FB&H feel that 
lower marginal income tax rates reduce leisure and 
increase work effort, that non-taxation of interest and 
financial capital gains encourages saving and invest-
ment, respectively, and that government tax relief and 
incentives promote economic growth. Additionally, 
only 43 per cent in the RS and 34 per cent in the FB&H 

Table 1.4 Summary of Expert Attitudes Regarding General Tax issues and Economic Models in the RS and FB&H, in %

Statement

RS FB&H

No Neutral Yes No Neutral Yes

Q19. Social security contributions should be increased at all levels 
(Pension, Health, Unemployment). 

100 0 0 86 5 9

Q22. The entire tax burden (the level of taxes relative to GDP) should 
be reduced.

15 18 67 16 18 66

Q24. The entire level of public revenues (and public expenditures) 
relative to GDP should be lowered.

15 18 67 13 23 63

Q25. The tax structure should be changed. 5 28 67 7 16 77

Q26. The tax burden should be shifted from personal and corporate 
income to consumption.

45 15 40 39 17 44

Q27. The tax burden should be shifted from personal and corporate 
income to property.

32 18 50 28 21 51

Q28. Lower marginal income tax rates reduce leisure and increase 
work effort.

23 20 57 24 24 52

Q29. Non-taxation of interest encourages saving. 11 10 79 20 12 68

Q30. Non-taxation of financial capital gains encourages investment 
and promotes economic growth.

11 10 79 20 18 62

Q31. Different government tax reductions (reliefs, incentives) 
promote economic growth.

13 8 79 14 12 74

Q32. VAT is regressive. 39 18 43 44 22 34

Q33. Administrative and compliance costs of taxation should play a 
significant role in creating tax policy (these costs should be reduced 
by making the tax system significantly simpler).

19 3 78 8 9 83

Q34. The equity principle should have priority over the efficiency 
principle in creating tax policy.

33 33 34 19 19 62

Q35. Penalties for tax evasion should be increased. 22 8 70 25 7 67

N.B. Differences exist due to rounding errors or omitted responses.
Source: Own calculation and Antić (2014).
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consider the current single-rate VAT to be regressive. 
Within this group of statements, the most interest-
ing statements related to ‘incidence’ statements were 
undecided responses from both entities. In the state-
ment regarding a shift from income to consumption, 
respondents in the FB&H and RS reached similar levels 
of responses, with 40 per cent of respondents agree-
ing with this statement. Alternatively, responses re-
garding a shift from income to property reached 50 
per cent of positive answers in both entities. Table 1.4 
summarises the responses as yes/no/neutral answers 
for general tax issues and economic models.

The third part of the survey included property 
taxes. Since this part of tax policy is under the entities’ 
supervision, most differences between the statements 
are in this (and final) part of the survey. The statement 
that is positively answered in both entities is related to 
the fact that property is a necessary additional indica-
tor of the ability to pay besides income. Unlike the RS 
case, which did not have a specific set of statements, 
in the FB&H respondents agreed that the FB&H needs 
property tax reform and that ten cantonal laws should 
be consolidated into one. Furthermore, respondents 
in both entities answered positively to the statement 
regarding real estate tax being local tax in terms of 
revenues. The final part of the survey is related to 
statements about income taxes, namely personal and 
corporate income tax (PIT and CIT). Since these types 
of taxes, together with property taxes are under enti-
ties’ legal supervision, there were differences in this 
part of the survey among entities. The most impor-
tant statement regarding the introduction of progres-
sive PIT in the FB&H and RS was positively answered. 
Additionally, respondents in both the FB&H and RS 
disagree with the possible increase of the ‘flat tax’ rate. 
Responses regarding introduction of progressive PIT 
in the FB&H are expected, but not in the RS. If we link 
the response to this statement to the efficiency-equity 
trade-off, we will see that the respondents in the FB&H 
are consistent, whereas in the RS that is not the case. 
In the FB&H, respondents gave priority to the equity 
principle (vertical equity) over efficiency, since the 
redistributive function of the state is, at least in the-
ory, best satisfied through progressive PIT (Musgrave 
and Musgrave 1993). In the RS, 57 per cent of those 
primarily coming from the government sector were 
in favour of progressive PIT. The reason for favouring 
progressive PIT in the RS might perhaps lie in the fact 
that the government sector in RS, regardless of the PIT 
rate (flat or progressive), always pays out the same net 
wage to its employees, i.e. if and when legal changes 
in the tax rate occur (or the tax base in terms of stand-
ard and non-standard allowances) the government 

sector in the RS always corrects the gross wage, so 
that the net wage paid to employees would not be 
changed. In the FB&H, all responses regarding stand-
ard allowances and deductions are mostly unanimous 
and are similar to the RS responses (where compara-
ble). Moreover, in the FB&H, the majority feel that fi-
nancial capital gains and dividends should be taxed 
within PIT. This implies that all favour comprehensive 
a SHS definition of income, rather than an expendi-
ture-based one. Additionally, in the FB&H, only slightly 
more than 50 per cent think that dividends should be 
given preferential treatment to other sources of in-
come in terms of lower tax rates. These responses in 
the FB&H are particularly interesting, bearing in mind 
that dividends under ‘flat tax’ are currently not subject 
to tax. In the RS, on the other hand, under 10 per cent 
of ‘flat tax’ dividends are subject to taxation. In the 
RS, opinions regarding taxation of dividends are di-
vided between the private (disagree) and government 
(agree) sectors (Antić 2014), but the majority agreed 
with preferential treatment of dividends compared to 
other sources of income. 

Fringe benefits should continue to be exempt 
from taxation of income in the FB&H, and a cantonal/
municipal surtax should not be introduced. The posi-
tive answer regarding non-taxation of fringe benefits 
from the FB&H’s government sector is very peculiar, 
especially bearing in mind that non-taxation of fringe 
benefits narrows the tax base and can act in a stimu-
lating way in terms of underreporting or ‘envelope 
salaries’. Again, a small, war-torn transition country 
such as B&H with divided markets faces serious chal-
lenges regarding the high levels of the shadow econ-
omy (Schneider 2012). Moreover, the opinion regard-
ing non-taxation of fringe benefits in the case of the 
FB&H is very concerning since fringe benefits take on 
average 40 per cent of the average monthly net wage, 
whereas in OECD countries they take as little as 1-2 
per cent (OECD 2014). Regarding CIT, respondents in 
the FB&H and the RS think that CIT rates should not 
be increased (similar to answers regarding an increase 
in PIT rates). Similar answers were given in other areas 
of CIT in both entities. Table 1.5 summarises the afore-
mentioned main results in the FB&H’s and RS’ state-
ments in the third and final part of the survey group-
ing answers as yes/no/neutral.
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4. BINOMIAL PROBIT REGRESSION RESULTS FOR 
ECONOMIC VALUES IN THE FB&H 

Similar to the US (Lim, Slemrod and Wilking 2013) 
and Croatian surveys (Šimović, Blažić and Štambuk 
2014), we have developed a model regarding re-
sponses to the most important two statements deal-
ing with tax reforms: those are statements 24 and 34. 
They were used as predictors (independent variables). 
Statements 24 and 34 relate to opinions regarding the 
lowering of the entire level of public revenues and ex-
penditures to GDP and giving preference to the equity 
aspect over efficiency, respectively. In the Croatian 
survey, similar statements were used as predictors 
(the difference is in statement 24, but the inclination is 
the same in the Croatian survey). Those who answered 
positively to statement 24 are considered to be more 

neo-liberal in their economic values, i.e. they are pro-
moting a lesser role of government in the economy. 
They are more likely to promote base-broadening 
measures as well as reduction in the top tax rates.

Those who answered positively to statement 34 
are in favour of (vertical) equity and could be regarded 
as more ‘classical interventionists’ favouring redistrib-
utive issues. They should also favour greater govern-
ment involvement in the economy. Moreover, unlike 
the former group, this group should be more in favour 
of a comprehensive S-H-S definition of income. Twenty 
six regressions were conducted. A binomial probit re-
gression included grouped yes/no answers without 
neutral answers. The regression includes demograph-
ic characteristics (such as age, education, and employ-
ment sector) as independent variables, but they are 
not specifically analysed. The private sector is used as 

Table 1.5  Summary of Expert Attitudes Regarding Direct Taxes in the RS and FB&H, in %

Statement

RS FB&H

No Neutral Yes No Neutral Yes

Q43_Property is a necessary additional indicator of ability to pay 
besides income.

6 13 81 8 10 82

Q46_Progressive income tax should be introduced. 28 15 57 29 5 66

Q47_Current personal income tax rate of 10 per cent should be 
increased.

79 21 0 74 13 14

Q48_Personal allowances in personal income tax should be re-
introduced/abolished (RS and FB&H respectively).

12 10 78 77 6 17

Q49_Family allowances should be abolished. 94 3 3 82 5 12

Q50_Tax deductions/allowances for health costs should be 
introduced/abolished (RS and FB&H respectively).

9 16 75 71 7 21

Q51_Tax deductions/allowances for owner-occupied housing 
should be abolished.

72 7 21 67 7 26

Q53_Inside PIT, dividends should (not for the RS)  
be taxed.

48 7 45 25 9 66

Q54_Inside PIT, financial capital gains should be taxed. 27 21 52 23 14 63

Q55_Inside PIT, interest on saving and securities should  
be taxed.

78 2 20 72 8 20

Q56_All sources of income inside PIT should be taxed in the same 
way (at statutory rates, without allowing the lower withholding 
tax to be the final tax due).

45 25 30 42 26 32

Q57_Capital incomes should be taxed at lower rates than labour 
incomes.

54 23 23 53 19 28

Q58_Dividends should be taxed at lower rates than other incomes 
(due to the economic double taxation of dividends).

22 14 64 34 16 51

Q59_Compensation of employees (i.e. fringe benefits) should 
continue to be exempt from taxation on income.

26 2 72 17 7 77

Q60_Cantonal/municipal surtax should be  
introduced.

72 28 0 60 22 18

Q61_Corporate income tax rate should be increased. 65 10 25 62 9 29

Source:  Own calculation and Antić (2014).
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a benchmark. Education as a benchmark is classified 
in two groups: those with and without Ph.D. 

Thus, results presented in Table 1.6 show a few im-
portant points regarding general attitudes and specif-
ics in terms of responses. 

Those who answered positively to statement Q24 
(compared to those who responded negatively5) are, 
unexpectedly, more likely to answer positively to the 

statement regarding the introduction of a financial 
transaction tax. This answer is not expected since this 
group should favour lesser government intervention, 
and hence taxation. In responses regarding PIT, those 
who claim lesser government involvement in the 
economy are more likely to favour abolishment of tax 
deductions for health costs in personal income taxa-
tion. This could be interpreted as a base-broadening 

Table 1.6:  Binomial Probit Regression Results for Economic Values in the FB&H

Question/Statement Q24a Q34b χ2 e

Q01. B&H should introduce reduced VAT rate.
0.222 0.484 6831
(0.369) (0.327) [0.337]

Q02. Standard VAT rate should be increased.
-0.651 -0.767** 10425
(0.424) (0.389) [0.108]

Q13. Excise duties on tobacco and tobacco products should be increased.
-0.168 0.42 6037
(0.445) (0.397) [0.419]

Q19. Social security contributions should be increased at all levels (Pension, Health, 
Unemployment). 

0.621 0.447 491025
(0.386) (0.568) [0]

Q20. A financial transaction tax should be introduced.
1.182** -0.713* 18869
(0.533) (0.416) [0.004]

Q21. A financial activities tax should be introduced.
0.176 1.341*** 21.32
(0.391) (0.413) [0.002]

Q23. General government should be financed less from taxes and more from different 
non-tax revenues (with an emphasis on different user charges).

1.424*** -0.595 13315
(0.431) (0.394) [0.038]

Q39. Taxation should include other forms of property, too (movable property, financial 
property, etc.), i.e. should be a synthetic taxation of property (net wealth tax).

0.348 -0.431 500844
(0.453) (0.406) [0]

Q41. Inheritances and gifts should be taxed.
0.204 -0.117 8643
(0.373) (0.344) [0.195]

Q43. Property is a necessary additional indicator of ability to pay besides income.
-0.108 0.678* 8727
(0.595) (0.402) [0.19]

Q46. FB&H should introduce progressive income tax.
0.214 0.112 19025
(0.386) (0.34) [0.866]

Q47. Current personal income tax rate of 10 per cent should be increased.
-0.883* 0.917* 18982
(0.486) (0.534) [0.004]

Q48. Personal allowances in personal income tax should be abolished.
0.12 -0.75* 9613
(0.434) (0.407) [0.142]

Q49. Family allowances should be abolished.
-0.093 -0.702* 7129
(0.434) (0.373) [0.309]

Q50. Tax deductions/allowances for health costs should be abolished.
1.117** -0.722* 10044
(0.548) (0.376) [0.123]

Q51. Tax deductions/allowances for owner-occupied housing should be abolished.
0.511 -0.517 26146
(0.455) (0.348) [0.191]

Q53. Inside PIT, dividends should be taxed.
-0.098 -0.71* 6848
(0.398) (0.404) [0.335]

Q54. Inside PIT, financial capital gains should be taxed.
-0.29 -0.697* 5332
(0.421) (0.401) [0.502]
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measure within PIT. This group is more likely to answer 
negatively to the statement regarding an increase in 
the current 10 per cent ‘flat rate’. This is in line with 
the laissez faire ideology. Unfortunately, other state-
ments regarding the definition of the tax base were 
not significant.

Tax experts inclined to a greater role of govern-
ment (i.e. those who answered positively to statement 
34 in comparison to those who answered negatively) 
are more likely to disagree on a statement regarding 
an increase in the standard VAT rate. The responses to 
this statement could be explained as an awareness of 
tax experts that the current application of single-rate 
broad-based VAT causes regressivity and in turn dis-
torts equity. However, one must not forget that most 
tax experts answered negatively to the statement re-
garding VAT regressivity (although a consensus was 
not reached on this particular statement). Moreover, 
experts might also feel that the standard VAT rate has 
already reached its peak at 17 per cent, even though 
this is currently the lowest VAT rate in the region. 
Contrary to expectations, this group is more likely to 
disagree on the introduction of a financial transac-
tions tax. This could be justified by fragmented and 
underdeveloped financial markets in (F)B&H. However, 
those who favour equity over efficiency are more in-
clined toward the introduction of a financial activities 
tax. This could be justified by the fact that the FB&H 

financial market is bank-based. Expectedly, this group 
is more inclined to favour an increase in the current 10 
per cent ‘flat tax’ and consider that property a neces-
sary additional indicator of the ability to pay besides 
income. Additionally, this group is inclined to answer 
negatively regarding an abolishment of all allowances 
(personal, family and owner-occupied housing) which 
is in line with expectations. However, what is unex-
pected is the fact that this group is more inclined to 
be against the taxation of dividends and financial 
capital gains. Taxation of dividends and financial capi-
tal gains (realised) is a crucial parameter in the defini-
tion of the comprehensive income under S-H-S, which 
represents satisfaction of the ability-to-pay principle. 
However, this response among FB&H experts reflects 
the current policy of non-taxation of dividends and 
capital gains which in turn causes income shifting. 
Thus, the results shown in Table 1.6 in terms of eco-
nomic values in the FB&H are unclear, with numerous 
unexpected answers indicating two important points: 
this brief analysis proves the point that tax reforms are 
adopted ad hoc and under pressure from the inter-
national community, and therefore, local tax experts 
have little knowledge regarding specific tax issues; 
the second point builds on the first regarding the cru-
cial definition of the tax base in terms of its broadness 
(or narrowness), especially in PIT, i.e. the taxation of 
dividends and financial capital gains.

Q55. Inside PIT, interest on saving and securities should be taxed.
-0.435 -0.24 42253
(0.386) (0.344) [0.33]

Q56. All sources of income inside PIT should be taxed in the same way (at statutory 
rates, without allowing the lower withholding tax to be the final tax due).

0.186 -0.28 9184
(0.377) (0.357) [0.163]

Q57. Capital incomes should be taxed at lower rates than labour incomes.
0.451 0.193 9193
(0.474) (0.393) [0.163]

Q58. Dividends should be taxed at lower rates than other incomes (due to the eco-
nomic double taxation of dividends).

0.003 -0.085 0.958
(0.373) (0.346) [0.987]

Q59. Compensation of employees (i.e. fringe benefits) should continue to be exempt 
from taxation on income.

0.112 0.186 3347
(0.422) (0.359) [0.764]

Q61. Corporate income tax rate should be increased. 
0.047 -0.253 4057
(0.435) (0.377) [0.669]

Q62. Differentiated/reduced corporate income tax rates should be introduced for cer-
tain industries (e.g. agriculture, tourism).

-0.229 -0.072 34001
(0.427) (0.348) [0.818]

Q64. Reinvested profits should be exempt from taxation.
0.255 0.17 2392
(0.448) (0.422) [0.793]

Notes: Robust standard errors are in parenthesis. The p-values of the χ2 are in brackets. Other regressors include indicators 
of sector of employment, age and education.
* p< 0.1; ** p < 0.05; *** p < 0.01
aQ24 - The entire level of public revenues (and public expenditures) relative to GDP should be lowered.
bQ34 - The equity principle should have priority over the efficiency principle in creating tax policy.

Source: Authors’ calculation.
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5. BINOMIAL PROBIT REGRESSION RESULTS FOR 
ECONOMIC VIEWS IN THE FB&H 
Again, similar to the US and Croatian surveys 

(Lim, Slemrod and Wilking 2013, Šimović, Blažić and 
Štambuk 2014), binomial probit regression was con-
ducted in order to determine taxpayers’ behaviour 
and tax incidence. Statements 30 and 31 were used 
as behavioural predictors, and statements 26 and 27 
as incidence predictors. Table 1.7 summarises the re-
sponses in terms of economic views.

Table 1.7, shows, similarly to the Croatian survey, 
that statement No. 31 (Different government tax 
reductions (reliefs, incentives) promote economic 
growth) turned out to be the best predictor among 
behavioural responses. The experts who answered 
positively (compared to those who answered nega-
tively) to the aforementioned statement are more 
likely to be more inclined to an increase in standard 
VAT rates as well as excise duties on tobacco and to-
bacco products. The statement regarding an increase 

Table 1.7: Binomial Probit Regression Results for Economic Views in the FB&H

Question/Statement

Behavioural responses Incidence

χ2 eQ30a Q31b Q26c Q27d

Q01. B&H should introduce reduced VAT rate. -0.194 0.239 -0.248 -0.123 11253

(0.381) (0.412) (0.322) (0.354) [0.188]

Q02. Standard VAT rate should be increased. -0.638 1.501** 0.422 0.315 12768

(0.409) (0.591) (0.335) (0.397) [0.12]

Q13. Excise duties on tobacco and tobacco products 
should be increased.

-0.744 1.664*** -0.268 0.577 13491

(0.546) (0.584) (0.404) (0.445) [0.096]

Q19. Social security contributions should be increased at 
all levels (Pension, Health, Unemployment). 

0.366 -0.005 0.615 -0.095 14756

(0.639) (0.703) (0.439) (0.353) [0.064]

Q20. A financial transaction tax should be introduced. -0.597 -0.92 -0.515 -0.492 17046

(0.417) (0.572) (0.34) (0.428) [0.03]

Q21. A financial activities tax should be introduced. 0.13 -1.229* -0.742** 0.049 42025

(0.444) (0.685) (0.35) (0.368) [0.007]

Q23. General government should be financed less from 
taxes and more from different non-tax revenues (with an 
emphasis on different user charges).

-0.323 0.573 0.287 0.314 4099

(0.469) (0.476) (0.322) (0.335) [0.848]

Q39. Taxation should include other forms of property, too 
(movable property, financial property, etc.), i.e. should be 
a synthetic taxation of property (net wealth tax).

-0.239 -0.165 -0.362 0.909** 10724

(0.442) (0.467) (0.326) (0.37) [0.218]

Q41. Inheritances and gifts should be taxed. 0.237 -0.693* -0.617** 0.614* 13837

(0.378) (0.394) (0.313) (0.334) [0.086]

Q43. Property is a necessary additional indicator of abil-
ity to pay besides income.

-0.335 -0.126 -0.12 0.535 8577

(0.697) (0.752) (0.438) (0.427) [0.379]

Q46. The FB&H should introduce progressive income tax. 0.081 0.3 -0.124 0.697** 6861

(0.416) (0.458) (0.323) (0.327) [0.552]

Q47. Current personal income tax rate of 10 per cent 
should be increased.

-0.355 -0.074 -0.104 1.135** 16859

(0.495) (0.466) (0.398) (0.553) [0.032]

Q48. Personal allowances in personal income tax should 
be abolished.

-0.431 -0.568 -0.199 1.109*** 18682

(0.438) (0.508) (0.36) (0.427) [0.017]

Q49. Family allowances should be abolished. -0.098 -0.58 -0.415 0.632 12551

(0.433) (0.501) (0.405) (0.413) [0.128]

Q50. Tax deductions/allowances for health costs should 
be abolished.

-0.227 -0.118 -0.194 0.825** 21762

(0.446) (0.514) (0.369) (0.418) [0.005]

Q51. Tax deductions/allowances for owner-occupied 
housing should be abolished.

-0.532 0.175 -0.507 0.734* 18915

(0.431) (0.475) (0.329) (0.38) [0.015]
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in standard VAT rates could be justified as a revenue 
compensating measure caused by increasing tax ex-
penditures. Hence, those who responded positively 
to statement 31 are also likely to answer positively 
in terms of the introduction of reduced corporate in-
come tax rates for certain industries and the exemp-
tion of reinvested profits from taxation. Those more 
inclined to tax reductions as a way of promoting eco-
nomic growth are more likely to respond negatively to 
an introduction of financial activities tax as well as the 
taxation of inheritances and gifts. Again, responses 
show inconsistencies which could only be linked to 
fragmented tax policy within the FB&H, where com-
prehensiveness of tax reforms is unfortunately not 
considered. The possible introduction of a financial 
activities tax would probably be under the jurisdiction 
of the FB&H, whereas the taxation of inheritances and 
gifts is currently under cantonal jurisdiction (ten sepa-
rate laws in each canton within the FB&H).

Statement No. 30 (Non-taxation of financial capi-
tal gains encourages investment and promotes eco-
nomic growth) as a narrower statement proved to be 
a less important predictor (similar to Šimović, Blažić 
and Štambuk 2014). Those who answered positively 
to this statement (compared to those who answered 
negatively) are more likely to be against an increase in 
corporate income tax. This is an expected answer from 
those who are more inclined to neo-liberal ideology. 
Although responses are not statistically significant, 
statements regarding taxation of dividends, financial 
capital gains and interest on saving and securities 
have a negative relationship to the aforementioned 
statement, which is again a logical response of the 
more liberal experts.

Statement No. 27 (The tax burden should be 
shifted from personal and corporate income to prop-
erty) turned out to be a more important predictor 
than statement 26 regarding a shift in tax burden 

Q53. Inside PIT, dividends should be taxed. -0.687 0.211 -0.388 0.372 10703

(0.441) (0.44) (0.304) (0.342) [0.219]

Q54. Inside PIT, financial capital gains should be taxed. -0.789 -0.783 -0.181 0.553 16303

(0.505) (0.618) (0.327) (0.352) [0.038]

Q55. Inside PIT, interest on saving and securities should 
be taxed.

-0.208 0.121 -0.248 1.478*** 21086

(0.408) (0.417) (0.372) (0.473) [0.007]

Q56. All sources of income inside PIT should be taxed in 
the same way (at statutory rates, without allowing the 
lower withholding tax to be the final tax due).

0.704 0.02 0.136 -0.234 25448

(0.48) (0.494) (0.353) (0.405) [0.001]

Q57. Capital incomes should be taxed at lower rates than 
labour incomes.

1.166** 0.301 0.753** 0.192 18165

(0.486) (0.538) (0.375) (0.391) [0.02]

Q58. Dividends should be taxed at lower rates than 
other incomes (due to the economic double taxation of 
dividends).

0.461 0.48 0.47 -0.56 8391

(0.378) (0.428) (0.323) (0.357) [0.396]

Q59. Compensation of employees (i.e. fringe benefits) 
should continue to be exempt from taxation on income.

0.531 0.653 -0.064 -0.498 18256

(0.376) (0.406) (0.378) (0.41) [0.019]

Q61. The corporate income tax rate should be increased. 

-1.433*** 0.61 -0.478 0.428 17371

(0.458) (0.507) (0.374) (0.377) [0.026]

Q62. Differentiated / reduced corporate income tax rates 
should be introduced for certain industries (e.g. agricul-
ture, tourism).

-0.355 0.904** 0.24 -0.054 6406

(0.412) (0.434) (0.328) (0.344) [0.602]

Q64. Reinvested profits should be exempt from taxation.

-0.363 1.582*** -0.021 0.238 14033

(0.47) (0.514) (0.354) (0.368) [0.081]

Notes: Robust standard errors are in parenthesis. The p-values of the χ2 are in brackets. Other regressors include indicators of 
sector of employment, age and education.
* p< 0.1; ** p < 0.05; *** p < 0.01
aQ26. The tax burden should be shifted from personal and corporate income to consumption.
bQ27. The tax burden should be shifted from personal and corporate income to property.
cQ30. Non-taxation of financial capital gains encourages investment and promotes economic growth.
dQ31. Different government tax reductions (reliefs, incentives) promote economic growth.

Source:  Authors’ calculations.
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from personal and corporate income to consump-
tion. Expectedly, those who answered statement 27 
positively (compared to those who answered nega-
tively) are more likely to favour a more comprehen-
sive definition of taxation of property (statement No. 
39). Moreover, respondents who answered positively 
to statement No. 27 are also more inclined to answer 
positively to the taxation of inheritance and gifts, 
the introduction of progressive PIT and an increase 
in the current 10 per cent PIT rate. Therefore, with 
base-broadening measures together with the intro-
duction of progressive PIT (or an increase in ‘flat tax’), 
experts are more in favour of comprehensive income 
tax under the S-H-S definition. This is very similar to 
responses in the Croatian survey (Šimović, Blažić and 
Štambuk 2014). However, what seems to be an unex-
pected response is that this group favours the abolish-
ment of personal allowances (statement No. 48), and 
tax deductions for health costs (statement No. 50). 
These responses are not expected, since the S-H-S def-
inition of income acknowledges personal allowances 
as standard allowances. Property is usually perceived 
as an additional indicator of the ability to pay be-
sides income, and nowadays, in the ‘hybrid’ definition 
of income as tax base different sources of property 
(and property rights) are included in the income tax 
base. However, personal allowances are usually kept, 
although in some transition countries (e.g. Bulgaria, 
Georgia), they are abolished under the ‘flat tax’. Those 
in favour of a shift from income to property are also 
more likely to answer positively regarding the taxa-
tion of interest on savings and securities. 

 CONCLUSION

This paper attempted to summarise the major re-
sults of a survey regarding tax policy issues and atti-
tudes in B&H. Furthermore, the results from a similar 
survey conducted in the RS were compared with the 
FB&H case. Thus, even though B&H tax policy is con-
ducted separately, the majority of respondents in 
both entities share common feelings regarding most 
tax policy issues. Differences amongst entities that 
do exist mostly relate to statements regarding the 
introduction of reduced VAT rates and preference in 
terms of the efficiency-equity trade-off. Interestingly 
enough, with the current B&H application of single 
rate broad-based VAT, most of the experts in both en-
tities think that the VAT is not regressive. The FB&H 
survey also showed a very high degree of consensus 
among most statements about experts’ attitudes. 
This is a surprising fact, especially under the current 
divided markets and complex tax policy. However, as 

we argued before, the FB&H survey showed a few in-
consistencies in its responses, especially those related 
to general tax issues and economic models. Moreover, 
the greatest differences in responses between the en-
tities occurred in this part of the survey. 

The results of binomial probit regression in the 
FB&H regarding economic values were evaluated us-
ing two predictors: one promoting lesser, and the 
other promoting greater government intervention. 
The results were mostly expected (i.e. introduction 
of financial activities tax or lesser government financ-
ing from taxes, and more from different non-tax rev-
enues). However, other results in the FB&H in terms of 
economic values are sometimes unclear, with numer-
ous unexpected answers. Similarly, binomial probit re-
gression for economic views provided similar unclear 
responses. The reason might be the fact that tax re-
forms in (F)B&H are adopted ad hoc and under pres-
sure from the international community, and therefore, 
local tax experts have little knowledge regarding spe-
cific tax issues (i.e. comprehensiveness of income or 
consumption as a tax base); the second point builds 
on the first regarding the crucial definition of the tax 
base in terms of its broadness (or narrowness), espe-
cially in PIT, i.e. the taxation of dividends and financial 
capital gains. Similarly inconsistent responses could 
be found in the FB&H indicating an unclear direction 
for tax reforms. Hence, in the twenty years since the 
end of the war in B&H, tax reforms were adopted ei-
ther ad hoc or under pressure from the international 
community, which is in turn reflected in the unclear 
direction of tax policy in (F)B&H. 
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(Endnotes)

1 This work has been supported in part by the Croatian 
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11-8174 and in part by the University of Rijeka under 
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Hakalović from the Tax Administration of the FB&H for 
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vey. Authors would also like to thank the two anony-
mous referees for their useful suggestions.

2 The OHR, since the High Representative in B&H pro-
claimed the unified “Law on Customs and Excise Duties” 
which provided a basis for further developments in the 
field of indirect taxation. The High Representative passed 
in February 2003 the Decision on the Establishment of 
the Commission for Indirect Taxation Policy (Official 
Gazette of B&H, No. 4, 2003), pursuant to his powers and 
aimed at ensuring economic sustainability in B&H.

3 Bachelor’s degree includes those who successfully fin-
ished undergraduate studies of both the pre-Bologna 
and Bologna types. Similarly, master studies include 
postgraduate studies in the same manner.

4 The Likert scale was scaled as following: 1-strongly disa-
gree, 2-disagree, 3-neutral, 4-agree and 5-strongly agree.

5 All responses are analysed and discussed in comparison 
to those respondents who answered negatively to the 
given statements.


