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Abstract: Research on charitable deductions originates primarily from Western countries
with a long tradition of philanthropy. Research is insufficient in post-communist countries,
where philanthropy is a relatively young discipline. This study examines the impact of
changes in Czech tax legislation on individual charitable giving. It focuses on adjustments to
the conditions for applying charitable deductions and changes to tax rates. Using panel data
from tax returns for 2005-2021 and questionnaire survey data, the research evaluates donors'
responses to tax incentives. The findings reveal that while charitable giving in the Czech
Republic is sensitive to marginal tax rates, it is largely unresponsive to loosening conditions
for charitable deductions. The study shows that higher taxable income correlates with
increased charitable deductions, especially under progressive tax rates. However, the
transition to a uniform tax rate reduced the effectiveness of charitable deductions despite a
stabilization in giving trends over time. Increasing the limit for charitable deductions showed

* Corresponding author: Pavlina Kirschnerova. E-mail: kirschnerova@utb.cz
Copyright © 2026 The Author(s). Published by VGWU Press

This is an Open Access article distributed under the terms of the Creative Commons BY 4.0 license
(Creative Commons — Attribution 4.0 International — CC BY 4.0) which permits unrestricted use,
distribution, and reproduction in any medium, provided the original author and source are credited.

72 = Studia Universitatis “Vasile Goldis” Arad. Economics Series Vol 36 Issue 2/2026
p, ; N ISSN: 1584-2339; (online) ISSN: 2285 — 3065

i’“vvcg Web: publicatii.uvvg.ro/index.php/studiaeconomia. Pages 72-98

;‘HQ‘A‘%"’-



T
f'm“ STUDIA UNIVERSITATIS ECONOMICS SERIES S UES
“*“f!i!‘psj “Vasile Goldis“ Western University of Arad
Kirschnerovi, P., Janouskova, J., Urbanek, T., (2026)

Tax Policy and Philanthropy in the Czech Republic: The (Limited) Power of Tax Incentives

minimal impact on donation amounts. This was also reflected in the limited awareness and
general indifference of donors toward tax benefits.
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1. Introduction

The nonprofit sector has an irreplaceable position in society, fulfilling numerous
roles in areas of public interest. However, securing funding is not straightforward.
Many countries employ tax incentives (in the form of deductions, credits, and
exemptions) to support philanthropy.

These tax measures are part of tax expenditures, and, according to OECD (2010),
their transparency and evaluation vary significantly across countries. Only a few
nations (e.g., the United States, Canada, Germany) include tax relief in their
budgetary processes (Huber, 2020). Most countries (including the Czech Republic)
do not report or collect data on tax relief. This lack of data, or its complete absence,
hinders the determination of the effectiveness and efficiency of tax relief (including
tax relief for charitable giving), distorting governmental decisions, and international
comparisons (Burman, Geissler, & Toder, 2008; Kraan, 2004).

Academic research on tax expenditures (deductions or credits) aimed at encouraging
charitable giving is extensive but limited in terms of jurisdictions for the reasons
mentioned above. A review of studies assessing the efficiency of tax incentives for
charitable giving reveals that most come from the United States (e.g., Duquette,
2019; Rooney et al., 2020; Bakija, 2013; Zampelli & Yen, 2017), Germany (e.g.,
Bonke et al., 2013; Bonke & Werdt, 2015; Adena, 2014; Auer & Kalusche, 2010),
and France (e.g., Fack & Landais, 2010). Huber (2020) similarly concludes this in
her review of recent literature on the topic.

The approaches to giving also differ significantly between countries due to a broad
range of historical and cultural values, socioeconomic factors, governance models,
and tax regulations. The concept of philanthropy is often associated with American
society and Anglo-Saxon culture, where philanthropy is an integral part of daily life.
Conversely, Central and Eastern European countries embody an emerging
philanthropic culture, suppressed during the socialist regime (European Foundation
Centre, 2015).

In the Czech Republic, organized philanthropy based on democratic principles was
restored after 1989 (Fri¢ & Ktizova, 2001). In the centrally planned economy before
1989 (during socialism in the Czech Republic), giving was state-organized and had
a highly centralized nature. Overall, this system left no room for charitable giving in

= . 73
Studia Universitatis “Vasile Goldis” Arad. Economics Series Vol 36 Issue 2/2026

§IVVE? ISSN: 1584-2339; (online) ISSN: 2285 — 3065
:u( & =g Web: publicatii.uvvg.ro/index.php/studiaeconomia. Pages 72-98



=
PiiN STUDIA UNIVERSITATIS ECONOMICS SERIES S UES
%y{!"!?q,% “Vasile Goldis“ Western University of Arad

Kirschnerova, P., Janouskova, J., Urbanek, T., (2026)
Tax Policy and Philanthropy in the Czech Republic: The (Limited) Power of Tax Incentives

its modern sense, as the state-controlled most societal activities and philanthropic
initiatives were limited (PospiSilova, 2011; Becvarova, 2023). Financing of the
nonprofit sector in areas such as education, social care, and healthcare remains
predominantly in the hands of the state (Fri¢ & Kiizova, 2001). In international
comparisons, the Czech Republic ranks among countries with a low volume of
donations. Charitable giving by individuals as a percentage of GDP in 2016 was
0.04%. By contrast, Germany was at 0.17%, Italy 0.30%, France 0.11%, the United
Kingdom 0.54%, and the United States 1.44% (OECD, 2020).

As mentioned earlier, the Czech government has no tax expenditure accounting
mechanisms and does not evaluate any tax relief. Yet, without this feedback, it
adjusts the tax incentives for charitable donations to promote philanthropy. Are these
changes effective in achieving these goals? The literature indicates that taxpayers'
charitable contributions respond to changes in the after-tax cost of giving, but there
is no consensus on the magnitude of these effects (Goldin & Listokin, 2014).
Determining effectiveness and efficiency is challenging and depends on available
data (Burman, Geissler, & Toder, 2008; Kraan, 2004).

This article examines the impact of changes in the Czech tax law on charitable giving
by individuals in the Czech Republic. It focuses on changes in the conditions for
applying charitable deductions from taxable income and on changes in tax rates,
which may significantly influence giving in the Czech Republic.

For the research, we used information from available tax returns available for the
period 2005-2021. These data allowed us to examine the amount of charitable giving
declared by individuals depending on their taxable income and the specified period.
Using panel analysis, we evaluated the impact of changes in tax legislation on
donation amounts by individuals, broken down by the years in which the tax
provisions were in effect. For a comprehensive analysis and given that individuals
with taxable income only from employment are not required to file a tax return in
the Czech Republic, we extended the research to include a questionnaire survey
conducted among employees. This primary research helped us better understand the
impact of changes in tax legislation on donor behavior.

We found that donor behavior in the Czech Republic is sensitive to marginal tax
rates but less responsive to relaxed conditions for charitable giving incentives. The
tax aspect is irrelevant for most individuals, who pay limited attention to conditions
for applying charitable deductions. This suggests that reforms of charitable
deductions have not achieved their intended goal of promoting giving in the Czech
Republic, leaving this tool for supporting donations largely underutilized.

There is limited research on assessing the efficiency of tax incentives for charitable
giving using tax return data outside the Western world. Similarly, studies conducted
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in diverse cultural contexts are scarce. Therefore, we believe that the findings based
on the case of the Czech Republic, where philanthropy is a relatively young
discipline, can contribute to theoretical foundations and serve as a practical tool for
professional debates on tax reforms related to charitable deductions, particularly in
post-communist countries. These findings may also serve as inspiration for future
research projects aimed at improving the evidence base for decision-making
processes in public finance on tax incentives for charitable giving.

This paper is divided into the following chapters. After this introduction, the
Theoretical Background chapter follows, focusing on studies of tax incentives for
charitable giving. The third chapter, Donations in the Conditions of the Czech
Republic, describes studies and research conducted in the Czech Republic and
explains the tax conditions for claiming charitable donations. The fourth chapter
presents the research objectives, methodology, data, and their limitations. The fifth
chapter summarizes the results, which are then discussed. Conclusions are presented
in the sixth chapter.

2. Literature review

Almost all OECD countries recognize the role of private philanthropy and indirectly
subsidize charitable activities by allowing donors to deduct donations or part thereof
in tax returns (OECD, 2020). Tax incentives for donations enable donors to reduce
their tax burden while supporting nonprofit organizations, charitable projects,
cultural initiatives, and educational institutions. The most common forms of tax
incentives are tax deductions or tax credits. Each country has its own specific rules
and limits for these incentives. Criteria for their selection should include their ability
to effectively fulfill government goals, namely motivating taxpayers to donate
(Prasad, 2011). Tiefenbach and Kohlbacher (2015) suggest that the question is not
the relevance of government goals but rather the choice of the best tools to achieve
them. Like other forms of preferential tax treatment, tax incentives reduce
government revenues that would otherwise be collected. It is necessary to verify
whether alternative tools could achieve the same goal at lower costs. According to
Huber (2020), criticism of using tax expenditures in policymaking is particularly
relevant regarding taxpayer equity. The regressive distributional effect of tax
deductions in progressive income tax systems is problematic in light of the ability-
to-pay principle.

The EU Tax Expenditures Report (Kalyva et al., 2014) highlights that effective fiscal
policy, including simplicity and stability of the tax system and maintaining
transparency, is also a crucial criterion. Excessive tax incentives can undermine the
principle of philanthropy and are mainly limited to taxpayers with high income and
higher tax rates. The reward for donating in the form of reduced tax liability is
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negligible for taxpayers with low tax rates, providing little or no motivation to
donate. However, researchers suggest (Altshuler & Dietz, 2011; Burman, 2013) that
donors rank tax incentives low on the list of motivations. Donors respond to tax
incentives if the donation amount is personally significant and planned. Impulsive
donations are rarely made solely due to tax savings (Burrows, 2012).

Generally, higher tax expenditures represent lower marginal tax rates. Specific
higher tax deductions for donations reduce the after-tax cost of giving. Some
economists attempt to estimate taxpayers' ability to respond to changes in the after-
tax cost of giving or the tax-price elasticity of donations. Initial estimates of price
elasticity were relatively large, averaging 1.5 (Feldstein & Taylor, 1976). Later
research showed lower elasticity (Bakija & Heim, 2011; Fack & Landais, 2010).
According to Adena (2014) and Hickey et al. (2023), the tax-price elasticity varies
across income groups, age groups, and gender, with women and lower-income
households showing greater sensitivity to changes.

Bekkers and Wiepking (2011), in their study of giving mechanisms, found that
estimates of price effects are generally negative and vary significantly depending on
sample size and statistical methods used. The national context is also critical, as there
are significant differences between countries. The tax burden also plays a role.
Higher tax rates may encourage charitable donations by providing a lower after-tax
cost of donation. According to Kireenko and Golovan (2016), however, a higher
income tax rate reduces the proportion of total income allocated to charitable
expenditures, and the tax burden can be considered a factor that hinders the growth
of charitable spending. High tax liabilities decrease taxpayer willingness to
contribute to addressing social issues.

Different economic views on tax deductions for charitable donations are reflected in
their legislative treatment in various states. According to an OECD study (2020), for
example, Romania, Portugal, Hungary, and Slovakia use tax allocation schemes to
support the nonprofit sector. Tax administrations allow taxpayers to allocate a fixed
percentage or amount of their income tax directly to a charitable organization
through their tax return. In other countries, donations (or parts thereof) are deductible
from taxable income up to a limit, which may be a fixed amount or expressed as a
percentage of taxable or total income. These tax deductions are used, for example,
in the Czech Republic, Bulgaria, Germany, Italy and the United States. Other
countries offer a tax credit, which is deducted directly from the tax liability (e.g.,
Greece, Belgium, France).

Research mostly shows that it is challenging to set an appropriate level and
mechanism for tax expenditures on donations to achieve behavioral change in
taxpayers without making tax benefits the sole motivation, preserving the essence
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and principle of philanthropy (Frey & Jegen, 2001; Gneezy et al., 2011).
Philanthropic activity is influenced by cultural values, history, fiscal policy, and the
economic stability of the country.

3. Donation in the context of the Czech Republic

3.1. Studies and research on donation in the Czech Republic

Research on charitable deductions by individuals in the Czech Republic is limited.
According to Hladka et al. (2017), the problems with mapping donations stem from
the lack of reliable and systematically collected data. Academic output in this area is
insufficient, highlighting the lack of interest in this subject within academia. A
similar lack of interest is partly evident in the general Czech public.

Studies are primarily based on behavioral sciences and analyze the motivations that
influence donor behavior. For example, Hladk4 and Hyanek (2016) analyzed donor
behavior using questionnaire surveys, categorizing motives into altruism, egoism,
and investment. They also analyzed public attitudes toward nonprofit organizations
(Hyanek & Hladka, 2013). The Czechs believe that nonprofit organizations perform
well and should receive financial support. However, they hesitate to decide whether
support should come from the state, companies, or individuals. Fri¢ and Kiizova
(2001) also analyze the perception of nonprofit organizations, focusing primarily on
motivation and attitudes toward voluntary activities.

Fuchsova et al. (2018) apply a combination of economic and behavioral disciplines
in their article, examining regional differences in individual charitable giving in the
Czech Republic. Their findings indicate that these differences are only marginally
related to economic levels and prosperity. Instead, they are influenced by education,
regional social disparities, and religiosity. However, only 13.05% of the population
claims religious affiliation (CSO, 2022b), and self-declared religiosity continues to
decline (Dostal & Hyanek, 2024).

Pospisil (2013) evaluates the impact of the economic crisis on the nonprofit sector,
focusing on changes in the number of donors and the total value of donations by
individual and corporate donors between 2007 and 2011. Comparing annual total
charitable deductions from tax returns, he finds that individual donations slightly
declined in 2009, while corporate donations experienced a more prolonged decline
from 2008 to 2010.

In-depth research on tax data is often employed by authors analyzing corporate
philanthropy (e.g., Kubi¢kova, 2021; Halada & Zenka, 2020; Jarolimova &
Tuckova, 2020; Valova & Formankova, 2014; Hanousek et al., 2010). These studies
mainly assess factors such as profitability, company size, headquarters location, and
industry sector that affect corporate philanthropy strategies. In the Czech context,
data from personal income tax returns are primarily utilized in aggregated annual
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amounts or marginal analyses. Given the lack of research on charitable tax
deductions for individuals, this article focuses on addressing this issue.

3.2. Tax law in the Czech Republic and conditions for applying charitable
deductions

The conditions for claiming charitable deductions are specified in the tax legislation
in terms of both subject and value. Individuals can deduct donations from their
taxable income, provided the total value of the donations in the taxable period
exceeds 2% of taxable income or is at least CZK 1,000. A maximum of 15% of
taxable income can be deducted [1]. Additionally, donations include free blood
donations (valued at CZK 3,000 per donation), organ donations from living donors
(CZK 20,000) and hematopoietic cell donations (CZK 20,000 per donation). These
donations are included in the total value of the charitable deduction. The 15% cap
applies to both monetary and non-monetary donations. The deductions must be
claimed in the year the donations were made and cannot be carried forward to
subsequent years (FACR, 2024).

Up until 2013, the maximum limit was 10% of taxable income. In response to the
COVID-19 pandemic, the maximum limit for charitable deductions for individuals
was temporarily increased to 30% of taxable income for 2020 and 2021. This
temporary change was extended to 2024 in response to the war in Ukraine.

The range of eligible donation recipients is extensive. Donations must be made for
publicly beneficial purposes specified in the law, such as humanitarian aid, charity,
and social services (e.g. care for the elderly, children, or people with disabilities),
environmental protection, healthcare, education, science, culture, and sports.
Recipients may include state or municipal institutions, nonprofit organizations,
foundations or endowment funds, public universities, and other entities with a public
benefit focus. Specific organizations are not explicitly listed.

The income of individuals in the Czech Republic is divided into five categories:
income from employment, self-employment, capital assets (interest, dividends),
rental income, and other (occasional) income. Each category has its own rules for
calculating taxable income (e.g., different expense limits). The total taxable income,
used as the tax base for calculating tax, is the sum of all categories. Individuals can
deduct charitable donations, mortgage interest, and retirement savings contributions
from their taxable income if conditions are met. The tax period is the calendar year.
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Table 1. Tax rates of individuals in the Czech Republic

2008 - 2021-

Up to 2007 2020 2024
Taxable income Tax rate From the taxable income
(CZK) exceeding
0-121,200 12% 15%

14,544 CZK + and

121,200 — 218,400 19% 121,200 CZK 15% (2] | 23% [3]
218,400 — 331,200 33,012 szlgo/t 218,400 CZK
Over 331,200 61,212 cz31§0/+0 331,200 CZK

Source: Act No. 586/1992 Coll. on Income Taxes, as amended, self-processing

The tax rate was progressive until 2007. The effectiveness of the charitable deduction
was reduced by the 2008 tax reform, which replaced progressive taxation with a
uniform tax rate of 15% (Table 1). This change reduced the tax burden, especially
for high-income taxpayers, fundamentally altering the redistribution principle and
reducing social solidarity. To compensate for higher tax rates for low-income
taxpayers, tax credits were increased. Every taxpayer could reduce his calculated tax
by a basic tax credit of CZK 24,840 (EUR 968.61). In 2021, this credit increased to
CZK 27,840 (EUR 1,085.59) and in 2022 to CZK 30,840 (EUR 1,202.57). If a
spouse is unemployed, an additional credit for the spouse can be applied. However,
there is no joint taxation of spouses in the Czech Republic. Progressive tax rates were
reintroduced in 2021. Table 1 illustrates the changes in tax rates over the years.

The charitable deduction is partially losing the meaning of its introduction into tax
legislation. It has become irrelevant, especially for low-income taxpayers, as their
tax liability is low or zero after claiming tax credits (Table 2) (Kirschnerova &
Janouskova, 2018). We do not include child tax credits in the calculation. For low-
income taxpayers with no tax liability, the child tax credit acts as a bonus paid by
the government to the taxpayer [4].

The Czech Republic has long been among the countries least threatened by income
poverty within the European Union. In 2022, the at-risk-of-poverty threshold
(counted as 60% of the median equivalized disposable income) was CZK 217,988
(EUR 8,500.21), and the at-risk-of-poverty rate was 10.2%. The minimum wage
was CZK 16,200 (EUR 631.7), while the median wage reached CZK 34,639 (EUR
1,350.71) (CSO, 2023). For consistency, the monetary values are presented in Czech
crowns. In 2021, the average exchange rate was CZK 21.682/USD and CZK
25.645/EUR (CSO, 2022a).
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Table 2. Tax calculation with a tax credit

Up to 2020 (CZK) The year 2021 From 2022 (CZK)
(CZK)
individual + | individual + | individual +
spouse spouse spouse
taxable income 165,600 | 331,200 185,600 | 351,200 205,600 | 371,200
tax (15%) 24,840 | 49,680 27,840 | 52,680 30,840 | 55,680
- tax credit to 24,840 | 24,840 27,840 | 27,840 30,840 | 30,840
the taxpayer
- tax credit to a 24,840 24,840 24,840
spouse
= tax 0 0 0 0 0 0

Source: Act No. 586/1992 Coll. on Income Taxes, as amended, self-processing

4. Methodology and empirical data

This article examines the impact of changes in the Czech tax law on charitable giving
by individuals in the Czech Republic. It focuses on changes to conditions for
applying charitable deductions from taxable income and changes to tax rates, which
may significantly influence donations.

This is a quantitative study based on an evaluation of secondary statistical data from
the Czech Financial Administration for the period 2005-2021 (FACR, 2023). Data
before 2005 are not available [5]. The data from the Czech Financial Administration
include an average of 2.06 million taxpayers (individuals) annually who file tax
returns (out of 5 million economically active inhabitants in the Czech Republic). Of
this number, 1.16 million (56.3% of the total sample) are taxpayers with self-
employment income. The remaining 43.7% include taxpayers with income from both
self-employment and employment, or income from rentals, capital assets, and other
sources. These taxpayers are obliged to file a tax return (FACR, 2023). Individuals
with taxable income solely from employment are not required to file a tax return.
These individuals can claim charitable deductions through their annual tax
reconciliation with their employer. As a result, the tax administration does not have
detailed data on these taxpayers, and tax statistics may have limited explanatory
value. The minimum donation amount that individuals can deduct is CZK 1,000
(EUR 39). Therefore, the calculations do not reflect small donations or donations
made by text message.

Due to data limitations and to ensure a more comprehensive assessment of the
effectiveness of charitable deductions, the study was supplemented by a
questionnaire survey (realized in 2023-2024). The target group consisted of
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individuals with income only from employment (they do not file tax returns). Using
a random sample, 1,050 respondents were contacted, and 892 valid responses
(84.9%) were obtained. Demographically, the sample included 489 men (54.8%) and
403 women (45.2%).
Available tax return data are organized into 39 groups based on the taxable income
for each year. For example, the first group includes taxpayers with taxable income
of CZK 0-50,000 (EUR 1,950), the second group of CZK 50,000-100,000 (EUR
3,900), and so on. Each income group contains data on the number of taxpayers in
the group and the amount of charitable deductions for the years 2005-2021.
Continuous variables are the average taxable income and average charitable
deductions in each group. Nominal variables are the group and year.
After an initial exploration of the dataset, the data was cleaned and prepared for panel
analysis. The last income group, which has no upper limit (taxable income of CZK
5 million or more), was removed due to its undefined nature. Additionally, the
income group CZK 0-50,000 (EUR 1,950) was excluded because it contained
extreme values.
Between 2005 and 2021, 37 taxable income groups were created. Data are described
using descriptive statistics in Table 3 in the results section. Based on the results of
the descriptive statistics, we transformed the dependent variable (average charitable
deduction) and the independent variable (average taxable income) using a
logarithmic function to improve interpretation of relationships and address issues
with heteroscedasticity.
For the analysis of the obtained data, we used a nonlinear mixed-effects model that
combines fixed and random effects. This type of model allows us to account for both
general trends in the data and variability between individual subjects, leading to more
accurate estimates. The use of a nonlinear mixed-effects model offers several
advantages over traditional linear regression. It is better able to capture complex
relationships in the data and leverage information contained in heterogeneous
samples, thus improving the accuracy of the analysis (Bates et al., 2015). For the
analysis, we used R statistical software version 3.6.1 with the n/me package.
In the model estimation of the relationship between independent variables (taxable
income and year) and the dependent variable (charitable deduction) fo, fi, B:
represent fixed effects (the general relationship between variables); bo and b: are
random effects (variability between groups); u is the error term (Figure 1).
lOg(CHDij) = By + 1 ]Og(TI,'j) + B‘Ztij + b()j + blt,jj + Uij

Fixed Effects Random Effects  Residual Error

Figure 1. Model estimation
Source: self-processing
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The dependent variable, charitable deduction (CHD), and the independent variable,
taxable income (TI), are log-transformed to ensure a better interpretation of
relationships and address heteroscedasticity issues. Fixed effects model the general
relationship between the independent variables and charitable deductions. Random
effects account for variability between groups, such as differences in charitable
behavior. This approach allows for estimating the impact of taxable income and
temporal factors on charitable deductions while accounting for variability in
individual data. The model is particularly suitable for analyzing datasets where it is
essential to capture heterogeneity and nonlinear relationships.
We first evaluated the development of charitable deductions over the entire observed
period from 2005 to 2021. To answer the question regarding the impact of tax
reforms in the Czech Republic on donation amounts, we further divided the data into
sub-periods based on the validity of tax legislative provisions:
L 2005-2007
Until 2007, a progressive tax rate was applied in the Czech Republic (see
Table 1). The high tax rate, particularly for taxpayers with higher taxable
income, may have more significantly motivated taxpayers to donate, thereby
increasing the use of charitable deductions to reduce tax liability.
1L 2008-2020
In this period, a uniform tax rate of 15% was applied in the Czech Republic.
A low tax rate generally provides little incentive to utilize charitable
deductions. As a result, charitable deductions may lose their influence on
donation behavior.
1. 2008-2013
During this period, it was possible to reduce taxable income by charitable
deductions up to a maximum of 10% of taxable income.
Iv. 2014-2019
Support for donations was introduced in the form of an increased deduction
limit. From 2014, taxable income could be reduced taxable income by
charitable deductions up to a maximum of 15% of taxable income.
V. 2020-2021
Due to the COVID-19 pandemic, it is possible to reduce taxable income by
charitable deductions up to a maximum of 30% of taxable income.
The last period (2020-2021) is too short for the proposed model's application;
therefore, a separate analysis was not conducted for this period. Moreover, this
period is unique due to the COVID-19 pandemic. There is a significant decline in
economic activity and thus in the incomes of most households (Pinkovetskaia, 2022).
However, an analysis of charitable deductions over the entire observation period
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(2005-2021) reveals interesting developments in 2020-2021. It also highlights
fluctuations in charitable deductions during 2008-2011. In 2008, the global financial
crisis led to a GDP decline. For these reasons, we subsequently added an independent
variable, GDP [6]. Growth, to the overall model and included a crisis factor for
2008-2011 and 2020-2021.

5. Empirical results and discussion

5.1. Panel analysis of data from tax returns

The basic descriptive statistics of the data used are presented in Table 3. The groups
of taxable income (TI) and year are nominal variables. The calculations show the
standard deviation for the average taxable income and the average amount of
charitable deductions (CHD). This variability is primarily caused by the distribution
of individual taxable income groups (Figure 2). The taxable income data and the
average amount of charitable deductions are not normally distributed but exhibit an
exponential distribution. Therefore, we applied a logarithmic transformation to these
variables in the model calculation to improve the interpretation of relationships and
address heteroscedasticity issues.

Table 3. Descriptive statistics of the analyzed data
n | mean sd |median| min max | range [skew|kurtosis| se
Group TI 629 1 38 37
Year (t) 629 2005(1)2021(17)] 16
Average TI |629|1374.66|1161.96| 975.4 | 73.96 |4749.12|4675.16|1.24| 0.87 |46.33
Average CHD|629| 3.7 336 | 2.65 | 0.07 | 18.72 | 18.65 |1.46| 2.02 |0.13
Source: self-processing

Figure 2 illustrates the development of heterogeneity over the years 2005-2021.
Each year includes 37 taxable income groups. The variance for each year shows the
variable average amount of donations across the taxable income groups.

A significant drop in the average amount of charitable deductions can be observed
in 2008. This year marked the implementation of a tax reform that significantly
reduced the tax burden on taxpayers and the effectiveness of charitable deductions.
In contrast, during the years 2020-2021, a significant increase in the average amount
of donations occurred. This period corresponds to the COVID-19 pandemic and the
increase of the charitable deduction limit to 30% of taxable income. Based on these
developments, we analyzed the entire range of years from 2005 to 2021.
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Figure 2. Development of heterogeneity in the years 2005 — 2021
Source: self-processing

The model shows a statistically significant dependence in estimating the value of the
average charitable deduction on taxable income and year (Table 4). The model
produced the following results: Over the period 2005-2021, a 1% increase in taxable
income increased the average charitable deduction by 1.19%. The Log(TI)
coefficient is statistically significant with a p-value <0.01. Extending the time period
by one unit reduced the average charitable deduction by 1.75% across taxable

income groups.

Table 4. Results of the analysis of the model

Model AIC =-323.48
Fixed effects Value Std.Error DF t-value p-value
(Intercept) -7.168989 0.14248067 | 590 | -50.31552 <0.01
Log(TD) 1.192152 0.02065410 | 590 | 57.71987 <0.01
t -0.017557 0.00201096 | 590 -8.73068 <0.01
Random effects stdDev
(Intercept) 0.07930
t 0.00792
Source: self-processing
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We further applied the model to data divided into previously defined periods. The
results of the panel analysis are presented in Table 5. The years 2020-2021 are not
included in the table due to the short period of duration, which does not allow for the

model's application.

Table 5. Panel analysis
| Value | Std.Error | DF | t-value | p-value
2005-2007 (progressive tax rate)
(Intercept) -6.765895 0.15688475 72 -4312653 <0.01
log(TT) 1.171685 0.02251230 72 52.04643 <0.01
t -0.035859 0.0114666 72 -3.12726 0.0025
2008-2020 (uniform tax rate)
(Intercept) -7. 156775 0.13459958 442 -38.41907 <0.01
log(TT) 1.155822 0.01951253 442 42.88200 <0.01
t -0.002148 0.00203326 442 -1.90599 0.0473
2008-2013 (charitable deduction of up to 10% of taxable income)
(Intercept) -7.294763 0.13598592 183 -53.64352 <0.01
log(TI) 1.188702 0.01957928 183 60.71227 <0.01
t -0.014874 0.00352334 183 -4.22156 <0.01
2014-2019 (charitable deduction of up to 15% of taxable income)
(Intercept) -7.070537 0.23301254 183 -30.34402 <0.01
log(TT) 1.131253 0.03350713 183 33.76155 <0.01
t 0.003046 0.00233222 183 1.30624 0.1931

Source: self-processing

The analysis demonstrated an increase in charitable deductions correlated with an
increase in taxable income across all analyzed time periods, as well as an annual
decline in the average charitable deduction within individual taxable income groups.
This trend indicates that the willingness to donate has been decreasing each year. For
clarity, all calculated coefficients and their statistical significance are presented in
Table 6.

Over the entire observation period 2005-2021, a 1% increase in taxable income led
to a 1.19% increase in charitable deductions. Extending the time period by one unit
decreased the charitable deduction by 1.75% across taxable income groups. Both
coefficients are statistically significant with a p-value < 0.05.
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Table 6. Table of coefficients

increasing the taxable income by increasing the time period by

period 1% 1 year

2005-2021 increase 1.19% significant reduce 1.75% significant

2005-2007 increase 1.17% significant reduce 3.58% significant

2008-2020 increase 1.15% significant reduce 0.21% significant

2008-2013 increase 1.18% significant reduce 1.48% significant

2014-2019 increase 1.13% significant | increase 0.3% non-signif.

Source: self-processing

When examining charitable deductions during periods with different tax rates, a 1%
increase in taxable income during the application of the uniform tax rate (2008—
2020) resulted in a lower increase in charitable deductions of 1.15%. During the era
of progressive taxation (2005-2007), when the tax burden on high-income taxpayers
more than doubled, a 1% increase in taxable income caused a 1.17% increase in
charitable deductions.

It can be stated that during the progressive taxation period when deductions provided
higher absolute tax reliefs with each increasing marginal tax rate, charitable
deductions increased to a greater extent with rising taxable income compared to the
uniform tax rate period. However, the average charitable deduction across taxable
income groups significantly decreased, with an annual reduction of 3.58%. In the
subsequent period of the uniform tax rate, this annual decline slowed by 3.37
percentage points, and the average charitable deduction decreased annually by only
0.21%.

According to the results, the 2008 legislative change reducing the tax rate decreased
the effectiveness of charitable deductions, as reflected in the overall decline in the
average charitable deduction (Figure 2). On the positive side, following this year, the
annual decline in deductions across taxable income groups was lower (0.21%), and
donations appeared more stable.

During the uniform tax rate period, we further analyzed the effect of increasing the
maximum charitable deduction from 10% to 15% of taxable income (from 2014
onward). The aim of increasing the maximum deduction limit was to stimulate
taxpayers to support public-benefit organizations.

In the period 2008-2013, with a maximum charitable deduction of 10% of taxable
income, charitable deductions increased by 1.18% with a 1% increase in taxable
income. The analysis did not confirm the expectation that introducing a maximum
charitable deduction limit of 15% of taxable income would lead to greater
philanthropy. The results show that since 2014, with a 1% increase in taxable
income, charitable deductions increased by only 1.13%, the lowest among all
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observed periods. The annual increase in charitable deductions of 0.7% cannot be
accepted as significant since the coefficient is not statistically significant.

The results of the analysis showed the following: the higher the taxable income, the
higher the charitable deduction claimed in the tax return. This result was expected
because it reflects the financial capacity of taxpayers. However, the analysis also
revealed an annual reduction in charitable deductions across all taxable income
groups. Over the entire observation period 2005-2021, this decline was 1.75%
annually. It should be noted that after 2008, a significant drop occurred, evident in
the graphical representation (Figure 2), caused by extensive tax reform that had a
substantial impact on individual donations. The 2008 economic crisis may also have
contributed to this effect.

With rising taxable income during the uniform tax rate period, charitable deductions
decreased, but the annual decline was significantly slowed. It seems that increasing
the maximum charitable deduction limit did not positively affect giving. As taxable
income grows, the increases in charitable deductions are lower than during the period
with a lower maximum limit. However, there is no annual decrease in these
deductions, and donations remain more stable.

Figure 2 shows an interesting development of charitable deductions in 2020-2021
and the volatility of donation deductions during 2008—2011. These were periods of
significant economic fluctuations. Therefore, we added an independent variable,
GDP growth, to the entire model and for the years 2008-2011 and 2020-2021, we
included a crisis factor (Table 7).

The crisis factor in the model indicates that with a 1% increase in taxable income,
the average charitable deduction during the crisis period significantly increases by
7.4%. This result may confirm the first mechanism of giving described by Bekkers
and Wiepking (2011), which is the awareness of need. The perception of need is
stronger than the consideration of the costs of giving and is beyond the control of
donors.

Table 7. Panel analysis with the crisis factor

Fixed effects Value Std.Error DF t-value p-value
(Intercept) -7.327714 0.13914090 588 -52.66399 <0.01
Log(TD 1.195577 0.02003300 588 59.68039 <0.01
t -0.012798 0.00199982 588 -6.39952 <0.01
GDP 0.026309 0.00271364 588 9.69522 <0.01
Factor crisis 0.074326 0.01805073 588 4.11759 <0.01

Source: self-processing
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The significant increase during crisis periods is also confirmed by the development
of charitable deductions for the taxable income group above CZK 5 million (EUR
194,985). This group was not included in the analysis due to its definition, which is
not limited by a maximum amount (Figure 3). In 2008 and 2020, this group
experienced a relatively sharp increase in charitable deductions.
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Figure 3. Average charitable deduction on taxable income above 5 mil. CZK
Source: FACR (2023), self-processing

Although the average number of taxpayers with taxable income above CZK 5 million
is only 0.23% (4,807 individuals) of the total number of individuals filing tax returns,
these individuals significantly influence the total volume of donations provided. In
the case of the development of the total volume of charitable deductions in the tax
returns of individuals (Figure 4), the decline in 2008 is not pronounced, and overall,
charitable deductions show a steady, gradual increase.

Monitoring and evaluating the development of the total volume of charitable
deductions [7] can enhance the Czech Republic's image in the area of individual
philanthropy. However, as demonstrated above, monitoring the total value of
charitable deductions does not reflect the actual effectiveness of tax policy in the
area of giving.
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Figure 4. Number of tax returns with charitable deduction and the total amount of
deduction
Source: FACR (2023), self-processing

The number of taxpayers claiming the charitable deduction can also be considered
unsatisfactory. This number is not very high in the Czech Republic and has been
around 6% of the total number of individual tax returns filed for many years.

5.2. Primary research

Analysis of the questionnaire survey also indicates that charitable deduction remains
largely underutilized as a tool for supporting donations in the Czech Republic. One
of the key factors appears to be the low public awareness of this issue, as well as the
structure of donations, which prevents many donors from benefiting from tax
advantages. As many as 68.2% of the respondents donate amounts below CZK
1,000, which does not meet the minimum threshold for claiming the charitable
deduction. The results also showed the likelihood of larger donations increases with
rising income [8]. However, even among donors with incomes exceeding CZK
50,000 (EUR 1,950) per month, one-third donate amounts below this threshold
(Figure 5).
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Figure 5. Donation amount according to gross wage
Source: self-processing

According to the survey results, nearly 78% of the respondents agreed with the
statement that they donate primarily based on their personal beliefs, with the
charitable deduction playing only a secondary role or being entirely irrelevant to
them. This suggests that emotional and moral motivations play a much more
significant role in charitable giving than pragmatic consideration of tax savings.
Only 21.1% of the respondents indicated that they consider the charitable deduction
an important factor in their decision to donate.

A significant portion of respondents (78.4%) lacks sufficient awareness of the
charitable deduction. They do not know the after-tax cost of their donation. A similar
trend is evident in the question regarding the minimum donation amount required to
claim the charitable deduction, where 71.4% of the respondents answered, “I don’t
know.” These findings suggest that awareness of the specific conditions for utilizing
the charitable deduction is very low. The tax aspect is unclear and insignificant for
most respondents who do not pay attention to the conditions for claiming the
charitable deduction. This could affect donors' willingness to provide larger amounts
if they are not motivated by the knowledge that they could partially offset their costs.
Further analysis focused on the impact of increased limits for charitable deductions
during the COVID-19 pandemic when the state allowed deductions of up to 30% of
taxable income instead of the standard 15%. Although this measure was intended to
encourage giving, the majority of respondents (65.9%) were entirely unaware of this
change. An additional 31.8% of the respondents were aware of the option but chose
not to use it, and only 2.2% of the respondents indicated that the increased limit
influenced the amount of their donation. These figures suggest that government
measures aimed at promoting donations through charitable deductions had only a
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minimal impact on donor behavior. Most of the respondents did not adjust their
charitable activities in response to this change.

5.3. Discussion

We showed that individual donations are relatively sensitive to changes in tax rates,
which increase or decrease the after-tax cost of donations and influence the level of
giving in the Czech Republic. However, we align with the view of Duquette et al.
(2018) that tax incentives for charitable giving generally have a limited impact on
increasing donations, and tax policy may not always be an effective strategy.

The effectiveness of the charitable deduction in the Czech Republic was reduced by
the 2008 tax reform, which replaced progressive taxation with a uniform tax rate of
15%. We disagree with the findings of EFC (2015) or Kireenko and Golovan (2016)
that high tax rates reduce taxpayers' willingness to contribute to addressing societal
1ssues. However, data from income tax returns are limited and lack information on
wealth. According to Bakija and Heim (2011), it is likely that changes in asset prices,
social attitudes, and social capital over time have influenced taxpayers.

The change in the limit for charitable deductions also did not have a significant
impact on giving. A donation always results in a reduction of the donor’s disposable
income. While it could be argued that the donor gains a tax saving in return, it is
important to note that this saving accounts for only 15% of the donated amount,
while 85% of the donation represents a loss of income for the taxpayer. Thus,
increasing the limit does not directly enhance the tax relief for donations but, as
Cordes (2011) points out, only increases the forgone income. A higher limit does not
necessarily stimulate more charitable giving. The increase in the limit might appeal
only to highly altruistic individuals willing to donate more than 10% of their taxable
income (the average in the Czech Republic is 2%). Raising the charitable deduction
limit could be more advantageous in countries where deductions operate as tax
credits (deductions from the final tax amount), such as Belgium, France, and Canada
(OECD, 2020).

Currently, in the Czech Republic, charitable deductions can be classified, according
to Duff (2003), as a form of societal reward for individual generosity. When
considering that income tax returns do not include anonymous donations made
regardless of the charitable deduction or small donations to public collections outside
the tax system, it can be concluded that the government’s goal of increasing
donations through raising the deduction limit was largely ineffective. Nonprofit
organizations thus need to rely on state subsidies for financing.

If the donation amount is determined by the taxpayer, limiting the charitable
deduction with a maximum cap could be counterproductive. It might send a message
to taxpayers that donating more is disadvantageous for them. If individuals decide to
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contribute higher amounts, the charitable deduction should not be restricted by a
limit, at least in certain areas such as healthcare.

According to Goldin and Listokin (2014), the low effectiveness of charitable
deductions is partly due to taxpayers' poor perception of them. The results of their
research suggest that taxpayers have an imperfect understanding of charitable
deductions, making them an ineffective means of supporting charitable donations.
This aligns with the findings of the questionnaire survey. The dominance of small
donations that do not meet the minimum threshold for deductions, combined with
low public awareness of this issue, results in a significant portion of the population
not utilizing this option. Although higher-income groups are more likely to donate
amounts that meet the conditions for deductions, tax incentives do not have a
fundamental impact on their giving behavior. This is further evidenced by the fact
that 78% of respondents donate based on their personal beliefs rather than tax
benefits. Chetty (2012) offers a related observation, suggesting that tax law is
complex and costly to understand. As a result, rational taxpayers may not invest
effort in learning new tax laws and may fail to optimize their taxes when tax
legislation changes.

5. Conclusions

This article examines the impact of changes in tax law on individual charitable giving
in the Czech Republic. It focuses on changes in the conditions for claiming the
charitable deduction and changes in tax rates. For the research, we used data from
tax returns for the period 2005-2021, supplemented by a questionnaire survey.

We found that donation behavior in the Czech Republic is sensitive to marginal tax
rates but insensitive to the loosening of conditions that limit charitable tax
deductions. During the period of progressive taxation, charitable deductions
increased more significantly with increasing taxable income compared to the period
of a uniform tax rate. The transition from progressive to uniform tax rate reduced the
effectiveness of the charitable deduction; however, it resulted in a smaller year-over-
year decline, and charitable giving appeared to be more stable. In the case of relaxed
tax incentive conditions, such as increasing the limit for charitable deductions, our
analysis did not confirm the expectation that this change would lead to an increase
in donations. This could be due to the fact that awareness of the specific conditions
for utilizing the charitable deduction is very low. On the other hand, it was shown
that taxpayers have a heightened need to donate, especially during times of crisis
when they feel the need to help others, regardless of the availability of the charitable
tax deduction.
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Our research interpretations have several limitations. The data are based solely on
the available time period. Although tax return data is a suitable source for tax policy
research, it only includes donations claimed as charitable deductions. It does not
capture donations that are not tax deductible or that donors intentionally choose not
to claim, leading to an underestimation of the overall level of giving. Additionally,
tax returns do not reveal the reasons why people contribute to charity. The focus of
our research was exclusively on the tax aspect. Motivations such as altruism and
social pressure are not included in the study and remain unexplored.

While tax policies can stimulate charitable donations, their effectiveness may vary
depending on their design, socioeconomic factors, and the specific context in which
they are implemented. In the case of the Czech Republic, it can be stated that tax
deductions for donations do not fully realize their potential as an incentive tool. To
enhance the effectiveness of this instrument, it would be advisable to focus on better
communication of the conditions for tax deductions, both by the state and nonprofit
organizations. Furthermore, it would be useful to consider lowering the minimum
donation amount required to qualify for a deduction, so that the incentive can apply
to smaller donors as well. Combined with targeted informational campaigns, these
steps could contribute to the broader use of tax deductions and promote philanthropy
in the Czech Republic.
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Notes:

[1] For comparison, in the case of corporations, the conditions for charitable deductions are
as follows: each donation must be at least 2,000 CZK. The maximum value of the charitable
deduction is 10% of the total taxable income in total for all donations.

[2] In response to the economic crisis, a so-called solidarity tax (7%) was applied in 2013 to
high-income individuals (those earning more than 48 times the average annual wage). This
rate was applied only to selected income categories, and therefore we do not include it in our
research.

[3] In 2021, the solidarity tax was abolished and replaced by a progressive tax rate of 23%
for taxable income exceeding 48 times the average wage. From 2024, a change takes effect.
The 23% tax rate will apply to taxable income exceeding 36 times the average wage.

[4] In Czech tax law, the child tax credit represents a form of negative tax (Friedman, 2009).
In cases of low income and no tax liability, the child tax credit assumes the status of a bonus
paid by the state to the taxpayer.

[5] According to the statement from the General Financial Directorate of the Czech Republic,
the data before 2005 were stored in different databases, making them inaccessible.

[6] We base this on the assumption that GDP is an indicator of economic activity that can
influence overall economic conditions, and GDP levels are linked to the income and
economic activity of the population (O’Neill, 2014; Feldstein, 2017; Bechtel & Bechtel,
2021).

[7] The total annual volume of charitable deductions is used in research by, for example,
Pospisil (2013) or Fuchsova et al. (2018).

[8] The chi-square test of independence was used to determine the association between the
amount of wage and the amount of donations. The test results show a chi-square statistic of
x? = 97.62 with 12 degrees of freedom and a p-value of 1.67x107'%, significantly lower than
the chosen significance level of a = 0.05. Based on these results, the null hypothesis of
independence between wage and donation amount was rejected, demonstrating a statistically
significant relationship between these two variables.

98 =
Y. N Studia Universitatis “Vasile Goldis” Arad. Economics Series Vol 36 Issue 2/2026
guvvci’; ISSN: 1584-2339; (online) ISSN: 2285 — 3065
A \A 4 Web: publicatii.uvvg.ro/index.php/studiaeconomia. Pages 72-98

e
i



