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Abstract

Research background:Value added tax (VAT) is nowadays the most widedgdiindirect
tax system in developed countries. Value addedisaan instrument of fiscal policy and
also a very important source of income for theestatdget. It is one of the universal indirect
taxes, which has a significant influence on theegiievel in the country. The European
Union's system of value added tax on goods andcssris primarily governed by "the 6th
VAT Directive" set by the European Commission.

Purpose of the article:The paper deals with the question of how changdbkerrates of
value added tax influence the buying behavioursustomers. Buying behaviour could be
expressed as decisions of customers about spetit#irgown resources such as money,
effort and time, on items related to their constiampin order to meet their needs.

Methods: The area of the research is the Czech retail foatcket. Due to the nature of
VAT, the influence of this tax on buying behavionas quantified by price elasticity of
demand and indirect tax elasticity of demand, retpaly. The article is conceived as a case
study, according to the principles of R.K. Yin. Téxéaluation of buying behaviour is based
on real data, which deals with the volumes of saled sales prices realized in a specific
Czech retail chain, which associates more thanspops.

Findings & Value added: The goal of the study is not only to propose thg weaidentify
buyers' response to the changes in the VAT ratealso to bring the knowledge about
customers’ response to the realized changes, arallyfito propose how to use this
knowledge in a development of pricing strategyasecof further changes in the VAT rate.
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Introduction

Value added tax (hereinafter VAT) is nowadays tlustmvidely used indi-
rect tax system in developed countries. Many studieich deal with taxa-
tion perceive income taxation as more detrimerdalork incentive than
indirect taxation because of the disincentive ¢ffexf higher marginal in-
come tax rates. No similar disincentives are meetowith regard to con-
sumption taxes (Revesz, 2014, pp. 9-12; Milana62pf. 335-336).

VAT is a multiphase indirect non-duplicate taxidtan instrument of
fiscal policy and also a very important source tatesbudget income. The
European Union's system of value added tax on geodsservices are
primarily governed by "the 6th VAT Directive" (Cocih Directive
2006/112/ EC, 2006) set by the European Commisdibis. directive es-
tablishes a framework for determining the VAT in Bi¢mber states. EU
members must follow basic rules, which include aimum rate of VAT,
which is 15 % in the case of standard rate. Intamdio the standard rate,
member states may apply reduced rates of at |8asfT&e limit of maxi-
mal standard rate is not fixed. At present, thénbgl) standard rate of VAT,
which, is 27% applies Hungary (Avalara, 2016).

According to A.J. Auerbach (2008, pp7-74)and J.W Banks (2010,
548-648), the value added tax is less distortiottzam other taxes for sev-
eral reasons. First, VAT is typically charged atiraform, relatively low
rate to a (more or less) comprehensive and broad. behis lowers the
economic costs of taxation, which tend to incresehigher the tax rate
and the narrower the base. Second, in theory VASE amt distort business
or export decisions. This is because the tax paigroduction inputs and
exports is deductible. Third, VAT does not distbgtween current and
future consumption, i.e. savings and investmenisdats. A. Azmi (2016,
pp. 1-4) states that VAT has a different effectbusinesses, increasing
both their start-up and ongoing operating costs; ¢ffect is stronger for
small and medium-sized enterprises.

Indirect taxes are paid and levied in the pricegaaids, services, trans-
fers and leases. The decisive moment of taxatiasuslly the very act of
purchase or consumption of a commodity. Taxes aeeldressed (Siroky,
2015, p. 17; Keen, 2010, pp. 138-141). VAT, bynisure, directly enters
the selling price of a product or service. Theref@any change in the VAT
rate corresponds to the change in the product.pfigebusiness practices,
it is evident that a VAT rate increase usually esus rise in prices, but the
impact of this rate reduction on the decrease liesgarices is not entirely
clear. The changes in prices have significant @rfiee on customers’ deci-
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sion-making for purchase and consumption of goadisch is greater, the
more unnecessary the product is for the consumers.

The paper deals with the question of how changeakdmrates of value
added tax influence buying behaviour of custom@&sying behaviour
could be expressed as decisions of customers &xpeanding their own
resources such as money, effort and time, on itesleded to their con-
sumption in order to meet their needs. The ardhetesearch is a Czech
retail food market. The evaluation of buying belaviis based on real data
provided by a specific Czech retail chain, whickoggates more than 200
small and medium-sized grocery shops.

Research methodology

The paper is elaborated as a case study accorlihg principles R.K. Yin
(2003, pp. 4-49), which state that the structurethef case studies is
a logical process connecting initial research qoestwith empirical data
and the final drawing of conclusions. The starfiint of the research plan
is a group of questions that characterize the propland the answer to
them is the objective of the research.

The purpose of the study is to evaluate the impatte changes in the
VAT rates on buying behaviour of customers, whglstudied on a group
of selected products. The group of goods represartsommon” food
shopping basket of Czech consumers. The selectsndesigned consider-
ing the representativeness and consistency ofdtze d

Primary data, which were provided by a Czech rathdin, represent
the volumes of sales, gross margins, purchasingsatithg prices, in the
period from January 2008 to mid-2012. During thesiqd, there were three
changes in the VAT rates. Although it is not efyireurrent data, the pos-
sibility of obtaining and evaluating them can ba&sidered as very benefi-
cial for economic theory as well as for the repaéctice, since these corpo-
rate data are highly unavailable and sensitive ofiiee and knowledge of
taxation, with a focus on indirect taxation, shegpbehaviour and evalua-
tion of price elasticity of demand, create the selcamost important source
of the study. These secondary data were utilized formulation of re-
search questions and criteria for assessment.

The analysis of the researched problem is dividéa $equential steps
that lead to finding the answers to the initial sftens. All of indirect taxes
are indirectly imposed on sales or turnover of nfacturers and traders
who include them in the price for the consumerse Buthe nature of VAT,
the influence of VAT tax on buying behaviour wasntified by price elas-
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ticity of demand respectively indirect tax elagficof demand. The pro-
posed methodology uses the principle of calculadiotihe arc price elastic-
ity of demand for commodities in the selected sampl

Theoretical background

R. Boadway (2016, pp. 65—66) states that the kayeisn tax policy con-
cerns the use of differential commodity tax rategart of the tax system.
Goods that are relatively more complementary witisure should bear
correspondingly higher tax rates. Some argumenpeapo taxing more
lightly goods with low elasticity of demand to ingme redistributive out-
comes (preferential rates for a VAT system). J.@&vdsz (2014, pp. 9-66)
divides goods into two groups, necessities andrlaguHe assumes that
the structure of consumption preferences differsvéen high- and low-
income consumers, and that the low-income groupgeratonsume necessi-
ties only. It is this assumed that there is a diifiee in preferences which
leads to different taxations of necessities andifieés in a setting where
otherwise commodity taxes would be uniform. Manudgs provide
a rationale for differential commodity taxes gefigréhe authors do not
single out goods with low elasticity of demand $pecial treatment.

According to I. Claus (2013, p. 372), a variable WV#ould dispropor-
tionately distort business decisions of certaintagecof the economy. It
would increase compliance costs as businesses weeldito change prices
more frequently. In response to rate changes, bssés would have to
conduct physical stock-takes and value work-in-pgeg to re-price goods
and services. VAT alters the effective price ofuamption. The effective-
ness of VAT would be reduced if consumers try téigate the impact of
tax rate changes by “panic buying” or “consumekes”.

When sorting taxes according to their negative thpmn the market
mechanism the taxes are divided into two group& diktortionary taxes
that cause both income and the substitution eiffielsehaviour of economic
agents, and the non-distortionary taxes that cangethe income effect,
and economic entity is not motivated under thefiluance to change their
consumer behaviour. VAT is a distortionary indiréax, a universal tax,
which is collected for non-specific purpose, amnsbalurnover tax, positive
central and obligatory tax (Siroky, 2015, p. 18).

Many studies prove that changes in the tax systatincaanges in the
VAT rate affect consumers and their behaviour. st striking feature
of the Czech consumers when buying food is thed@ruprice. This price
orientation is directly linked with the developmaegitstandards of living,
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and is also very favourable for the corporate sgpatof ,cost leadership”.
Therefore, retail chain stores and their saleg$lpampaigns are very pop-
ular in the Czech Republic.

L.G. Schiffman and LL. Knauk (2004, pp. 16-30) defthe buying be-
haviour as the behaviour that consumers expresearch, shopping, use
and evaluation of products and services, from whlidy are expecting the
satisfaction of their needs. According to A. He80@, pp. 28—-40), when
consumers are buying food, their behaviour is mddalsed on the necessi-
ty of needs’ satisfaction, but it is also affectgda number of social, cul-
tural, personal and psychological factors. He reptitat among the most
important criteria by which decisions are made wperthasing food, there
are quality, price, promotion and brand.

After the establishment of the Czech Republic i83,%he VAT rates
were determined at the level of 23% for the stashdate and 5% for the
reduced rate. Since that, the standard VAT ratechasged four times and
the reduced rate has recorded 5 changes. Aparttfiermates, there have
been several changes in the classification of itanthe basic or reduced
rate. In the year 2015 a second reduced rate of W8%ointroduced. The
reduced rate is applied to goods such as baby gmde cereal products,
selected drugs, and printed books. The last changjee Czech VAT di-
rective was the reduction of the VAT applied oredaig services and serv-
ing drinks except alcohol, which was reduced frdifo2o 15% (VAT Act
no. 235/2004 Coll., 2017).

Case study: the effects of changes in the VAT rate
on the buying behaviour

Case study is one of the research methods. Caberstay be defined as an
intensive analysis of an individual unit (e.g.,exgon, event), stressing the
developmental factors in relation to the contexte Bim of the presented
case study is to evaluate the influence of VAT cltanges on consumers’
buying behaviour, which is demonstrated by a pugetiaamount of select-
ed products that represent usual consumers’ shgpphis knowledge is
important for retailer in pricing and in the buitdi of competitiveness.

Initial questions of the study:
1. Do the consumers react to the increase in VAT wétie changes in the

purchased quantity?
2. Is the reaction of customers proportional to thenge in the VAT rate?
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3. Is the reaction to the VAT rate change strongeweaker than the re-
sponse to the discount promoted by a store flyer?

4. Do these changes in the customers’ behaviour affattings of a retail-
er?

5. How to use the knowledge of the elasticity of dech&r pricing and
improving the competitiveness of the company?

Set of initial presumptions of the case study.

1. Although the VAT is a type of indirect tax, whicheans that the deci-
sion to pay or to not pay is in consumers’ compeerfor basic foods
that belong to the daily needs they do not havemaay options. They
can avoid paying the VAT only by reducing the canption.

2. The buying behaviour represents the changes ifbabght quantity of

goods depending on the price changes, in termstefis paribus.

VAT rate change will increase the selling price.

VAT rate increase causes the decrease in demancedity.

Higher price elasticity of demand means higher ichpd VAT changes

on consumers buying behaviour.

6. Price elasticity close to 1 means that the VAT desnon consumers
buying behaviour is minimal.

arw

The study type, data and analysis

This individual case study deals with a real dataviledge base. The
data analysed are sales from the period from 2008 to 30. 6. 2012,
where there were three changes in the reduced @reTduring this period.
Unfortunately, the first change is impossible taleate, because we do not
have the data from previous period. The first eat@ld change in the VAT
rate is its increase from nine to ten % in the &0 and the second one,
which came, in the year 2012 from ten to fourteen %

The evaluated sample consists of ten commoditibghwbelong to the
group of basic foodstuffs at the reduced rate ofTVAhe selection was
made with respect to the data from the Czech 8tati©ffice, which pub-
lishes the consumption of individual kinds of gmycproducts. The evalu-
ated group of products includes: Edam cheese, b(B@d@ g), semi-
skimmed milk (1 1), butter (250 g), mineral watdr.5 I), pasta (400 g),
vegetable butter (500 g), cream cheese (140 gatigel candies (90 ),
waffle (47 g).

The analysis, which solves initial questions, isdzhon calculation of
the price elasticity of demand of each product etiog to formula [1.1] in
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four time periods. Customers generally count tloeeiase in the VAT rate
as a price increase. When it is possible, they llystrg to defend them-
selves against it by stockpiling and cutting congtiom of goods. These
facts had to be taken into account when the andlgseiods had been se-
lected. Further factors that can distort the exgilary ability of collected
data are store flyers discounts, sales and otloet ime or seasonal quanti-
ty and prices fluctuations. Each of this VAT rateanges was valid from
the beginning of the year, therefore the periocigethe VAT change is
not November and December (when the buying quaigtitiie highest be-
cause of Christmas shopping), but October. All eatd periods are 30
days long. The two periods after the VAT changeraoaths January and
February. The values of price elasticity due toWAd rate changes were
compared with values of price elasticity of demaadsed by the discount
promoted in a store flyer. These types of chanesvsopposite buyers’
reaction, because they response to the decreasdling prices. They are
presented to illustrate the overall behaviour afstomers and their reaction
to price changes.

Data analysis

The Tab. 2 represents the results of the VAT aigtof demand that
were used for evaluation of the buying behaviourgaction to the VAT
rate changes. The values ofEr r1, r2)€Xpress the rate of change in
a quantity of purchased goods caused by one % eharthe selling price.
Prices R are the selling prices before the change in thd Vate, and the
amounts @are the sum of goods sold per the pricénRhe period before
the VAT rate change. P ganuary) Por (rebruary)Prices represent selling prices
after the VAT rate increase and the correspondmguats Q; and Qg are
the sum of goods sold in the reported periods @gnand February) after
the change in the VAT rate. The resulting valugg E s1, soare the values
of the computed VAT coefficients of elasticityp & for January and Feb-
ruary, and B, spare the values of price elasticity of demand wtren
price changes were initiated by discounts promoteslore flyers. B average
was computed as the average value of the VAT eipsti

If the coefficient k5 is greater than 1, consumers respond to a 1%
change in the price by more than one percentagegehim a demanded
guantity. The higher the coefficient of price eieist, the stronger the reac-
tion of customers it causes. Elastic behaviouust the category of con-
sumers’ response that is the most affected by hlhages in the VAT rate.
Therefore, the price strategy for the group of pids with this characteris-
tic must be thoroughly thought-over. Customers rmgyto exclude these
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products from their consumption, to substitute theith other products or
to choose competitive shops for their purchases.

Case study conclusions and interpretation of the findings
Question no 1.

The calculated coefficients of elasticity show quilastic behaviour.
The lowest average value of elasticity was obseiretthe case of semi-
skimmed milk, with 1.7. Therefore, the answer te tjuestion number 1 is
a positive one. Consumers quite strongly reachéoMAT rate changes in
a purchased quantity, which is getting lower.

Question no 2.

The answer to the second question is a bit coniplicaSince the
changes in prices, especially the first VAT chartgenot correspond to the
change in the VAT rate. The prices for Edam Cheese increased by
21.2% in the year 2010, and by 4.3% in the year2@ther products’
increases were: mineral water 27.9%; 20.7%, semiraked milk 16.2%;
5%, bread 0.4%; 4%, butter 32.1%; 2.6%, vegetahléeb 7.7%; 6.1%,
cream cheese 10%; 3.2%, pasta 11.2 %; 10.1%, wif&o; 5.9%, gum-
my candies 30%; 5.9%. The average growth of priwas 17.53%, as
a response to the increase of VAT rate by one p&ge point in the year
2010, and by 6.78% in the year 2012 as a resulieoVAT increase by 4-
percentage points. In view of these results, itdssurprising that custom-
ers perceive the VAT rate increase as a strongiatinge factor that rises
prices of goods and thus reduces the purchasingmamd the standard of
living. We can say that the reaction of the selenot proportional to the
change in the VAT rate, and therefore the reaatiocustomers is also not
proportional.

Question no 3.

A very high popularity of store flyers and theirscbounts is typical
among Czech consumers. The response of customéhne tstore flyer is
often expressed by a share of goods purchasee aredmotional prices in
total volume sales. In Europe, the leaders in shizre are the Czech and
Slovak Republics with the share of 50 %. For exan@ermany has the
share of 21 %, Austria 36 % and Poland 29 % (No2ak6). Although the

360



Oeconomiaopernicana8(3), 353-366

flyers are used for almost all consumer goods,ntlest important area is
the grocery retail.

The answer to the question whether the reactionoobumers to the
VAT rate changes is stronger than to flyer discewntnot, is almost cer-
tainly “yes”. The grey shaded boxes in Tab. 2 slioat there is a higher
response to changes in the VAT rate than to they flljscount. Six out of
ten cases show a stronger reaction. Consumers idirggvto react more
strongly to the increase of prices due to VAT retanges than to the de-
crease in prices due to store flyer discount.

Question no 4.

The behaviour which is described as the VAT elagtiof demand
shows a decrease in the shopping quantity. Ifribeease in prices is pro-
portional to the increase in the VAT rate and therease in purchasing
prices, the decrease in the quantity sold will eaauglecrease in profit. But
the situation appears like an opportunity for a ris prices for which
sellers have an alibi in the form of the legal V#sIe regulation.

Question no 5.

Generally, the knowledge of price elasticity of @ is a very useful
tool, which allows90io the sellers to plan the daded quantity and thus
the planning of sales, stock and pricing. Setting prices correctly is
a presumption of successful entrepreneurship dmgilding of a competi-
tiveness. According to realized findings, followirgcommendations were
summarized:

— The price elasticity of demand at the level of undiial items is higher
than the price elasticity of the whole group of saene product. For ex-
ample, the pasta product group covers all typgsasfa, but an individ-
ual product can be spaghetti. This effect is relatethe possibility of
substituting and compensating, when a decreasequnaatity of one
product is compensated by an increase in demananimther one from
the same product group. Therefore, it is necedsagyvaluate not only
individual VAT elasticity of demand, but also thasgicity of the whole
group.

— Products with higher elasticity and items that @mnportant from the
point of view of sales are the groups which reqaireurate pricing. On
the other hand, inelastic or relatively inelastioducts can not cause
a noticeable outflow of customers. Consumers’ feadb a rise in pric-
es of those products is simply very weak.
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— For relatively elastic products, it is highly addide not to raise the
prices significantly by more than the percentageofease in the VAT
rate.

- It is important to monitor one’'s competitors’ reaot to the VAT
change. Shops with a competitive advantage or latler concentration
of competitors in the area can increase their priyemore than the per-
centage of increase in the VAT rate, especiallypfmducts with lower
levels of elasticity (elasticity close to 1) or liagtic. It can also be as-
sumed that the goods in the shops with high cottipetidvantage have
lower price elasticity than the goods in the lesmgetitive shops. The
competitive advantage results from customers’ reguénts put on
shops’ qualities.

Conclusions

The article presents an evaluating method for itiqgacts of the VAT rate

changes on consumers’ buying behaviour, and theatdtny on shops and
retailers. Indirect taxes, where VAT plays a sipaifit role, are based on
the aspect of use. All of them are indirectly imga®n sales or turnover of
manufacturers and traders, who include them iregtiice for the consum-
er. Indirect tax affects equally the households rettey cover a signifi-

cant proportion of their expenditures and the hbakks where they consti-
tute only a minor part (Siroky, 2015, p. 21).

Buying behaviour is quite a complex psycho-econoimiocess, in
which each customer tries to meet their individoeéds and wishes by
buying preferred items. Due to the nature of thia d@on which the retail-
er can evaluate buying behaviour of his customeescan simply define
consumers’ response to the VAT rate change aschase or rejection of
some product for the require price. The reject®proven by a decrease in
sales. Therefore, the reaction is measurable @sagdasticity of demand.

Despite the high utility of knowledge of the priekasticity of demand,
in practice the surveys of price elasticity of dechare not common. This
knowledge allows for planning customer’s reactitmthe price changes on
the level of individual items and thus it helpsdetermine the prices that
are not only competitive, but also those that celp lwith a building of
competitive advantage. It is not necessary tockedhply, but to sell effec-
tively.

The fulfilment of the aim of this study has broughany interesting
findings. Increases in the VAT rates affect custamgiite strongly. In fact,
they affect them even more than store flyers distxyuvhich are very fa-

362



Oeconomiaopernicana8(3), 353-366

voured in the Czech Republic. In general, the biela\of customers based
on the reference sample of products was quitetflexiThe highest average
values of price elasticity of demand given to tihange in the VAT rate
shows the vegetable butter, cream cheese and wHfife focus on the
price elasticity of demand shortly after the chamgehe VAT rate, it is
possible to observe a higher tendency to have arltavel of price elastici-
ty in January than in February, which can be inmetgdl as a lower ability
of consumers to adapt their consumption in readtotie rise in prices in
a short time than in the longer time.

From the case study results, it is not surprisheg tustomers perceive
the VAT rate increase as a strongly negative factausing a rise of prices
of goods and thus reducing the purchasing powettandtandard of living.
We can state that the reaction of seller was ngpgational to the change
in the VAT rate. Although the value of the redud&lT rate in 2010 com-
pared to 2009 increased by one percentage pomtathrage percentage
increase in sales price was 17.53% and 6.78% iyd¢he 2012 as a result
of the VAT increase of 4 percentage points. Purelpaiee in the year 2010
compared to 2009 increased by 9.73%, but in the 842 compared to
2011 the average purchase price was reduced b%00.62

The main limitation of the study is the extent bé tevaluated sample
and the length of the time period. The purposehefresearch was to in-
quire the possibility of evaluation of the changesconsumers’ buying
behaviour as a reaction to the VAT rate increaskethe application of the
formula for calculation of demand price elasticignfortunately, it is very
difficult to find some practically oriented studjeghich deal with the ques-
tions of indirect taxes and their influences onteoers’ behaviour or with
any kind of elasticity. The on-going research stiook focused on the
evaluation of whole product groups and not onlyimaividual products.
The data describing the products’ groups shoulchbee consistent, so they
have better ability to give evidence about thetii#yg and consumers reac-
tions.
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Annex

Table 1 Data of the VAT implementation and the changetefVAT rates in the
Czech Republic

Dates Number of rates Standard rate Reduced rates
Implementation 1. 1. 1993 2 23 % 5%
1.1.1995 2 22 % 5%
1.5. 2004 2 19 % 5%
1.1.2008 2 19 % 9%
1.1.2010 2 20 % 10 %
1.1.2012 2 20 % 14 %
1.1.2013 2 21 % 15 %
1.1.2015 3 21 % 15 %, 10 %

Source: own processing according to VAT Act no. /2884 Coll., 2017 and J. Siroky
(2015, p. 57).
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