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Abstract: This article examines the concept of the tax burden and its impact on business activity
from an economic perspective. The tax burden is considered one of the key determinants
influencing business decisions, investment behavior, profitability, and competitiveness. By
analyzing theoretical approaches and empirical findings from international and national studies,
the paper evaluates how different levels and structures of taxation affect entrepreneurial activity.
The study highlights that an excessive tax burden can constrain business growth, while an
optimal and transparent tax system can stimulate economic development. The findings contribute
to understanding the role of tax policy in creating a favorable business environment.
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Introduction

Taxation plays a central role in the functioning of modern economies by ensuring public revenue
and enabling governments to provide essential public goods and services. At the same time,
taxes represent a significant cost for businesses and directly influence their financial
performance and strategic decisions. The concept of the tax burden refers to the total amount of
taxes paid by economic agents in relation to their income, profits, or economic activity [1].

In recent decades, globalization and increased competition have intensified discussions about the
optimal level of taxation for businesses. Governments seek to balance fiscal sustainability with
the need to promote entreprencurship and investment. Numerous studies indicate that taxation
affects business formation, capital accumulation, employment, and productivity [2]. Therefore,
analyzing the relationship between the tax burden and business activity remains a relevant and
important research topic.

This article aims to explore the economic essence of the tax burden and assess its impact on
business activity based on theoretical frameworks and empirical evidence.

Methodology

The research is based on qualitative and comparative analysis of scientific literature, policy
reports, and empirical studies conducted by international organizations such as the OECD and
the World Bank. The study applies a systematic approach to examine how tax burden indicators
are measured and how they relate to business performance indicators such as investment rates,
firm growth, and entrepreneurial activity.

Secondary data from published academic sources and official statistics are used to identify
general trends and causal relationships between taxation and business behavior. The
methodology also includes comparative analysis across countries to highlight differences in tax
systems and their effects on businesses [3].

Results

The analysis of existing studies demonstrates that the tax burden has a measurable impact on
business activity. High effective tax rates are generally associated with lower levels of private
investment and reduced incentives for business expansion [4]. Empirical evidence suggests that
corporate income taxes, in particular, negatively affect capital formation and productivity growth
[5].

Research conducted in OECD countries shows that a reduction in statutory corporate tax rates
can lead to increased foreign direct investment and higher business profitability [6]. At the same
time, the structure of taxation matters as much as the overall level. Taxes on labor and social
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contributions influence employment decisions, while consumption taxes tend to have a less
direct impact on business investment [7].

The results also indicate that small and medium-sized enterprises (SMEs) are more sensitive to
tax burden changes than large corporations due to limited financial resources and lower access to
tax planning mechanisms [8].

Analysis and Discussion

Conceptual Interpretation of the Tax Burden in Business Economics

The tax burden represents not only the quantitative level of taxes paid by firms but also the
qualitative characteristics of the tax system, including its structure, stability, administrative
complexity, and enforcement mechanisms. In business economics, the tax burden is commonly
interpreted through effective tax rates rather than statutory rates, as effective rates more
accurately reflect the real costs borne by firms after deductions, exemptions, and incentives are
taken into account [1]. This distinction is essential when evaluating business behavior, as firms
respond to actual tax obligations rather than formal rates defined in legislation.

From an analytical perspective, the tax burden affects business activity through both direct and
indirect channels. Direct effects include reductions in net profits, retained earnings, and internal
financing capacity. Indirect effects arise through changes in investment expectations, risk
perception, and competitiveness. Studies emphasize that even moderate increases in the effective
tax burden can significantly influence business decisions, particularly in capital-intensive and
highly competitive sectors [2].

Tax Burden and Investment Decisions

Investment behavior is one of the most extensively studied areas in the tax—business relationship.
Classical investment theory suggests that firms compare the expected after-tax return on
investment with the cost of capital. Corporate income taxes reduce the post-tax rate of return,
thereby discouraging marginal investment projects [3]. Empirical research confirms that higher
corporate tax rates are associated with lower levels of private investment, especially in
economies with limited access to alternative financing sources [4].

The sensitivity of investment to taxation varies depending on firm size and sector. Large
multinational corporations often have greater flexibility to shift profits across jurisdictions and
optimize tax liabilities through legal mechanisms, while small and medium-sized enterprises
(SMEs) typically lack such capabilities [5S]. As a result, SMEs tend to experience a
disproportionately higher effective tax burden, which can constrain their investment capacity and
long-term growth.

Furthermore, uncertainty regarding future tax policy plays a critical role. Empirical evidence
indicates that tax policy volatility discourages irreversible investments, as firms delay or cancel
projects due to increased risk [6]. This highlights that not only the level but also the
predictability of the tax burden is crucial for sustaining business investment.

Impact on Business Formation and Entrepreneurial Activity

The tax burden also affects the rate of new business formation and entreprenecurial activity.
Entrepreneurship literature emphasizes that potential entrepreneurs are highly sensitive to
expected after-tax income and compliance costs. High marginal tax rates on business income can
reduce incentives to start new enterprises by lowering expected rewards relative to risk [7].
Studies conducted across OECD countries demonstrate that lower tax burdens and simplified tax
regimes are positively correlated with higher rates of business entry [8]. In contrast, complex tax
systems with multiple reporting requirements and high compliance costs create barriers to entry,
particularly for micro and small enterprises. These barriers can limit competition and innovation,
ultimately reducing overall economic dynamism.

In developing and transition economies, the relationship between tax burden and
entrepreneurship is further complicated by the prevalence of informal economic activity.
Excessive taxation and weak tax administration often encourage firms to operate informally to
avoid tax obligations [9]. While informality may reduce short-term costs for businesses, it limits
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access to formal credit markets, legal protection, and government support programs, thereby
constraining long-term growth.

Tax Burden and Employment Dynamics

Employment decisions are another important dimension of business activity influenced by
taxation. Taxes on labor, including payroll taxes and social security contributions, increase the
cost of hiring employees and can discourage job creation [10]. Empirical studies suggest that
high labor tax wedges are associated with lower employment rates, particularly among low-
skilled workers and youth [11].

For businesses, especially SMEs, labor taxes represent a significant component of total operating
costs. When combined with rigid labor market regulations, high tax burdens on employment can
lead firms to substitute labor with capital or reduce workforce expansion. This substitution effect
has been observed in several European economies with relatively high social contribution rates
[12].

At the same time, the impact of labor taxation depends on how tax revenues are used. When
labor taxes finance high-quality public services such as education, healthcare, and workforce
training, they may indirectly enhance labor productivity and benefit businesses in the long run
[13]. This dual effect underscores the importance of evaluating tax burdens within a broader
institutional and policy context.

Competitiveness and International Tax Considerations

In an increasingly globalized economy, the tax burden plays a significant role in determining
business competitiveness across countries. Differences in corporate tax rates influence the
location decisions of multinational enterprises, foreign direct investment (FDI) flows, and profit
allocation strategies [14]. Empirical evidence indicates that countries with lower effective
corporate tax rates tend to attract higher levels of FDI, particularly in mobile industries such as
manufacturing and services [15].

However, tax competition among countries has raised concerns about a “race to the bottom,”
where governments reduce tax rates to attract investment at the expense of public revenue.
International organizations argue that while moderate tax reductions can enhance
competitiveness, excessively low tax rates may undermine fiscal sustainability and limit
governments’ ability to support economic development [16].

From a business perspective, international tax coordination and transparency have become
increasingly important. The introduction of global minimum tax initiatives and anti-base erosion
measures aims to reduce aggressive tax planning while maintaining fair competition [17]. These
developments are reshaping the relationship between tax burden and business strategy,
particularly for multinational firms.

Tax Administration, Compliance Costs, and Business Performance

Beyond tax rates, administrative complexity significantly influences the effective tax burden
faced by businesses. Compliance costs, including time spent on tax reporting, accounting, and
audits, represent an implicit tax that affects business efficiency [18]. Studies show that
compliance costs are regressive, disproportionately affecting smaller firms relative to their size
and resources [19].

The World Bank’s business environment assessments highlight that simplifying tax
administration and digitalizing tax services can substantially reduce compliance costs and
improve business performance [20]. Firms operating in countries with efficient tax
administration report higher productivity and greater willingness to comply with tax obligations.
Tax administration quality also affects perceptions of fairness and trust in public institutions.
When businesses perceive the tax system as transparent and equitable, voluntary compliance
increases, reducing enforcement costs and improving overall economic outcomes [21].

Sectoral Differences in Tax Burden Effects

The impact of the tax burden on business activity varies across economic sectors. Capital-
intensive industries, such as manufacturing and infrastructure, are more sensitive to corporate
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income taxes and depreciation rules, while service-oriented sectors are often more affected by
labor and consumption taxes [22].

Innovative and technology-driven firms are particularly influenced by tax incentives related to
research and development (R&D). Empirical studies demonstrate that well-designed R&D tax
credits can stimulate private innovation spending and enhance firm productivity [23]. However,
poorly targeted incentives may lead to revenue losses without generating significant additional
investment.

These sectoral differences highlight the need for differentiated tax policies that account for
structural characteristics of the economy while avoiding excessive complexity and distortions.
Synthesis of Findings and Policy Implications

The analysis confirms that the tax burden has a significant and multifaceted impact on business
activity. High and unpredictable tax burdens tend to discourage investment, entrepreneurship,
and employment, while efficient and transparent tax systems support business growth and
competitiveness. The findings suggest that the effectiveness of taxation depends not only on tax
levels but also on policy design, administrative capacity, and institutional quality.

For policymakers, the challenge lies in balancing revenue generation with the need to maintain a
favorable business environment. Reducing excessive tax burdens, improving tax administration,
and ensuring stability in tax policy can enhance business confidence and long-term economic
performance. At the same time, the productive use of tax revenues is essential for maximizing
the positive spillover effects of taxation on business activity and economic development.
Conclusion

The study concludes that the tax burden is a critical factor influencing business activity and
economic performance. An excessively high tax burden can hinder investment, reduce
profitability, and limit business growth, particularly for SMEs. At the same time, an efficient and
well-structured tax system can support entrepreneurship, enhance competitiveness, and
contribute to sustainable economic development.

The findings emphasize the need for balanced tax policies that ensure sufficient public revenue
while minimizing negative effects on business activity. Policymakers should focus on reducing
excessive tax burdens, simplifying tax administration, and ensuring transparency and stability in
tax legislation. Such measures can create a favorable business environment and promote long-
term economic growth.
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