Lecture 12b: Tax Evasion




Reading

e Essential reading

e Hindriks, J and G.D. Myles Intermediate Public Economics. (Cambridge:
MIT Press, 2005) Chapter 16.

* Further reading

e Allingham M. and A. Sandmo (1972) ‘Income tax evasion: a theoretical
analysis’, Journal of Public Economics, 1, 323—338.
e A.Sandmo (2005) “The Theory of Tax Evasion:A Retrospective View ”

National Tax Journal, Vol. LVIIl, No. 4

e Becker, G. (1968) ‘Crime and punishment: an economic approach’, Journal
of Political Economy, 76, 169—217.

e Cowell, F.A. Cheating the Government (Cambridge: MIT Press, 1990).
e J. Slemrod (2007), “Cheating Ourselves: The Economics of Tax Evasion »,
Journal of Economic Perspectives—\Volume 21, Numberl.

o




Reading

e Glaeser, E.L., B. Sacerdote and J.A. Scheinkman (1996) ‘Crime and
social interaction’, Quarterly Journal of Economics, 111, 506—548.

e Schneider F. and D.H. Enste D.H. (2000) ‘Shadow economies: Size,
causes, and consequences’, Journal of Economic Literature, 38, 77—
114.

e F. Schneider, A. Buehn, C. E. Montenegro (2010) “New Estimates for
the Shadow Economies all over the World”, International Economic
Journal, Vol. 24, No. 4, 443-461.

e Mork, K.A. (1975) ‘Income tax evasion: some empirical evidence’,
Public Finance, 30, 70—76.

e Spicer, M.\W. and S.B. Lundstedt (1976) ‘Understanding tax evasion’,
Public Finance, 31, 295—305

e Challenging reading

e Bordignon, M. (1993) ‘A fairness approach to income tax evasion’,
Journal of Public Economics, 52, 345—362.

e Cowell, F.A. and J.P.F. Gordon (1988) ‘Unwillingness to pay’, Journal
of Public Economics, 36, 305—321.




Reading
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Andreoni, J. ,B. Erard and J. Feinstein. (1998), “Tax Compliance”,
Journal of Economic Literature Vol. XXXVI, pp. 818-860.

J. Alm (2011), “Measuring, explaining, and controlling tax evasion:
lessons from theory, experiments, and field studies”, International
Taxation and Public Finance, forthcoming.

Scotchmer, S. (1987) Audit classes and tax enforcement policy,
American Economic Review, 77, 229—233.

Torgler, B. and F. Schneider (2007b), “The Impact of Tax Morale and
Institutional Quality on the Shadow Economy”, CREMA Working
Paper Series, 2007-01, Center for Research in Economics,
Management and the Arts (CREMA).




Readings for Greece
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MouAomnoulog, M. (1987), H napaotkovouio otnv EAAada, |IOBE.

KaveAAomouAog, K., KovoouAakog, I., Panavoc, B. (1995),
Mapaotkovouia kat popodlauyn: Metpnoesic kot OLKOVOULKEC
Ertuntwoetg, KEME.
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Readings for Greece

Georgia Kaplanoglou & Vassilis T. Rapanos (2012): “Tax and Trust: The
Fiscal Crisis in Greece”, South European Society and Politics, pp. 1-22,
DOI:10.1080/13608746.2012.723327
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Behavioral and Experimental Economics, 56, pp. 21-32
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Tax Evasion

Tax evasion is the illegal failure to pay tax

Tax avoidance is the reorganization of economic activity to
lower tax payment

e tax avoidance is legal, tax evasion is not
e the borderline is unclear

Estimates show evasion to be a significant fraction of
measured economic activity

It is an important consideration for tax policy




Extent of Evasion

e The black, shadow or hidden economy are all
economic activities for which payment is received
but is not officially declared.

e illegal activities
e unmeasured legal activity such as output of smallholders
e |egal but undeclared activity

e The unmeasured economy would be the shadow
economy plus activities such as do-it-yourself jobs that
are economically valuable but do not involve economic
transaction.




Extent of Evasion

e There are many methods for measuring the hidden
economy including:

e the difference between the income and expenditure measures of
national income

e the use of survey evidence, either directly or indirectly as an input
into an estimation procedure

e the demand for cash, on the basis that transactions in the hidden
economy are financed by cash rather than checks or credit
(monetary approach)

e the use of the quantity of a basic input that is measured to estimate
true output (input approach)
e Table below presents estimates of the size of the hidden
economy estimates are subject to error
e there is a degree of consistency running through them
e undeclared economic activity is substantial
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Shadow economies in the EU
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Tax evasion
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Evasion Decision

e The simplest model of the evasion decision
considers it to be a gamble.

e If a taxpayer declares less than their true income
(or overstates deductions)
e they may do so without being detected
e there is also a chance that they may be caught
e when they are caught a punishment is inflicted
e usually a fine but sometimes imprisonment

e A taxpayer has to weigh-up these gains and losses
taking account of the chance of being caught and
the level of the punishment

o




Evasion Decision

e The taxpayer has an income level Y
e known to the taxpayer
e not known to the tax collector

e The income declaredis X<Y
e taxed at a constantrate t

e Amount of unreported incomeisY—X2>0
e The unpaid taxis t[Y - X]

o




Evasion Decision

e |f the taxpayer evades without being caught, their
income is given by

yne =y - tX
* When the taxpayer is caught evading all income is

taxed and a fine at rate F is levied on the tax that
has been evaded.

* The income level when caught is
Ye =[1-t]Y-Ft[Y-X]
* |If income is understated the probability of being
caughtisp
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Evasion Decision

e Assume that the taxpayer derives utility U(Y) from an
income Y

e After making declaration X
e income level ¥ occurs with probability p
e income level Y occurs with probability 1 -p

e The taxpayer chooses X to maximize expected utility
e The declaration X solves

maxy, E[U(X)] = [1 - p]U(Y™) +pU(Y°)




Evasion Decision

e This choice problem can be displayed graphically

e Observe that there are two states of the world.

e in one state of the world the taxpayer is not caught evading and
income is Y"¢

e in the other state of the world they are caught and income is ¥*

e The expected utility function describes preferences over
income levels in these two states

e The choice of X determines an income level in each state

e Varying X trades-off income between the two states

e a high value of X provides relatively more income in the state in
which the taxpayer is caught evading

e alow value of X provides relatively more when they are not caught.




Evasion Decision

e When X =Y the taxpayer's income is [1 - t]Y in both states

When X = 0 income will be
e [1-t(1+F)]Yif caught
e Yif not caught

e The options available to the taxpayer lie on the line joining
the pointsfor X =0and X=Y

e this is the opportunity set of achievable allocations of income
between the two states

e The utility function provides a set of indifference curves

e an indifference curve describes income levels in the two states
which give the same level of expected utility




Evasion Decision

e The choice problem is shown in ye
Figure 16.1

e The optimal declaration achieves
the highest indifference curve

e The taxpayer chooses to locate at
the point with declaration X*

e This is an interior point with
O<X*<Y

e Some tax is evaded but some
income is declared

Figure 16.1: Interior choice
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Figure 16.2: Corner solutions

e Itis also possible for corner solutions to arise
e The taxpayer in Figure 16.2a chooses to declare their entire income so X* =Y
e The taxpayer in Figure 16.2b declares no income so X* =0
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Evasion Decision

An interesting question is what guarantees that evasion will
occur

Evasion occurs if the indifference curve is steeper than the
budget constraint on the 45° line

Totally differentiating expected utility the indifference curve
has slope

dye/dyr = -[1 - p]U’(Y*)/pU'(Y)

On the 45° line Ye = Yreso U'(Yre) = U'(Ye) implying
dye/dyr=-[1-p]/p

The slope of the budget constraint is given by — F

The indifference curve is steeper than the budget constraint
on the 45° line if

[1-p]/p>Forp<1/[1+F]
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Evasion Decision

Evade if the probability of detection is too small relative to
the fine rate

This is a trigger condition
e it says nothing about the extent of evasion

The condition applies to all taxpayers regardless of
preferences
e if one evades, all should evade.

Typical punishments suggest F is between 0.5 and 1 so
1/(1+F)>1/2.

Information on p hard to obtain: 1ina 100 or 1 in a 10007?

The model predicts all taxpayers should be evading.

In the US

e the proportion of individual tax returns audited was 1.7 per cent in
1997

e the Taxpayer Compliance Measurement Program revealed that 40
per cent of US taxpayers underpaid their taxes#

e thisis large but less than predicted




Evasion Decision

A change in the probability of
detection is shown in Figure 16.3

An increase in p reduces the
gradient of the indifference
curves where they cross the 45°
line

The optimal choice moves closer
toX=Y

Amount of income declared
rises, so an increase in the

probability of detection reduces
the level of evasion

dye/dyr=-[1-p]/p
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L-t+F)l e J old
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Figure 16.3: Probability of detection




Evasion Decision

A change in the fine rate affects
income when caught evading

An increase in F pivots the
budget constraint round the
honest report point

The optimal choice moves closer
to the honest declaration point

This is shown in Figure 16.4 by
the move from X°/9 to Xew

YC

pL-tl

An increase in the fine rate leads [1_¢(1+F)y

to a reduction in evasion

dye/dyr=-[1-p]/p

Figure 16.4: Fine rate




Evasion Decision

e Anincome increase moves the
budget constraint outward

e The optimal choice then moves
from X°/9 to X% in Figure 16.5

e The effect on evasion depends
on the degree of absolute risk )
aversion, R,(Y) =-U"(Y)/U'(Y) 1tk
o If R,(Y) is constant the optimal -ty

choices are on a locus parallel to
the 45° line

e Evidence shows R,(Y) decreases  [1-t(l+F)N
as income increases so L-t@+F)y
undeclared income rises as
income increases [1_t];( [1:—t]\f Y Y e

YC

Figure 16.5: Increase in income




Evasion Decision

An increase in the tax rate moves
the budget constraint inwards

Figure 16.6 shows the outcome is
not clear-cut

If R,(Y) is decreasing a tax
increase reduces tax evasion

This is counter to what seems
reasonable

The result holds because the fine
is determined by Ft so an
increase in the tax rate raises the
penalty

This takes income away from the
taxpayer in the state in which
they have least income

p-tlv
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Figure 16.6: Increase in tax rate




Auditing and Punishment

e The analysis of the evasion decision assumed that
the p and F were fixed

e This is satisfactory from the perspective of the
individual taxpayer

* From the government's perspective these are
choice variables that can be chosen

e the probability of detection can be raised by the
employment of additional tax inspectors

e the fine can be legislated or set by the courts.

e The issues involved in the government's decision
can be analyzed

(-




Auditing and Punishment

e An increase in either p or F will reduce the amount
of undeclared income

e Assume the government wishes to maximize
revenue

e Revenue is defined as taxes paid plus the money
received from fines

e From a taxpayer with income Y the expected value
of the revenue collected is

R=tX + p(l+F XY — X]
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Auditing and Punishment

e Differentiating with respectto p

R
1+ F Y = X |+tll—-p—pF|—>0
R @+ FYy - x]t-p- pFI%S
e Differentiating with respect to F
R oX
— = ptlY - X |+tfi- p- pF]a—F>o

e [f pF<1-panincreasein p or F will increase the revenue
the government receives

e pis costly, Fis free
e Optimal policy is low p very high F




Auditing and Punishment

e This policy maximizes revenue not welfare
e The government may be constrained by political factors

e The government may not be a single entity that chooses
all policy instruments
e the tax rate set by central government
e the probability of detection controlled by a revenue service
e the punishment set by the judiciary.

e The economics of crime would view tax evasion as just
another crime with a punishment that should fit with the
general scheme of punishments

e |evels of punishment should provide incentives that lessen the
overall level of crime

e |lower punishments for less harmful rather crimes

(-,




Evidence on Evasion

e There have been two approaches taken in
studying tax evasion.

* The first was to collect survey or interview data
and use econometric analysis to provide a
guantitative determination of the relationships.

e The second was to use experiments to provide an
opportunity for designing the environment to
permit the investigation of particular hypotheses.




Evidence on Evasion

Income interval 17-20 | 20-25 | 25-30 | 30-35 | 35-40
Midpoint 18.5 22.5 27.5 32.5 37.5
Assessed income 17.5 20.6 24.2 28.7 31.7
Percentage 94.6 91.5 88.0 88.3 84.5

Source: Mork (1975)
Table 16.2: Declaration and Income

e Compares income level from interviews to income on tax
return

e |nterviewees placed in income intervals based on interview

e The percentage found by dividing the assessed income by the
midpoint of the income interval

e Declared income declines as a proportion of reported income
OCCurs as income rises
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e Propensity to evade taxation

e reduced by an increase in
probability of detection, age,
income

e increased by an increase in the
perceived inequity and of the
number of tax evaders known

e Extent of tax evasion increased by

e attitude and social variables

e experience of previous tax audits.

e Social variables are clearly
important

@

Evidence on Evasion
the importance of attitudes and social norms in the evasion decision

™

Variable Propensity | Extent of
to evade evasion

Inequity 0.34 0.24

Number of evaders 0.16 0.18

known

Probability of -0.17

detection

Age -0.29

Experience of audits 0.22 0.29

Income level -0.27

Income from wages 0.20

and salaries

Source: Spicer and Lundstedt (1976)
Table 16.3: Explanatory Factors
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Evidence on Evasion

e Effect of the tax rate is concerned

e data from the US Internal Revenue Services Taxpayer Compliance
Measurement Program survey of 1969 show that tax evasion
increases as the marginal tax rates increases but decreases when
wages are a significant proportion of income

e supported by employing the difference between income and
expenditure figures in National Accounts as a measure of evasion

e a study of Belgian data found precisely the converse conclusion with
tax increases leading to lower evasion
e The ambiguity about the relation between marginal tax
rates and tax evasion is not resolved

o




Evidence on Evasion

experimental studies

e Tax evasion games have shown

e evasion increases with the tax rate

e evasion falls as the fine is increased or the detection probability
increases

e women evade more often than men but evade lower amounts

e that purchasers of lottery tickets were no more likely to evade than non-
purchasers but evaded greater amounts when they did evade

e The nature of the tax evasion decision has been tested by
running two parallel experiments

e one framed as a tax evasion decision and the other as a simple gamble
with the same risks and payoffs

e for the tax evasion experiment some taxpayers chose not to evade even
when they would under the same conditions with the gambling
experiment

e this suggests that tax evasion is not just a gamble

o




Evidence on Evasion

e There are two important lessons to be drawn

e the theoretical predictions are generally supported
except for the effect of the tax rate

e tax evasion is more than the simple gamble portrayed in
the basic model

e There are attitudinal and social aspects to the evasion
decision in addition to the basic element of risk




SOME FACTS ABOUT GREECE

e Structure of the Greek tax system
e Efficiency of the tax system

e Tax administration

e Societal Factors




Tax revenue (% GDP)
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Tax revenue/GDP

Countries with different levels of per capita GDP
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Tax revenue/GDP
Countries with different levels of per capita GDP

Greece was close to the average
of developing countries\
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Convergence in revenues with EU & OECD
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Structure of government revenues

Income taxes were the main source of revenues in developed countries.
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Structure of government revenues
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In Greece the
main source of
tax revenues was
consumption, in
contrast to the
developed
economies




Revenues from Direct Taxes (% GDP)
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% of GDP

Current tax burden as % o
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Tax Burden

e From the above data it is clear that the tax burden in
Greece has increased significantly during the crisis.

* Yet, it seems that, the higher tax revenue, comes from
higher tax rates and much less from combatting tax
evasion.

e This is quite clear from the data that measure the
“TAX GAP” for the value added tax (VAT), for which we
have comparable data for all EU countries.




VAT GAP

e The VAT Gap is defined as the difference between the
amount of VAT actually collected and the VAT Total Tax
Liability (VTTL).

e The VTTL is the theoretical tax liability according to tax
law.

e The VAT Gap, however, refers to more than just fraud
and evasion. It also covers the VAT lost due to, for
example, insolvencies, bankruptcies, administrative
errors, and legal tax optimisation.

* For details see: http://europa.eu/rapid/press-release_IP-16-2936_en.htm
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VAT Revenues (EUR million)

2013 2014 2015 2016 2017
Belgium 27250 27518 27594 28750 29763
Bulgaria 3898 3810 4059 4417 4664
Czechia 11694 11602 12382 13091 14721
Denmark 24320 24950 25672 26735 27931
Germany 197005 203081 211616 218779 226582
Estonia 1558 1711 1873 1974 2148
Ireland 10372 11521 11955 12826 13278
Greece 12593 12676 12885 14333 14642
Spain 60951 63643 68601 70705 74107
France 144490 148454 151680 154490 161932
Croatia 5455 5690 6016 6485
Italy 93921 97071 100692 102378 107901
Cyprus 1517 1664 1851
Latvia 1690 1787 1876 2032 2164
Lithuania 2611 2764 2888 3026 3310
Luxembourg 3438 3762 3435 3436 3469
Hungary 9073 9754 10669 10587 11725
Malta 582 642 673 712 810
Netherlands 42408 42951 44746 47849 49900
Austria 24895 25386 26247 27301 28304
Poland 27780 29317 30075 30838 36330
Portugal 13710 14682 15368 15767 16809
Romania 11710 11496 12939 10968 11650
Slovenia 3046 3155 3218 3316 3479
Slovakia 4696 5021 5420 5420 5917
Finland 18888 18948 18974 19694 20404
Sweden 39048 38846 40501 42770 44115
United Kingdom 139220 154085 178176 163344 161509
EU 930847 974088 1031422 1043219 1085899
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2013
3962
761
2796
3367
26013
256
1296
6214
8149
16140

40424

530
1095
107
2424
226
4726
2849
10071
2511
7192
183
2147
1120
1384
18043
163986

VAT Gap (EUR million)

2014
2755
1086
2345
3006
26543
200
946
4611
5900
17066
504
39033

456
1115
129
2215
264
4248
2572
9485
2300
7818
335
2111
1177
1291
20147

159658

2015
3722
992
2665
2938
24225
113
1464
5660
3209
15841
639
36167
132
467
987
107
2067
51
5010
2486
9555
2264
6890
272
2209
1223
1189
20680
153227

2016
3865
603
2264
2378
23662
126
1941
6436
2024
15294
503
37044
87
310
1027
119
1813
71
2906
2384
7761
2301
6201
239
1874
1599
714
19880
145428

2017
3996
625
2082
2235
25016
122
1938
7399
1806
12030
459
33629
11
385
1119
23
1893
13
2744
2444
5764
1929
6413
128
1791
1622
654
19199
137470
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Belgium
Bulgaria
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Luxembourg
Hungary
Malta
Netherlands
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Finland
Sweden

United Kingdom

EU-

VAT Gap Estimates, 2017 (EUR million)

Revenues
29,763
4,664
14,721
27,931
226,582
2,148
13,278
14,642
74,107
161,932
6,485
107,901
1,851
2,164
3,310
3,469
11,725
810
49,900
28,304
36,330
16,809
11,650
3,479
5,917
20,404
44,115
161,509
1,085,899

VTTL
33,759
5,289
16,803
30,166
251,598
2,270
15,215
22,041
75,913
173,962
6,944
141,530
1,862
2,549
4,429
3,492
13,617
823
52,644
30,748
42,094
18,738
18,063
3,606
7,708
22,026
44,769
180,708
1,223,369

2017

VAT Gap
3,996
625
2,082
2,235
25,016
122
1,938
7,399
1,806
12,030
459
33,629
11
385
1,119
23
1,893
13
2,744
2,444
5,764
1,929
6,413
128
1,791
1,622
654
19,199
137,470

VAT Gap %
11.80%
11.80%
12.40%
7.40%
9.90%
5.40%
12.70%
33.60%
2.40%
6.90%
6.60%
23.80%
0.60%
15.10%
25.30%
0.70%
13.90%

1.60%
5.20%
7.90%
13.70%
10.30%
35.50%
3.50%
23.20%
7.40%
1.50%
10.60%
11.20%




Table B7. VAT Gap (percent of VTTL)

2013 2014 2015 2016 2017
Belgium 13% 9% 12% 12% 12%
Bulgaria 16% 22% 20% 12% 12%
Czechia 19% 17% 18% 15% 12%
Denmark 12% 11% 10% 8% 7%
Germany 12% 12% 10% 10% 10%
Estonia 14% 10% 6% 6% 5%
Ireland 11% 8% 11% 13% 13%
Greece 33% 27% 31% 31% 34%
Spain 12% 8% 4% 3% 2%
France 10% 10% 9% 9% 7%
Croatia 8% 10% 8% 7%
Italy 30% 29% 26% 27% 24%
Cyprus 8% 5% 1%
Latvia 24% 20% 20% 13% 15%
Lithuania 30% 29% 25% 25% 25%
Luxembourg 3% 3% 3% 3% 1%
Hungary 21% 19% 16% 15% 14%
Malta 28% 29% 7% 9% 2%
Netherlands 10% 9% 10% 6% 5%
Austria 10% 9% 9% 8% 8%
Poland 27% 24% 24% 20% 14%
Portugal 15% 14% 13% 13% 10%
Romania 38% 40% 35% 36% 36%
Slovenia 6% 10% 8% 7% 4%
Slovakia 31% 30% 29% 26% 23%
Finland 6% 6% 6% 8% 7%

Sweden 3% 3% 3% 2% 1%
\ United Kingdom 11% 12% 10% 11% 11%

EU- 15% 14% 13% 12% 11%




Tax rates

e The tax revenue in Greece has increased significantly.
e |s it the result of higher tax rates
e Or
e The result of broadening the tax base, and/or

e The result of enhanced effort in tax collection and
reduction in tax evasion?

e This is difficult to answer.

e Let us see first the evolution of tax rates in Greece and the
rest of EU in the last few years.




VAT rates in the Member States, 2000-2017. (%) Standard

2000 2008 2013 2016 2017
Belgium 21 21 21 21 21
Bulgaria 20 20 20 20 20
Czech Republic 22 19 21 21 21
Denmark 25 25 25 25 25
Germany 16 19 19 19 19
Estonia 18 18 20 20 20
Ireland 21 21 23 23 23
Greece 18 19 23 23 24
Spain 16 16 21 21 21
France 19.6 19.6 19.6 20.0 20.0
Croatia 22 22 25 25 25
Italy 20 20 21 22 22
Cyprus 10 15 18 19 19
Netherlands 17.5 19 21 21 21
Austria 20 20 20 20 20
Poland 22 22 23 23 23
Portugal 17 20 23 23 23
Romania 19 19 24 20 19
Slovenia 19 20 22 22 22
Slovakia 23 19 20 20 20
Finland 22 22 24 24 24
Sweden 25 25 25 25 25
EU-28 Average 19.3 19.5 21.5 21.5 21.5
EA-19 Average 18.1 18.8 20.6 20.8 20.8




Top statutory personal income tax rates

(including surcharges), 1995-2017 (%)
1995 2002 2008 2010 2014 2015 2016 2017

Sweden 61.3 55.5 56.4 56.6 56.9 57.0 57.1 57.1
Portugal 40.0 40.0 42.0 45.9 56.5 56.5 56.5 56.2
Denmark 65.7 62.3 62.3 55.4 55.6 55.8 55.8 55.8
Greece 45.0 40.0 40.0 49.0 46.0 48.0 48.0 55.0
Belgium 60.6 56.4 53.7 53.7 53.8 53.7 53.2 53.2
Netherlands 60.0 52.0 52.0 52.0 52.0 52.0 52.0 52.0
Finland 62.2 52.5 50.1 49.0 51.5 51.6 51.6 51.4
France 59.1 57.8 45.4 45.4 50.3 50.2 50.2 50.2
Austria 50.0 50.0 50.0 50.0 50.0 50.0 50.0 50.0
Slovenia 50.0 50.0 41.0 41.0 50.0 50.0 50.0 50.0
Ireland 48.0 42.0 41.0 47.0 48.0 48.0 48.0 48.0
Germany 57.0 51.2 47.5 47.5 47.5 47.5 47.5 47.5
Italy 51.0 46.1 44.9 45.2 47.8 48.8 48.8 47.2
United Kingdom  40.0 40.0 40.0 50.0 45.0 45.0 45.0 45.0
Spain 56.0 48.0 43.0 43.0 52.0 45.0 45.0 43.5
Croatia 42.9 41.3 53.1 50.2 47.2 47.2 47.2 42.4
Cyprus 40.0 40.0 30.0 30.0 35.0 35.0 35.0 35.0
Poland 45.0 40.0 40.0 32.0 32.0 32.0 32.0 32.0
Slovakia 42.0 38.0 19.0 19.0 25.0 25.0 25.0 25.0
Estonia 26.0 26.0 21.0 21.0 21.0 20.0 20.0 20.0
Romania 40.0 40.0 16.0 16.0 16.0 16.0 16.0 16.0
Czech Republic 43.0 32.0 15.0 15.0 15.0 15.0 15.0 15.0
Bulgaria 50.0 29.0 10.0 10.0 10.0 10.0 10.0 10.0

EU-28 47.2 42.9 38.4 38.5 39.2 39.0 38.9 39.0
@ EA-19 46.9 43.3 39.1 39.7 42.3 42.0 42.0 42.3




Top statutory corporate income tax rates
(including surcharges), 1995-2017

1995 2007 2008 2010 2011 2013 2017
Bulgaria 40.0 10.0 10.0 10.0 10.0 10.0 10.0
Ireland 40.0 12.5 12.5 12.5 12.5 12.5 12.5
Cyprus 25.0 10.0 10.0 10.0 10.0 12.5 12.5
Romania 38.0 16.0 16.0 16.0 16.0 16.0 16.0
Croatia 25.0 20.0 20.0 20.0 20.0 20.0 18.0
Czech Republic 41.0 24.0 21.0 19.0 19.0 19.0 19.0
Poland 40.0 19.0 19.0 19.0 19.0 19.0 19.0
Slovenia 25.0 23.0 22.0 20.0 20.0 17.0 19.0
United Kingdom  33.0 30.0 28.0 28.0 26.0 23.0 19.0
Estonia 26.0 22.0 21.0 21.0 21.0 21.0 20.0
Finland 25.0 26.0 26.0 26.0 26.0 24.5 20.0
Slovakia 40.0 19.0 19.0 19.0 19.0 23.0 21.0
Denmark 34.0 25.0 25.0 25.0 25.0 25.0 22.0
Sweden 28.0 28.0 28.0 26.3 26.3 22.0 22.0
Spain 35.0 32.5 30.0 30.0 30.0 30.0 25.0
Netherlands 35.0 25.5 25.5 25.5 25.0 25.0 25.0
Austria 34.0 25.0 25.0 25.0 25.0 25.0 25.0
Italy 52.2 37.3 314 314 31.4 31.3 27.8
Greece 40.0 25.0 35.0 24.0 20.0 26.0 29.0
Portugal 39.6 26.5 26.5 29.0 29.0 31.5 29.5
Germany 56.8 38.7 30.2 30.2 30.2 30.2 30.2
Belgium 40.2 34.0 34.0 34.0 34.0 34.0 34.0
France 36.7 34.4 34.4 34.4 36.1 38.0 34.4
EU-28 35.0 24.4 23.8 23.2 23.0 23.2 21.9
EA-19 35.8 25.7 25.1 24.5 24.4 25.0 24.1




Overall statutory tax rates on dividend income

CIT rate on distributed profit Overall PIT + CIT rate
Country 2008 2017 2008 2017
Estonia 21.00 20.00 21.00 20.00
Hungary 20.00 9.00 48.00 22.65
Latvia 15.00 15.00 15.00 23.50
Slovak Republic 19.00 21.00 19.00 26.53
Czech Republic 21.00 19.00 32.85 31.15
Poland 19.00 19.00 34.39 34.39
Slovenia 22.00 19.00 37.60 39.25
Greece 25.00 29.00 25.00 39.65
Spain 30.00 25.00 42.60 42.25
Luxembourg 29.63 27.08 43.95 42.39
Finland 26.00 20.00 40.50 43.12
Netherlands 25.50 25.00 44.13 43.75
Italy 27.50 24.00 36.56 43.76
Sweden 28.00 22.00 49.60 45.40
Austria 25.00 25.00 43.75 45.63
Germany 29.41 29.83 48.02 48.33
Portugal 26.50 29.50 41.20 49.24
United Kingdom 28.00 19.00 46.00 49.86
Belgium 33.99 33.99 43.89 53.79
Denmark 25.00 22.00 58.75 54.76
Ireland 12.50 12.50 48.38 57.13
France 34.43 46.10 53.45 69.82




Aduvapiec emionuovu Beopikol mMAalolou

* Ouwc o KUPLOG AOYOC yLOL TN HELWMEVN armodoon
£006WV ToU EAANVIKOU $OPOAOYLKOU CUOTHOTOC
elval ol aduvapiec tou enionpou Beopuikov AaLolou
epappoync tng vopoBeaoiag, SnAadn
avarnoteAeopatikn dopoAoyikn dloiknon, aduvopia
eTILBOANC TwV POPOAOYLKWV KOVOVWV, OLVETIAPKELL TWV
unxowviIopwv enilvonc dtadopwv, KAT.




Dopoc¢ eLoodNUATOC PUOLKWYV TIPOCWTTWV

* OLevdeilelc UTTOOELKVUOUV OTL UTTAPXEL LEYAAN

dopodladuyn, T.X.

e Me Baon ta otoxeia tng MNMM2 yia ta eLoodrjpata Tou
2009, to 60% Twv dopoAoyoUupEVWV SNAWVEL
gloodN AT KATW armo 1o adopoAoynto 0plo Kol dev
nAnpwvel $opo LcodNUATOC.

* 30% twv dopoAoyoupEVWY IANPWVEL To 95% ToUu
ouvoAlkoU QEDN

* 42% Twv poBwtwv/cuvtaélovxwv Kat 83% Twv AAAWV
ETIALYYEAUOTLKWY ORAS WV SNAWVEL ELCOOALATO KATW
aro 10,000 svpw.




Elcobnuata kat katavalwon Stadpopwv
ETIAYYEALLATIKWY OLAOWV

Table 2 Reported income and consumption expenditure of occupational groups

Average Non-durable
income tax Income as | Expenditure | expenditure as
: _ Taxpayers | burden (% of a% of as a % of a % of
Occupational group e . . .
(as a % of total taxable population | population population
total) income) average average average
(L) (2) 3) 4 )
Traders, liberal
professionals,
rentiers 29.3% 12.1% 103.0% 125.7% 123.0%
Farmers 6.9% 6.5% 66.3% 81.1% 80.7%
Wage-earners 35.9% 8.6% 110.8% 106.3% 104.9%
Pensioners 28.0% 7.4% 91.3% 84.9% 87.5%

Sources: Own calculations from Ministry of Finance (2011) — columns (1)-(3). own calculations from
2008 Household Expenditure Survey conducted by the Hellenic Statistical Authority.
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AAN\eC evdeLéeLC TNC AVATIOTEAECUATIKOTNTOC TWV
LNXOWVLO LWV cUAAoyNC dopwv

e >10 t€AOC Tou 2010, ot aveiompaktol popol (tax arrears)
avepyxovtayv oe 14,5 % tou AEI.

e [epimou 150.000 dpopoAOYLKEC UTTIOODEDELC EKKPELLOUV OTA
SdlkaotnpLa.

o KaBe 3-5 xpovia to Ymoupyeio KatadeVYEL OE KTIEPALWOELSY,
TPOLKTLKN Ttov emBpaPfeliel toug dopoduyadec.

e H doun tTNG eAANVLKNAC OLKOVOULOC TIEPALTEPW SUOXEPALVEL TO
£pyo tTnC dopoloyiknc dloiknong (Leyalo mooooto eAeVOepwV
ETIOLYYEALLOTLWV KOLL TTOAU LLKPWV ETILXELPNCEWV).

e H rmoAumAoKOTNTa Kol oL CUVEXELC aAAaYEC TOU popoAoyLkoU

nAaLolov TIEPLTAEKOUV TO £pYy0 TV €OpPLOKWY, AAAQ KOl TWV
bOPOAOYOUUEVWV.
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Edoplakol kat popoAoyikot EAeyyoL

ApOpoc epoprakwv ava 1000

KOTOLKOUC
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2,50
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1,50

1,00
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0,00 -

ItaAia

EABetia |l

lotavia

MdATa

Avotpia

MoptoyoAAia

Dhavdia

EANAAA

Jounéia

loAavdia

Frepupoavia

NopBnyia
Hv. BaoiAeLo

Toexia

Aavio

IpAavdia
OA\avéia

roAALa

BéAyLo

O OXETKOG apLOOG
Twv £popLoKWV SeV
glval WdLaitepa
XOKNAOG, OWG TO
TLOCOOTO TWV
€dopLOKWV TTOU
ornaoXoAeito pe
eAéyyxouc (21,5%)
glval onpavika
XOHNAOTEPO AMO TO
H.0. TWV XWPWV TOU
OO0ZA (35%).

Source: USAID’s Fiscal Reform and Economic Governance Project, Collecting taxes

2009-2010.




e

H avamnoteAeopatikotnta tng dopoAoyLknc dltoiknong eival
aVTIANTITA Ao tTou¢ GOoPOAOYOUUEVOUC
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Assessed effectiveness in the government's efforts to compat
corruprion

60%

50%

40%

30%

20%

10%

m 2009
m2013

D 2 QS «? o -» 2 O P QA O N2 @R DR QLR
@’g\ k@o \%Q@o&\ooé%ebe & og*\'z’ob & & @@7}0 C}'bo 6@0\ & élbo N & «’b& o"’(\\ \°3;\ ) (*'\)Qéb\is’é\ @é} Q‘p\\ AQ& 6&\ AQ’Q\
. N S . < Q (®)
Qeo S ¥ & v N & C S RN & N O K & > <O G R C &°
SF ¥ e,b X
o -8 2
Ny ¢




Index of Public Integrity (2017)
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o MNAMwC¢ uTtapxoLV IPOOoBeTOL AOYOoL ITou €nyoUV TLG
amotuyiec tng dopoAoylkng dloiknong Kot Tnv
ekTeTAUEVN Ppopodladuyn otnv omnoia endidovral ot
dopoloyoUevol Kol avexovtol oL POPOAOYIKEC APXEC;




Napadooiaka vtodeiypoto dopodLadpuync

* Ta mapadootakd urtodelypata mpoodlopLlopol Tou
eriumedou tng popodladuync (m.x. Allingham and
Sandmo, 1971) avtipetwrni{ouv Toug
dopoloyoUevouc wec opBoAOYLKA OKETITOUEVDL
atopa, Ta onoia anodacifouv pe facn evav
UTTOAOYLOLO KOOTOUG-0pEAOUC.

o Eumelpkeg pel€teg Selyvouv OTL AUTA TA
uTtodELypaTA ATIOTUYXAVOUV va €nynoouv ta unAad
noooota oxL tn¢ popodladuync, aAAd TG
£0eAovVTIKNC cUpHOpPwaonc!




Napadooiaka vtodeiypoto Gopodladpuync

o [a mapadetypa otic HIMA, To TOCOOTO TWV OTOULKWV
dSnAwoewv dOpou ELCOONUATOC TTOU EAEYXOVTOL ELVOLL
nepimovu 0,8%.

* Mpodavwc UTTAPYXOUV CTOLXELD TTOU EMNPEALOUV TO
BaBuo cupupopdwong Twv GopoAOYOUUEVWY TTOU OEV
£XOUV OXE0N UE OLKOVOLLKA Kivntpa
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EvaAlokTtikec Bewplec yia tn cuunepipopad

TwV $opOAOYOUUEVWV

e Ta atopa avtlAappavovtol Tn oXEcn AVAUECO OTOUC
dOPOUC TTOU TTANPWVOUV KOl TNV ATTOTEAECUATIKOTNTO TWV
KPATIKWV darmavwy.

e H eBeloviikn cuppopdwWon EVOC ATOUOU UE TO
dopoAoYLKO cUCTNUO EEQPTATAL ATIO TO TIWE TO ATOUO
avtlAapBavetal tn cuunepldopd Twv AAAWY
dopoAoyoupeEvwY. (N TANPwWUN POPwWV ELVOL KKOLVWVLKO
bOLVOLLEVOY)

o
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EvaAloKTikeC Bewpiec yia tn cuunepipopa
TwV $OPOAOYOUUEVWV

o Mpémnel va AdPoupe unoyn Puyoloykouc kat
KOWWVLIKOUC TIALPAYOVTEC, OTIWC
* [IPOOCWTILKEC KOl KOWVWVLKEC aélec (horms)

e Epmotoolvn otouc KpatikoUg BeopoUc Kol 0ToUG
aAAouc dopoAoyoUEVOUC

™




[MPOCWTILKEC OELEC

* H ouvumepidopa tou dopoAloyoUpevou ennpealetal
QO TLC TPOOWTILKEC Tou aiec (TL Bewpel NBIKA cwoth
ovuniepupopa) (Kirchler, 2007), m.x. av Bewpel otL
elvall ONUAVTLKO va €lval EALKPLVAC, av alocBavetol
Tuelc otnv epimtwon mou popodladeuyel.

* AMO TL e€apTWVTOL OL TTPOCWTILKEC OLELEC;

e MMpodavwc lval TO ATTOTEAECUA TNG LAKPOXPOVLOG
KOLVWVLKOTIOLNOoNC TOU aTOUOoU

e AvtiAnyn yLa To Kata toco to $opoAoyLlko cuoTnua
elval dikao

o AvtiAnyn yLa To Tt KAvouv oL AAAoL, KATT.




Kolwvwvikec aélec

® O peAetec delyvouyv OTL N CUMMOPPWON TWV ATOUWV
LLE To GOPOAOYLKO cuoTnUa €€apTaTal o To Tl
eKAQUPAVOUV WC YEVIKA artodEKTO 0TNV Kowwvia.

o Atadopec peAetec deiyvouv OTL Ta ATOMA TELVOLV va

LLoBeTOUV TIC OUUTIEPLDOPEC TTOU ULOBETOUV Kol OL
aAAoL.

e Av Ta ATopa TILoTEVOUV OTL OAOL TTANPWVOUV TOUC
dOpouC IOV TOUC avaloyouv, Ba Telvouv Kol aAuTa va
Kavouv 1o (6lo. Kat to avtiotpodo (m.x. Scholz and
Lubell, 1998).
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Eumiotoouvn

e Epmotoolvn otoucg Beopolc ko otnv KuBEpvnon
ouvOEeTal Pe peyaAutepn popoloyikr ouveldbnon Kal
vPnAoTEpa MooooTA E0EAOVTIKAC CUMMOPPWONC UE
0 popoloyiko cuotnpua (Torgler, 2003, 2005).

* Av 0 dpopoloyoupevoc TioteVEL OTL N KUBEpvnon
OUAAEYEL HOPOUC KAL KATOVEUEL TLIC OOTTAVEC UE

QTTOTEAECMATIKO Kol HLKaLo TPOTO, €ivall TILo TIPOOUOC
va TANPWOEL TOUC GOPOUC TTOU TOU AVOAOYOUV.
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Epwtnua

* JuvOEOVTOL TETOLOL TTAPAYOVTEC LLE TNV XOUNAN
arodoon tou dopoloyikol cuotpatoc otnv EAAASQ;




Figure 2. Fairness and underground economy
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Trust and shadow economy
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Trust in government and corruption
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Amotuylec avenionuwyv Becpwv (informal
institutions)

e OLEAANvec popoloyoupevol eival ampobupol va
TANPWOCOUV TOUC GOPOUC TOUC YL TOUC TPOCOETOUC
AOyouc OTL:

e Aev gprotevovtal Toug dnuoctouc Becpolg

* AgV EUTILOTEVOVTOL TO KPATOC KoL TNV KUBEpvnon
® Agv EUTILOTEVOVTOL TOUC CULTTIOALTEC TOUC

e Motevouv OTL N dtadpBopa eival EKTETAUEVN




JUMTIEPAOOTO

* To popoAoyLKO CUOTNLA ELVOL AVOTTOTEAECUATLKO,
TOOO0 WC TIPOC TN CUVOALKN TOU amodoaon, 0G0 Kol WG
npoc tn 6oun tov.

* e npwrto eninedo, altiec lval n
OVOTTOTEAECATIKOTNTA TWV EMONUWYV BEcUWV
(6nAadn TNC dopoloyiknc dlolknong Ko Twv
GOPOELOTIPAKTLIKWY UNXAVIOUWY, TWV LNXOVLIOUWV
entiAvonc dtadopwv), N TOAUTTAOKOTNTA TOU
OUOTAUATOC Kol N doun TNS EAANVIKAC OLKOVOLaC.




JUMTIEPAOOTO

o e deUTepO €mimedo, ol ATOTUXLEC TWV EMIONUWV
Beopwyv €xouv TN plla TOUC Kal TOUTOXPOVO EVIOXUOUV
TLC ATOTUXLEC aveTtionpuwy Beopwv (EANeLPN
EUTTLOTOOVUVNC OTO KPATOC, TOUC Becpouc,
SlkaoTIKN €€ouaia Kal TOUC CUUTTOALTEC)

* MapaAAnAa, oL SucAettoupylec Tou dopoAoyLkou
ouoTNUATOC eKAappavovtol 0tL odnyolv o€ AvVLoN
Katavoun Twv popoAoyLlkwyv Bapwv Kol dpo OTL
aroteAoUV Ttnyn ovLocoTNTaC.




2UUTIEPOALOUOTAL

* H avtlpeTwrnion Twv mpoBANUATWY Tou EAANVIKOU dopoAoyLKoU
OUOTAUOTOC €lval TTOAUTIAOKN.

* H avadlopyavwon tTwv epopLwyv, N EKAOYLKELON TWV TIPOOTLUWY, N
arAornoinon tng ¢opoAoylkng Sounc Kat Twv dLadkaoclwy gival
amapaitnta BApata, aAld Sev emapkouVv.

* Onoladnmote BeAtiwon, ya va €xeL ovoia Kot SLAPKELD, TIPETEL
va teplAapfavel tn Snuloupyia dopoloyikng ouveibnong, Tnv
aAAayn NG avtiAnPng twv EAARVwy yla toug Snuootoug Beopou¢
Kol T Snpoupyla KoWwvIKAC ocuveidbnong ko eubuvnc.

* AuTOCG eival oAU 1o SUOKOAOC 0TOXO0C, EAV OUWG ETILTELYOEL TaL
oPp£EAN Ba eiva ToAAQTAQ Kol TTOAU TIEPLOCOTEPOL ATIO EVAL
gupuOuO dopoloyLkd cuoTnua.




