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Abstract

Tax evasion is a very complex phenomenon, with wide
social implications, but with a special manifestation in
the economic sector, managing in some cases to
seriously affect the standard of living of citizens.

The research of this phenomenon started from studies
commissioned in 2015 by the European Parliament,
which established the losses registered by each member
country of the European Union as a result of the
phenomenon of tax evasion. Based on this information,
new elements have been added from the studies of
other authors as well as from our own investigation and
in this way the connection between the size of the tax
evasion and the volume of the underground economy at
the level of the European Union states has been
demonstrated.

An important role in this demonstration was represented
by the variable, the level of taxation, which showed that
the fiscal pressure can to some extent influence the
evasive behavior of the commercial entities that choose
to increase their profit by techniques located outside the
legal boundaries.

An improvement of evasion behavior can come from
auditors who, through the recommendations they make
to their clients, can make them aware of the danger
posed by the tax evasion on the health of the national
economy.
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Currently, there is a high effervescence of the business
environment, which is in a continuous expansion of
activity in increasingly complex and innovative fields, for
which the evolution of results is very difficult to
anticipate.

For this fact responsible is also the technological
development that influences our lives more and more,
and with it also improve the techniques used by traders,
in trying to pay taxes as low as possible. Some of them,
especially the large companies, opt for tax advisory
services to optimize costs, while small traders remain
faithful to the techniques of misreporting real values to
the authorities.

Some authors' have even advanced classifications of
this phenomenon in: legal tax evasion and illegal tax
evasion. We consider that the association between the
word evasion and legality is an unfortunate one, evasion
assuming a violation of legality. Therefore, we opt for the
use of “fiscal optimization” instead of the phrase “legal
tax evasion”.

The subject of tax evasion is important both for the
authorities and for the whole society, being largely
responsible for the insufficiency of the funds allocated to
the services for the population (health care services,
emergency response services and natural disasters,
emergency services, guarding and protection services,
providing free education up to a certain level, etc.).

The phenomenon of tax evasion is closely linked to the
level of the underground economy. Although the
underground economy comprises a wide spectrum of
activities outside the law, some of them represent the
basis for calculating the size of tax evasion. It is very
important to study the evolution and behavior of the
underground economy, as a rapid neutralization of it can
create serious economic imbalances especially at the
level of the poor categories, and here we mention the
subsistence economy which ensures a minimum
standard of living for people in rural areas, who do not
have other sources of income.

There are authors such as Voicu (2012), who consider
that a low level of the underground economy, referring to
the activities of craftsmen, can be a positive factor for

1 http://revistaprolege.ro/diferente-evaziunea-fiscala-legala-
tax-avoidance-frauda-fiscala-tax-evasion-incriminata-ca-
infractiune/
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the economic development of the respective society,
and the negative effects that would result from these
activities of craftsmen are almost unnoticed compared to
the benefits they bring to the community.

The acceptance by the authorities of these types of
crafts activities is a beneficial action, since indirectly
such activities encourage work, even if we speak of a
form of work not fully reported to the authorities.
Otherwise, the craftsmen remain without any form of
income and it is very possible that a good part of them
will become socially assisted and in this way the
authorities will be the ones who will support them
materially.

Tax evasion, as part of the underground economy,
included in the large mass of activities that make up the
economic crime, was born with the appearance of trade,
in order to avoid paying part of the profit to the
authorities.

This desire persists even today, the difference being that
with the evolution of the human society, the techniques
applied by the traders regarding the payment of as few
contributions as possible to the state budget have
evolved. Ciupitu and Tudorache (2015) classify this
phenomenon into: identified tax evasion and unidentified
tax evasion. They consider that the first type is
connected to the official economy, which the authorities
are aware of, while the unidentified tax evasion stems
from the activities that make up the underground
economy, which the authorities are not aware of and
which make no direct contribution. In the same direction,
Achim (2017) considers that tax evasion is directly
connected to the underground economy, and this is also
the main element of difficulty in quantifying the size of
tax evasion, since the real size of the underground
economy is unknown to the authorities.

According to Dinga (2008), tax evasion is not a specific
component of the underground economy as it involves
legal activities not reported to the authorities and, in this
context, it would be more appropriate for the tax evasion
to be located in the border area between the
underground economy and the official economy. We
consider that tax evasion is part of the underground
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economy, as this economy comprises all legal and illegal
activities, and tax evasion only covers undeclared legal
activities.

Voicu (2012) defines the underground economy as the
totality of activities that may be commercial or otherwise,
legal or illegal and which may be dangerous or non-
dangerous for society. There are authors who have
turned their attention to analyzing the underground
economy and even made measurements of it. Among
them we mention: Alm, Martinez-Vasquez and
Schneider (2004), respectively Schneider and Klingmair
(2004).

We believe that between the underground economy and
tax evasion there is an interdependence link, and a set
of legislative measures directed against the activities
that compose the underground economy will certainly be
felt through a significant reduction of the tax evasion
phenomenon.

Olabisi (2010) perceives tax evasion as an intentional
practice of the economic agents not to report the real
values to the authorities, in order to be able to reduce
the fiscal obligation as much as possible, even if this

technique involves fraudulent actions.

We consider that tax evasion is much more complex, as
it can be extended in the sense that economic agents
can resort not only to the truncated reporting of tax
information, but even to distorting them in their favor, so
that, according to fictitious transactions, it asks for
money from the state, such as illegal VAT refunds.

The current research has been carried out in an area
where there are not many recent studies and both
the academic environment and the authorities show
their real interest in the elaboration of national
policies regarding the reduction of economic crime
and combating the phenomenon of tax evasion.

The research started from the study “The European
Tax Gap, A report for the Socialists and Democrats
Group in the European Parliament”, ordered by the
European Parliament. It established for the year
2015, the amount of losses due to the phenomenon
of tax evasion and incurred by each member state of
the European Union. Taking advantage of these
data, we consulted Euro stat statistics, from where
we collected information on the value of GDP for
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each of the 28 Member States and based on these
elements, we were able to determine the weight of
tax evasion in the GDP of each country. This was
achieved by performing a proportion according to the
formula:

(Total loss generated as a result of tax evasion /
GDP) * 100,

where i = the analyzed country.

The acquired elements were corroborated with
another study, Medina and Schneider (2018), which
measures the share of the underground economy
related to GDP, for 159 countries, including EU
states.

Based on this information, it was possible to
determine the weight of tax evasion from the total
underground economy, the difference being the other
forms of economic crime, such as: corruption, human
trafficking, prostitution, drug trafficking, crime against
the environment, kidnappings in the prospect of
obtaining redemptions, efc.

The working hypothesis from which we start is that
the volume of underground economy represents the
basis of calculation for tax evasion. In this sense we
have the percentage X (which represents the share
of the underground economy in GDP, according to
the Medina and Schneider study, 2018), from which
we subtract the percentage Y (which represents the
weight of the tax evasion in the GDP, calculated by
us according to the calculation formula presented
above). The result of this difference (X-Y) is the
share of the other forms of economic crime, other
than the tax evasion reported to the GDP.

There were other proportions made between the
volume of tax evasion compared to the volume of the
underground economy, the calculation formula being
the same as the one presented above, the only
difference being the variables used. So, the weight of
tax evasion in the underground economy was
calculated using the formula:

(Tax evasion / Underground economy) * 100.

To these was added a variable, the level of taxation,
which was taken from the reports of the World Bank,
in order to establish various connections and
correlations between the size of tax evasion and the
level of taxation. This variable reflects the weight of
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all the taxes that an economic entity owes to the
authorities, referring to its own profit.

Starting from these variables, a series of
correlations were made both between the
weights of tax evasion and the size of the
underground economy as a percentage of GDP,
and between the weight of tax evasion in relation
to the other forms of economic crime. The aim
was to identify the different features that the
analyzed states might exhibit, features that could
not have been anticipated in the absence of such
a study.

Based on the analysis of the collected data, the countries
with the highest values of tax evasion are Greece and ltaly
(over 11 percent of GDP), while our country has a tax
evasion of 10.11% compared to the GDP of 2015. ltaly has
the largest tax evasion in the whole European Union, its
value amounting to 190.9 billion Euros, while Greece and
Romania have values below 20 billion Euros each as a
result of the tax evasion phenomenon.

For a better understanding of the pillars that support this
scientific endeavor, the entire database has been
condensed as Table no. 1.

sh The share of tax The share of
are of tax Share of underground A . . .
. . : verage level evasion in the economic crime in
Cellty CEGEN T 5 economy rel!atlve e of taxation (%) | underground the underground
respect to GDP (%) GDP (%) economy economy

England 3.35 8.32 33.70 40.26 59.74
Austria 3.75 9.01 52.00 41.62 58.38
Belgium 7.39 17.80 57.80 41.52 58.48
Bulgaria 8.39 20.83 27.00 40.28 59.72
Czech Republic 5.22 10.47 48.50 49.86 50.14
Cyprus 9.02 32.20 23.20 28.01 71.99
Croatia 7.85 22.96 18.80 34.19 65.81
Denmark 6.41 14.70 26.00 43.61 56.39
Estonia 6.78 18.49 49.30 36.67 63.33
Finland 5.10 13.30 40.00 38.35 61.65
France 5.36 11.65 66.60 46.01 53.99
Germany 410 7.75 48.80 52.90 47.10
Greece 11.23 26.45 49.90 42.46 57.54
Ireland 2.63 9.58 25.90 2745 72.55
Italy 11.56 22.97 65.40 50.33 49.67
Latvia 6.99 16.62 35.00 42.06 57.94
Lithuania 8.28 18.65 42.60 44 .40 55.60
Luxemburg 3.10 10.38 20.20 29.87 70.13
Malta 9.33 29.43 41.60 31.70 68.30
Netherlands 3.22 7.83 39.00 4112 58.88
Poland 8.04 16.67 38.70 48.23 51.77
Portugal 6.12 17.82 42.40 34.34 65.66
Romania 10.11 22.94 43.20 4407 55.93
Slovakia 6.82 11.18 48.60 61.00 39.00
Slovenia 6.69 20.21 32.00 33.10 66.90
Spain 5.55 22.01 58.20 25.22 7478
Sweden 3.76 11.74 49.40 32.03 67.97
Hungary 8.21 20.49 48.00 40.07 59.93

Source: Author's processing, 2019
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Based on the analysis of the collected values, we consider
that between the size of the volume of the underground
economy and the tax evasion there is a quite close
correlation. With the exception of Cyprus and Malta, the 3
countries mentioned above also reach the highest values of
the share of the underground economy in GDP.

Another variable largely responsible for the volatility of
the evolution of tax evasion is the level of taxation. All 3
countries (ltaly, Greece and Romania) have an average
level of taxation above the average of the European
Union countries (41.85%).

Among the countries with the lowest level of tax evasion
we identify Ireland (2.63%), Luxembourg (3.10%) and
the Netherlands (3.22%), the level of taxation being
below the European Union level. By comparison, the
Netherlands, although it has a GDP of over 3.5 times
that of Greece, the losses generated by tax evasion are
almost identical (€ 22.2 billion in the Netherlands and €
19.9 billion in Greece, respectively).

According to the reasoning stated in the methodology, if
from the weight of the underground economy we will
remove the component represented by the tax evasion
we will obtain the weight of the economic crime. From
the point of view of mathematics, we can associate the

level of taxation with the set of natural numbers N, and
the phenomenon of economic crime with the set of real
numbers R.

Ireland due to a very low share of tax evasion has one of
the highest shares of economic crime, amounting to
72.55% of the volume of the underground economy,
below 10% of GDP. Spain ranks in the first position in a
ranking of the countries with the largest losses as a
result of economic crime, except for tax evasion.

Although it has a very low level of tax evasion, only 5.5%
of GDP, it has one of the highest percentages of the
underground economy of over 20% of GDP and a share
of economic crime compared to the volume of the
underground economy of over 74%.

Contrary to expectations, Spain and France, although
they have among the highest levels of taxation in the
whole European Union, manage to maintain a very low
level of tax evasion around 5% of GDP, which reflects
an increased efficiency in implementing fiscal policies.

In Figure no. 1 we have illustrated for each member
state of the European Union, economic underground
decomposition into the constituent elements: tax
evasion, corruption, drug trafficking, prostitution,
kidnappings, trade in radioactive materials, etc.

Figure no. 1. Distribution of the underground economy by main components
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According to the chart from Figure no. 1, in 25 countries
the share of economic crime is higher than that of tax
evasion in the underground economy. There are clearly
3 countries, Ireland, Spain and Cyprus, which show very
sharp variations, the share of economic crime amounting
to over 70% of the volume of the underground economy.

On closer examination, we identify countries, such as

Germany, Italy and Slovenia that reach higher weights
for the phenomenon of tax evasion compared to other
forms of economic crime.

If Germany and ltaly have a significantly higher level of
taxation than the European Union average, the share of
the underground economy in GDP cannot be a plausible
argument since Germany is the country with the lowest
level of underground economy among all the countries
analyzed.

Turning our attention to Romania, according to the
annual report prepared by the Fiscal Council', our
country manifested in 2006-2015 a pro-cyclical policy,
which counter-productively stimulated the national
economy during the period of economic expansion
(2006-2008), and in the period 2010-2015, when the
Romanian economy evolved at a low level, with negative
annual economic developments, these fiscal policies
acted as a brake, thus amplifying the economic
fluctuations that were negative in most of the states of
the world anyway.

According to the same report, the level of tax collection
decreased significantly in 2016 compared to 2015, and
as a result of the changes made by the new Fiscal
Code, the share of tax revenues in GDP decreased
substantially, this being the second lowest of all the
states in the European Union. As an order of magnitude,
at the level of 2016 the level of tax revenues reported to
GDP occupied a weight of 25.9 percent, being the
penultimate place in the European Union and at a
distance of 13.9 percentage points compared to the
average level recorded by the Member States.

The structure of the tax revenues in Romania, saw a
change in the level of 2016 compared to 2015 due to the
reduction of VAT rates, which even after this reduction
presupposes a substantial weight in the total of indirect
taxes, which stands at 43.6% from the total of tax
revenues, compared to the European Union average,
which is 33.7%.

1 http://www.consiliulfiscal.ro/RA2016roiunie2017.pdf
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A progress made by our country consists in improving
the situation regarding the management of arrears by
the state authorities, which has favorably boosted the
economic environment. Even the situation of overdue
payments involving a period of less than 90 days and
which according to the law no 500/2002 does not fall into
the category of arrears, has improved substantially, at
the end of 2016 their total value was over 21 percent
lower compared with the year 2015.

We believe that this financial discipline that was started
by the authorities must be continued, and the auditor
profession can play an important role in this challenge.

We consider that a correct position of the authorities
regarding the fulfilment of the financial obligations could
represent a powerful signal for the economic
environment to do the same with the tax authorities by
honoring the due taxes. In this way we will witness a
gradual reduction in the level of tax evasion, and the
auditors through the services they provide to the
economic agents, can influence them to avoid
committing the tax evasion acts.

Even if there are inconsistencies, or gaps, in the tax
legislation, auditors can use professional judgment in
good faith and even make recommendations to
economic agents regarding the approach of a species
for which the legislative framework is not well
consolidated.

We consider that studying the evolution over time of
social phenomena that have a strong connection with
the economic sphere is very vital for both authorities and
the whole society, since the standard of living of people
can be visibly influenced by the way these phenomena
manifest themselves.

In this regard, we intend that in a future study, we should
analyze the evolution of these phenomena for a period
of 10 years, and then based on the information we will
obtain to try to make a prediction of their evolution.

Tax evasion is closely linked to the underground
economy for most of the European Union states, and the
action of the authorities to reduce the underground
economy will also be reflected by a decrease in tax
evasion.

We appreciate that the level of taxation has a noticeable
influence on the size of tax evasion, but we emphasize
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that there are countries with a somewhat atypical
behavior, in the sense that although they have high
levels of taxation, well above the average of the EU
countries, they manage to maintain their level of tax
evasion around 5% (France and Spain).

As demonstrated during the study, tax evasion is
modelled to some extent by the level of taxation, the first
3 countries with the highest values of tax evasion having
levels of taxation above the average of EU states; while
in countries with the lowest levels of tax evasion
(Ireland, Luxembourg and the Netherlands), the level of
taxation was below the EU level.

The largest loss recorded by a country from tax evasion
is Italy, which stands at 11.56% of GDP, and in absolute
value, the loss exceeds 190 billion Euros annually.

Spain, the fifth economic power among the countries of
the European Union, has the highest level of economic
crime; the value of the annual losses recorded from tax
evasion, amounts to approximately 60 billion Euros,
respectively 5.55% of GDP.

Following the analyzes, it has been found that for most
European Union states, the size of the underground
economy is shaped by socio-economic phenomena,
other than tax evasion

We consider that the authorities through the strategies
they devise for increasing the standard of living of the
population should take into account, not only the fiscal
area that can be treated relatively easily by mathematical
algorithms, but also the social behaviors that have a
strong economic impact on the economy of a state.

Among the forms of economic crime, which make a
substantial contribution to what we call the underground
economy, we mention: the phenomenon of corruption,
which is now widespread in various forms in all the
states of the world, or of criminal activities such as drug
trafficking, prostitution (in the states where it is not
legalized), kidnappings, etc.

Although the phenomenon of tax evasion in the most
common form, implies the concealment of some
information or their incomplete presentation to the
authorities, so as the economic entities could pay taxes
as low as possible, there is another form of
manifestation of the phenomenon of tax evasion, which
supposes that on the basis of fictitious transactions, the
economic entities request money from the state.

At the national level, the Romanian authorities have
succeeded in tempering the situation of the tax evasion
phenomenon through their own financial discipline,
which implies a significant decrease of the time periods
with the payment of arrears as well as of the other duties
that are not considered arrears (period less than 90
days) and which, in 2016, registered a decrease by
21.3% compared to the previous year.

An important role is also played by the auditor
profession, which can act through the nature of its
activity and recommendations of good faith, quite
effective on the mindset of the economic agents in the
sense of discouraging them to resort to evasion
practices.
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