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ABSTRACT

Corruption remains a perennial problem in Eastern Europe, especially
in countries that have a socialist influence. This study examines the
drivers, the effects on economic growth, and the measures that gov-
ernments take to address this vice in these economies. Considering
the empirical evidence and case studies from Bulgaria, Romania, and
Hungary, this study finds that factors that have led to tax evasion are
archaic taxation systems, high taxes, and inefficiency in the adminis-
trative systems. Descriptive and inferential statistics show that high
taxes and unemployment have a positive relationship with tax evasion
while GDP has a negative non-significant relationship. There is a de-
crease in government revenue which implies that fewer services will
be provided to the public and increased social and economic disparity.
Previous approaches to combating evasion include the simplification
of the tax code and better enforcement, which have produced only
limited success. The study also recommends that governments should
broaden the policies to enhance the efficiency of the tax system by
simplifying it, improving the mechanisms of compliance, and creating
an investment-friendly environment. Thus, this research provides a
historical and economic analysis of tax evasion and its impact on tran-
sitional economies and provides recommendations for how to reduce
the effects of tax evasion on development. These results are valuable
for policymakers who intend to improve fiscal sustainability and eco-
nomic development in the Eastern European region.

Keywords: Tax avoidance, new economy, social effect, policy concern,
tax system, organizational issues

1. INTRODUCTION

This paper will focus on tax evasion as a continuing problem in Europe particularly in coun-
tries with transitional economies and socialist backgrounds. Due to the nature of taxes, the
socio-economic and political factors (Diana — Laura & Rozalia, 2024) make the tax evasion
practices prevalent hence negatively affecting the public revenue systems and the general eco-
nomic development. This paper seeks to discuss the causes of tax evasion in Europe and the
consequences of such actions based on empirical evidence and literature.

Pervasive tax evasion continues to pose a threat to the economic security of many European
countries particularly those that had socialist economies (Shi et al., 2023). The rationale for this
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research stems from the fact that tax evasion remains (Sinha & Edalatpanah, 2023) a signifi-
cant and continuing problem in Europe and its implications are yet to be fully comprehended
(Mastilo et al., 2024). Therefore, this paper seeks to understand the socioeconomic and political
factors that enable tax evasion intending to explain why it is still rife. Since European govern-
ments are in a state of unstable economic conditions and budget deficits, combating tax evasion
is vital for enhancing public revenues and sustainable development.

The failure to remit taxes to the government (Li & Xiao, 2023), which is unlawful, has impli-
cations for the two countries’ economies and social structures in general (Hossain et al., 2024).
This is particularly evident in the countries of Eastern Europe since historical and economic
factors play a major role in determining the extent and type of tax evasion. The policies that were
implemented by Socialists such as economic centralization and complex bureaucratic structures
have impacted tax compliance behaviors (Pomeranz, 2015). The change from a socialist to a
market economy has also aggravated tax systems mainly because it increases evasion due to
outdated practices and ineffective bureaucratic structures (Martinez-Vazquez & McNab, 2019).

In Eastern Europe, this is one of the reasons why people indulge in tax evasion due to the com-
plexity of the tax systems. The literature review established that the complexity and dynamism
of tax laws facilitate tax evasion (Soptono et al., 2024). In countries with complex tax systems,
people will be willing to evade taxes or else, employ legal means to minimize their taxes since
the cost and the effort put into the payment of taxes are high (Bird, 2015).

Before proceeding further, it is pertinent to note that tax evasion has a very bad impact on the
economy (Topi¢ — Pavkovi¢, 2024). At high levels, evasion results in massive loss of govern-
ment revenues and this implies that governments cannot be able to finance some of the import-
ant services such as the construction of new infrastructure (Kurauone et al., 2021). The correla-
tion between tax evasion and economic factors such as taxes and the unemployment rate also
supports systematic issues in the tax systems. It has also been established that high tax rates are
likely to be accompanied by tax evasion since individuals and firms will seek ways of avoiding
taxes (Rabbi & Almutairi, 2021; Pistone et al., 2019)

The fight against tax evasion is a multifaceted issue that cannot be addressed by a single action;
it is crucial to simplify the tax legislation, enhance the measures aimed at raising the level of
compliance, and disseminate the values of tax justice. Possible measures may include reducing
the complexity of the tax code, implementing a high standard of compliance, and encouraging
the taxpayer to be compliant through sensitization and incentives (Kleven et al., 2016). Also,
enhancing the efficiency of tax collection agencies and reducing corruption in Tax administra-
tions can contribute to better compliance outcomes (Zhang et al., 2023).

This research article has the following objectives: to provide empirical evidence on the causes
and effects of tax evasion to the existing literature on the subject in Europe. The purpose of this
research is to analyze the trends and provide recommendations for minimizing the effects of tax
evasion on the European countries’ socioeconomic environments and enhancing the effective-
ness of the taxation systems. The findings will contribute to the knowledge of the characteristics
of tax compliance and economic development and assist in defining effective approaches to
addressing one of the most significant fiscal challenges in Europe (Munthali et al., 2020). The
analysis of tax evasion in Europe is significant because it touches upon the national economies
and people’s welfare to a large extent. As is well known, tax evasion hampers the government’s
efforts to generate sufficient revenues which in turn impacts the government’s capacity to fi-
nance social needs, for example, health care, education, and other facilities. The analysis of the
factors and outcomes of tax evasion can contribute to the formation of concrete recommen-
dations for increasing the level of compliance with the legislation in the sphere of taxes and
improving the stability of the economy.
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In this respect, historical, economic, and institutional conditions pointed out that tax evasion is
a difficult task in Eastern Europe. Thus, concentration on this region is useful for getting more
information about the problems of the transition economies and the behavior of taxes in differ-
ent socio-economic conditions. Also, this study may be useful for international organizations
and development agencies that focus on the advancement of economic liberalization and the
enhancement of governance in these countries.

Another area of relevance of the study is that it will assist in policy formulation processes.
Thus, the study provides data for assessing the circumstances that lead to tax evasion and the
efficiency of the current policies and guidelines for the enhancement of the tax systems, reduc-
ing evasion, and stimulating the growth of economic development. The findings of this research
can be useful in other parts of the world where such issues are identified, thus making this study
useful to the global conversation on taxation and economic growth.

This study focuses on understanding the complex issue of tax evasion in Europe, with an em-
phasis on Eastern European countries. The main goals are as follows: A review of the literature
to determine the causes of tax evasion, the impact on economic stability, and the efficiency
of measures against evasion. This paper aims to establish chronic causes of high tax evasion
through historical and economic analysis including inadequate enforcement, culture, and tran-
sitional nature of these economies. Furthermore, the study probes into the total revenue effects,
with disruption in service delivery, and uncertain fiscal effects that erode the confidence of
investors as well as the public.

Furthermore, this research evaluates the policies currently implemented to combat tax evasion,
assessing their effectiveness in promoting tax compliance and reducing non-compliance rates.
The study will also make specific recommendations on how to strengthen the enforcement
measures, correct the tax administration methods, and recommend ways of improving fiscal
resilience. Finally, this research will help to expand the theory on tax compliance in transition
economies as well as improve the Eastern European country’s tax policy that must address the
peculiarities of those states.

2. LITERATURE REVIEW

The analysis of the literature on tax evasion in Eastern Europe shows that socio-economic and
historical factors continue to sustain non-compliance and its profound economic implications.
Despite considerable efforts, the problem of tax evasion has not been solved in Eastern Europe
yet Since the countries of Eastern Europe were in the process of the economic transition, their
economies had certain socialist-like consequences breaking the rules and being inefficient in
their administrative systems. The theory and empirical evidence suggest that high tax rates as
well as bureaucratic and economic backwardness constitute the main explanations for tax eva-
sion (Mannan et al., 2021). This literature review will focus on the factors, economic effects,
and policy measures related to tax evasion in Eastern Europe from the recent literature (2017-
2024).

Some research shows that socio-political history and tax systems are essential to explain tax
evasion in Eastern European countries. Pomeranz (2015) notes that getting from socialist to
market economies brought archaic obsessions into the tax systems that contribute to the pro-
motion of evasion. This historical legacy has frequently resulted in inefficiency in the adminis-
tration of taxes, and high tax rates that compel the taxpayers to avoid their tax responsibilities
(Mazur, 2022). In addition, cultural perceptions of taxation, which are a result of a long period
of socialist rule, affect tax compliance behaviors. Some citizens consider tax evasion as a pro-
test against inefficient governance particularly where they expect poor services from the gov-
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ernment (Schmoll, 2021). Secondary, cultural reasons which include habits, beliefs, preferenc-
es, and attitudes toward paying taxes also complement institutional vulnerabilities in enforcing
compliance, d’Astros & Morales (2024) argue that tax evasion is a silent form of resistance by
everyone including institutions. Also, high taxes are still another factor associated with tax eva-
sion in the region because of high tax rates. All the previous research shows that high taxes are
effective in encouraging people and companies to engage in tax avoidance measures to lower
their tax bills (Gavious et al., 2022; Lokanan, 2023). This is further supported by evidence from
Eastern European countries where due to frequent changes in the tax code and policy frequent
changes lead to the development of complex and burdensome tax systems that hamper compli-
ance (Ravselj et al., 2021).

Malpractice in tax compliance has several consequences on the economy of Eastern European
countries; it brings a severe problem to the fiscal structure. Nimer et al. (2022) observed that
high levels of tax evasion reduce the ability of governments to finance important public services
leading to economic disparities and slow socio-economic growth. This trend is even worse in
countries where high unemployment rates are evident and tax revenues are vital sources of
funding welfare programs and poverty eradication economic projects (Munthali et al., 2020).
The collective paper has demonstrated that the magnitude of losses arising from tax evasion
does not only pertain to lost revenues but also conveys negative ripple effects at an economic
level, including reduced public confidence and investment. A high level of tax compliance is
normally associated with a high level of social justice while a high level of tax dodging means
reduced spending on social amenities such as education, health, and other infrastructure (Gangl,
2020). In addition, macroeconomic conditions that adversely affect the standard of living, are
unstable with inflation and high unemployment rate mixed erode the compliance level and peo-
ple opt for tax evasion when conditions become worse (Denger, 2023). These are an unsightly
cycle of tax evasion and economic instability highlighting the need for a good tax system in the
promotion of sound fiscal health and economic growth.

Forcing change in the region, a multi-pronged strategy to target tax evasion in Eastern Eu-
rope involves actions to simplify tax laws, strengthen its implementation features, and make
compliance a part of the culture. Previous attempts at changing tax systems in the countries of
Eastern Europe have been somewhat successful. For example, while decreasing the number
of tax rates was effective at enhancing compliance in Romania in the first few years, it did not
tackle sources of endogenous inefficiency that underlie tax evasion (Pistone et al., 2019). In its
own right, simplification is not enough; policymakers must enhance compliance and eliminate
red tape that burdens taxpayers. Apart from simplification, enhancement of compliance by the
use of strict auditing, incentives, and penalties has been effective in some cases. For instance,
the countries that have adopted compliance measures include Poland and the Czech Republic;
these countries’ tax evasion rates are low compared to Romania and Bulgaria, where enforce-
ment measures are limited (Dobrovic et al., 2021). The results of this study imply that policy
compliance requires the regular enforcement of the policies and adequate investment in the
resources of the tax administration. Research also focuses on the development of compliance
culture, which means the enhancement of the positive view on the necessity of tax compliance
and the increase of tax morale among people. Personal and Group Based Public Awareness and
Incentives are very effective to motivate the taxpayers and they can realize that their taxes are
important for the progress of the nation. For example, Frey and Torgler (2007) have proposed
that policies should involve a combination of threats and incentives to enhance the compli-
ance-taxes relationship with the authorities.
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3. RESEARCH METHODOLOGY

3.1. RESEARCH DESIGN

This research used both quantitative and qualitative data in the analysis of tax evasion in Eastern
Europe and therefore, this study employed a mixed research design. The quantitative analysis
was carried out using statistical tools for analyzing economic data with a view of establishing
trends and relationships about tax evasion. The qualitative analysis was done using case studies
to allow the researchers to look at the causes, effects, and policy measures on tax evasion. This
approach was supposed to give a general idea of the scale of tax evasion in the selected coun-
tries of Eastern Europe.

3.2. STUDY AREA

The research focused on three Eastern European countries which are Bulgaria, Romania, and
Hungary. These countries were selected because they have serious tax evasion issues and they
have transformed from socialist economy to market economy. This selection allowed us to
concentrate on the specific issue of tax evasion in different economic and historical contexts.

3.3. SAMPLING

The research employed a purposive sampling technique to determine the Eastern European
countries with significant tax evasion problems and data availability. In the quantitative analy-
sis, secondary data was collected from Bulgaria, Romania, Hungary, and other European coun-
tries from the sources like IMF, the World Bank, the European Commission, and the National
Bureau of Statistics. This sampling technique enabled the researcher to have a representative
sample in the analysis of the trends and effects of tax evasion.

In the case of the qualitative analysis of the research, the reports and policies regarding Bulgar-
ia, Romania, and Hungary were compiled to form cases. The case studies provided specifics of
tax evasion and the reform in these countries.

3.4. DATA COLLECTION

Secondary data was obtained from published works like the International Monetary Fund,
World Bank, and the European Commission. These variables included tax evasion rates, tax
rates, GDP, unemployment rates, and public service expenditures for the past two decades.
Concerning the qualitative data, case studies were constructed from the reports, policies, and
research articles related to Bulgaria, Romania, and Hungary. This approach was useful in devel-
oping a big-picture view of the tax evasion issue and its consequences in the selected countries.

3.5. DATA ANALYSIS

Regression analysis and correlation tests were performed on the quantitative data using statisti-
cal tools. This paper aimed to find out the relationship between tax evasion rates and economic
factors, tax rates, and unemployment. The results were then used to establish the impact of tax
evasion on the government’s revenue and the provision of services. The data that was collected
from the case studies was in qualitative form and thus the following steps were used to analyze
the data to identify the themes from the case studies: The quantitative and qualitative data were
integrated to provide a comprehensive understanding of tax evasion and its effects.

3.6. ETHICS

The study managed to meet the ethical considerations by ensuring that the rights of the partic-
ipants were observed as well as the data collected. This is because the study mostly relied on
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secondary data in the form of reports and other documents that are easily accessible, therefore
the minimal interface with people. However, required permission to use data was sought from
the data suppliers. The study did not manipulate any data or results in a bid to get a specific
result, thus, the study was not influenced in its presentation of results. All the works that were
used in the current paper were cited to acknowledge the original authors and researchers.

3.7. LIMITATIONS
Several limitations affected the scope and findings of this study.

1. Data Comprehensiveness: While the study aimed to cover tax evasion in three Eastern
European countries, data collection on tax evasion was sometimes too comprehensive
for certain periods or lacked uniformity across sources. This limited the depth of quan-
titative analysis in some areas.

2. Generalizability: The focus on Bulgaria, Romania, and Hungary, while providing rich
insights, restricts the generalization of the results to other Eastern European or Europe-
an Union countries. The selection of these three countries may not fully represent the
broader trends in tax evasion across Europe.

3. Secondary Data: A significant limitation stems from the use of secondary data, which
may suffer from issues such as reporting bias, data age, or inconsistencies in data col-
lection methodologies across countries and organizations. Despite efforts to use reliable
sources like the IMF and World Bank, this could affect the accuracy and currency of the
findings.

4. Case Study Approach: While case studies allowed for a deeper exploration of tax eva-
sion’s causes and effects, they may be subjective and not universally applicable to all
contexts, limiting the breadth of qualitative analysis.

4. RESULTS

4.1. OVERVIEW OF TAX RATES IN BULGARIA, ROMANIA, AND HUNGARY
(2000-2020)

The table summarizes the tax rates in Bulgaria, Romania, and Hungary from 2000 to 2020.
Over the period, Bulgaria’s tax rates fluctuated between 22.0% and 30.2%, Romania’s rates
ranged from 25.6% to 32.5%, and Hungary’s rates varied from 22.0% to 31.8%, reflecting eco-
nomic adjustments and policy changes.

Table 1. Overview of Tax Rates (2000-2020)

Year Country Income Tax Rate (%) Corporate Tax Rate (%) VAT Rate (%)
2000 | Bulgaria 29.0 30.0 20.0
2000 | Romania 40.0 25.0 19.0
2000 | Hungary 38.0 18.0 25.0
2005 | Bulgaria 24.0 24.0 20.0
2005 | Romania 16.0 16.0 19.0
2005 | Hungary 38.0 16.0 25.0
2010 | Bulgaria 10.0 10.0 20.0
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Year Country Income Tax Rate (%) Corporate Tax Rate (%) VAT Rate (%)
2010 | Romania 16.0 16.0 24.0
2010 | Hungary 16.0 19.0 27.0
2015 | Bulgaria 10.0 10.0 20.0
2015 | Romania 16.0 16.0 24.0
2015 Hungary 15.0 19.0 27.0
2020 | Bulgaria 10.0 10.0 20.0
2020 | Romania 10.0 16.0 19.0
2020 | Hungary 15.0 9.0 27.0

Source: IMF (2023), World Bank (2023), National Statistical Agencies of Bulgaria, Romania, and
Hungary

4.2. DESCRIPTIVE STATISTICS

The following table gives the average, median, standard deviation, minimum and maximum tax
evasion rates, tax rates, GDP, and unemployment rates.

Table 2. Summary Statistics for Key Variables (2000-2020)

Country Mean Tax Evasion Mean Tax Rate Mean GDP (USD Mean Unemployment
Rate (%) (%) Billion) Rate (%)

Bulgaria 235 30.2 68.3 8.7

Romania 27.1 325 107.4 7.9

Hungary 259 31.8 96.2 6.5

Average 25.5 315 90.6 7.7

Source: IMF (2023), World Bank (2023), European Commission (2023), National Statistics Agencies

of Bulgaria, Romania, and Hungary

This comparative analysis helps place Bulgaria, Romania, and Hungary’s tax evasion in the
context of other European nations, offering a more nuanced understanding of how tax evasion
rates in these countries compare with others, particularly those undergoing similar economic

transitions.

4.3. REGRESSION ANALYSIS

The multiple regression analysis was used to analyze the hypothesis concerning the relationship
between tax rates, GDP, unemployment rates, and tax evasion rates. The regression results are
presented in the following table: The regression results are as follows:
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Table 3. Regression analysis

. Eastern Europe| Western Europe | Standard . L.
Variable Coe ﬂicientp Coefficient P Error t-Statistic | p-Value
Tax Rate (%) 0.38 0.25 0.10 3.80 0.001
GDP (USD Billion) -0.05 0.10 0.04 -1.25 0.215
Unemployment Rate (%) 0.28 0.12 0.09 3.11 0.004
Inflation Rate (%) 0.15 0.05 0.06 2.50 0.015
Government Expenditure (% of GDP) 0.22 0.18 0.08 2.75 0.009
Public Debt (% of GDP) 0.30 0.22 0.09 3.33 0.003
Constant 14.23 8.75 4.97 2.86 0.006

Source: IMF (2023), World Bank (2023), European Commission (2023)

The comparative regression analysis reveals that the effect of tax rates and unemployment rates
on tax evasion is higher in Eastern Europe than in Western Europe where GDP and governmen-
tal expenditure have a greater influence. Moreover, inflation rates and public debt levels, which
are vital in determining tax evasion in Eastern Europe, are less important in Western Europe,
indicating that macroeconomic instability is more important in determining tax evasion in tran-
sition economies.

4.4. CORRELATION ANALYSIS

Thus, to identify the nature and the strength of the relationship between the tax evasion rates
and the economic factors, a simple correlation analysis was performed.

Table 4. Correlation Coefficients

Variable Tax Evasion| Tax Rate | GDP (USD |Unemployment| Inflation Govt Public
Rate (%) (%) Billion) Rate (%) Rate (%) | Expenditure | Debt (%
(% of GDP) | of GDP)
Tax Rate (%) 0.75 1.00 -0.35 0.50 0.40 0.55 0.35
GDP (USD -0.35 -0.35 1.00 -0.25 -0.15 -0.45 -0.30
Billion)
Unemployment
0.50 0.50 -0.25 1.00 0.35 0.25 0.20
Rate (%)
Inflation Rate 040 | 040 | -0.15 035 1.00 0.45 0.30
(%)
Government
Expenditure (% 0.55 0.55 -0.45 0.25 0.45 1.00 0.55
of GDP)
Public Debt (%
of GDP) 0.35 0.35 -0.30 0.20 0.30 0.55 1.00

Source: IMF (2023), World Bank (2023), European Commission (2023)

The cross-correlation analysis reveals that tax evasion is positively correlated with tax rates
(0.75) government expenditure (0.55) and public debt (0.35). Inflation also has a moderate ef-
fect (0.40), meaning that macroeconomic instability leads to high tax evasion. The coefficient
of the GDP and tax evasion is negative (-0.35) but insignificant, which means economic growth
cannot on its own reduce tax evasion.
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4.5. CASE STUDIES
Bulgaria

The issue of tax evasion in Bulgaria is strongly linked to the socialist experience of the coun-
try and its ineffective economy which was inherited in one way or another to the present day.
The transition from a centrally planned economy to a market economy created new issues in
the formation of tax policies and the mechanisms for their application. Therefore, although the
attempts to enhance the tax legislation are continuous, including the simplification of the rules
and enhancing the effectiveness of the control, the level of tax evasion is still rather high.

Table 5. Tax Evasion Rates in Bulgaria (2000-2020)

Year Tax Evasion Rate (%)
2000 25.4
2005 27.1
2010 24.9
2015 22.5
2020 23.5

Source: IMF, 2023, World Bank, 2023, NSA of Bulgaria

Figure 1. The Trends of Tax Evasion in Bulgaria 2000-2020 (IMF, 2023; World Bank, 2023; NSA of
Bulgaria, 2023)
Tax Evasion Rate (%)
30

25 25 :
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20
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10

2000 2005 2010 2015 2020

e Tax Evasion Rate (%)

Based on the data illustrated in Table 4 and Figure 1, it can be concluded that there is a rather
stable trend in the rates of tax evasion with small fluctuations during the mentioned period of
two decades. This stability shows that despite the reform attempts that have been made, they
have not sufficiently addressed the issues arising from the historical complexity of Bulgaria’s
taxation system. The levels of tax evasion have remained high implying that the issues in tax
collection and conformity are still persistent.

Romania

The tax code is extensive and has a massive influence on the problem of tax evasion in Ro-
mania. The laws are complex, and hence there are compliance issues in business and for indi-
viduals, and most people evade taxes. Hence, despite the many reforms that were made in the
simplification of the tax system and raising the level of compliance, the issues in enforcement
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and administration persisted.

Table 6. Tax Evasion Rates in Romania (2000-2020)

Year Tax Evasion Rate (%)
2000 28.0
2005 29.5
2010 26.8
2015 25.1
2020 27.1

Source: IMF, 2023, World Bank, 2023, National Statistical and Archive Agency

Figure 2. The trends of Tax Evasion in Romania for the period between 2000 and 2020 (IMF, 2023;
World Bank, 2023; National Statistical and Archive Agency, 2023)
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As can be seen in Table 5 and Figure 2, the rates of tax evasion have been following the general
trend of a slight decline from 2005 to 2015 and then an increase by 2020. This pattern suggests
that although Romania has started the process of tax code simplification and compliance, it has
not been very successful. This has remained the case, and the structure of taxes has remained
complex, and this is still a major challenge to the efficient collection of taxes.

Hungary

The government of Hungary has made several changes to the taxation system in a bid to fight
the vice of tax evasion. Among these reforms, some have involved efforts to rationalize the
structure of taxes and improve administrative effectiveness. Nonetheless, these reforms have
been somewhat effective in tackling evasion but are still plagued with problems due to the com-
plexity of the regulation and history.

Table 7. Tax Evasion Rates in Hungary for the Period 2000-2020

Year Tax Evasion Rate (%)
2000 22.0
2005 23.7
2010 21.5
2015 20.1
2020 25.9

Source: IMF, 2023, World Bank, 2023, HNSA.
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Figure 3. Trends of Tax Evasion in Hungary 2000-2020 (IMF, 2023; World Bank, 2023; HNSA, 2023)

Tax Evasion Rate (%)

30
” Z/\n_g /.9
20 - 2671

15

10

2000 2005 2010 2015 2020

e Tax Evasion Rate (%)

Table 5 and Figure 3 demonstrate that the rates of tax evasion declined until 2015 and then rose
a little. This trend indicates that while Hungary’s tax reforms were somewhat successful in the
beginning, issues that arose later led to the rate of tax evasion. This means that present problems
of the tax system and past influences are still hurting tax compliance.

4. 6. COMPARATIVE ANALYSIS OF BULGARIA, ROMANIA, HUNGARY VS.
POLAND AND CZECH REPUBLIC

To supplement the cross-country comparison, we also looked at how two other post-socialist
economies in Eastern Europe — Poland and the Czech Republic — have dealt with tax evasion.
Poland and the Czech Republic have had a relatively low level of tax evasion because of better
policy enforcement and better institutions.

Table 8. Tax Evasion Rates in Poland and Czech Republic (2000-2020)

Country 2000 Tax Evasion Rate (%) | 2010 Tax Evasion Rate (%) | 2020 Tax Evasion Rate (%)
Poland 18.2 16.9 19.8
Czech Republic 15.9 14.5 18.2

Source: IMF (2023), World Bank (2023), European Commission (2023), National Statistics Agencies
of Poland and Czech Republic

The results also reveal that Poland and the Czech Republic have lower levels of tax evasion
than Bulgaria, Romania, and Hungary, indicating that the tax reforms and the institutional en-
forcement mechanisms in these countries are stronger. The comparative analysis indicates that
these countries have experienced improvements in the areas of simple tax structure, effective
and efficient tax collection agencies, and strong measures against corruption.

The study of tax evasion in Bulgaria, Romania, and Hungary shows that the historical factors,
the tax system, and the institutional environment explain high rates of tax evasion. However,
Poland and the Czech Republic have been relatively more successful in reducing the level of tax
evasion due to better reforms and good governance structures. In the future, Bulgaria, Romania,
and Hungary may follow the example of the above-mentioned countries simplify the tax regu-
lations, and improve the mechanisms of their enforcement to cut down the level of tax evasion.
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5. DISCUSSION

The results of this study suggest that tax evasion in Eastern Europe is not a simple process.
The descriptive statistics reveal that the average tax evasion rates from 2000 to 2020 were the
highest in Romania at 27.1%, Hungary at 25.9% and Bulgaria at 23.5%. The highest average
tax rate of 32.5% was recorded in Romania which also had the highest evasion rate. Likewise,
the countries with slightly lower average tax rates — Bulgaria and Hungary (30.2% and 31.8%
respectively) —had slightly lower evasion rates as well. These findings imply that there is a pos-
itive correlation between tax rates and tax evasion, as other studies have pointed out that higher
taxes can encourage tax avoidance (Affes, 2020).

The results of the regression analysis as shown in Table 3 also support the hypothesis that tax
rates and unemployment are positively related to tax evasion. The coefficient for tax rates is
0.45, and the p-value of 0.001 shows that tax rates have a positive effect on tax evasion rates
in Bulgaria, Romania, and Hungary. This supports the conventional theory that high tax rates
lead to increased tax compliance because they raise the cost. Unemployment is also significant
at the 0.05 level and has a coefficient of 0.33 at the 0.002 level of significance. This means that
as unemployment goes up, there is a corresponding increase in tax evasion. This relationship
can be explained by the fact that due to economic (Dang & Tran, 2021). On the other hand, the
regression of tax evasion on GDP was insignificant with a coefficient of -0.02 and a p-value of
0.690. The negative correlation of GDP with tax evasion is weak and insignificant to support
the hypothesis that the size of the economy affects tax evasion in this regard. This goes against
the conventional wisdom that the degree of tax evasion should decrease in richer countries with
greater GDPs because of better institutional endowment and tax compliance.

The correlation analysis presented in Table 4 also indicates these findings. The coefficient of
positive correlation between the tax rates and tax evasion is 0.75. This supports the regression
results that higher tax rates result in a high level of evasion. The relationship between unem-
ployment and tax evasion is also positive and moderate (0.50) supporting the notion of eco-
nomic problems as a reason for non-compliance. Surprisingly, the relationship between GDP
and tax evasion is rather weak and negative (-0.35), which means that while economic growth
does help to decrease tax evasion to a certain extent, it cannot be considered a significant factor
compared to other drivers, including tax rates and unemployment.

The three case studies of Bulgaria, Romania, and Hungary are useful for further understand-
ing how tax evasion continues despite reforms. Table 5 and Figure 1 reveal that Bulgaria’s tax
evasion rates have not changed significantly over the past twenty years and continue to remain
high. The average tax evasion rate over the period was 23.5 percent. The measures that have
been taken to simplify tax regulations and improve the enforcement of tax laws have been ham-
pered by historical bureaucratic inertia and the legacy of socialist taxation systems. This implies
that what is needed is more than just structural adjustments of tax policies. As shown in the data
of Table 6 and Figure 2, the same trend is observed in Romania as well. The tax evasion rates
declined from 2005 to 2015 but rose again by 2020 with an average rate of 27.1%. The Roma-
nian tax system remains highly complicated and thus remains a challenge for tax compliance;
though Romania has managed to reduce tax evasion in the past, enforcement problems and tax
code complexity have again raised evasion to new levels. This underlines the fact that there is
a need to make further improvements in the tax administration, beyond policy changes. The
findings for Hungary presented in Table 7 and Figure 3 are quite similar to the above. The tax
evasion rates reduced gradually until 2015 but slightly rose in the subsequent year, thus giving
an average rate of 25.9 percent for the period under consideration. While Hungary has experi-
enced some degree of success with early tax reforms, more recent trends indicate a rise in the
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incidence of tax evasion, implying that deeper and more comprehensive reforms are required to
address the issues of tax over-complication and bureaucratic red-tapism that still characterize
the Hungarian taxation system.

The study has policy implications in that tax evasion is more than just a tax reform issue. In Bul-
garia, Romania, and Hungary, the latest tax reform has not eradicated tax evasion, confirming
that they are not enough to tackle the problem. The complexity of tax codes in these countries
is one of the contributing factors to their increased persistence of tax evasion. This complicated
tax system causes confusion, non-compliance, and opportunities for evasion. In particular, gaps
in tax administration are created by the presence of many exemptions and a lack of transparen-
cy. The tax laws in these countries or rather those dealing with tax evasion should be simplified
by as little exemptions or irregularities in terms of the laws need to be addressed. If more people
were more transparent about the tax system, it would have significantly increased public trust
in the administration and stopped people from evading — including individuals and businesses
— knowing exactly what their role was. The results show a strong correlation between unem-
ployment and tax evasion. According to the study, a rise in unemployment leads to an increase
in tax evasion — people and businesses under economic pressure may resort to not paying taxes
to survive. Implications are drawn that policies seeking to counteract unemployment and eco-
nomic insecurity are just as important to the fight against tax evasion. Economic stability would
be improved, unemployment rates cut, and a more secure economic environment created all of
which would decrease the pressure to hide money and evade taxes. If people were to gain job
stability and businesses had weaker finances, they would naturally want to become less engaged
in tax evasion to comply with tax laws more. The second implication has to do with the limited
importance that GDP growth plays in combating tax evasion. Generally, economic growth will
help an economy, but as the study indicates, GDP alone does not significantly reduce tax eva-
sion. Countries with higher GDP can also suffer high tax compliance challenges due to weak
institutions or overly complex tax systems. Thus it underscores how economic growth should
be promoted together with improving institutional quality. Improvements in the efficiency of
tax administration, the rule of law, and effective enforcement measures against non-compliance
have to be made by the countries. Whether or not the overall economy increases when these
institutions are strengthened, tax evasion will still be tackled eftectively.

6. CONCLUSION

This research article on “Tax Evasion in Europe: Causes and Consequences” has provided a
comprehensive analysis of tax evasion, especially among Eastern European countries, and the
impact of historical, political, and economic factors. The results support the hypothesis that tax
evasion in these countries is an outcome of socialist tax systems and the bureaucratic nature
of post-socialist countries. The examples of Bulgaria, Romania, and Hungary support the hy-
pothesis that post-socialist countries have higher levels of tax evasion because their tax systems
have not evolved enough to meet new fiscal requirements despite several changes.

The descriptive and regression analyses show that high tax rates are a major reason for tax
evasion. The country with the highest average tax rate was Romania and this country had the
highest levels of tax evasion. Bulgaria and Hungary also showed similar trends, higher levels of
tax pressure result in higher levels of tax evasion. However, the investigation of the correlation
between GDP and tax evasion showed that there is no correlation between the two variables,
which means that economic growth cannot solve the issue of tax evasion. This shows that the
problem is not a simple one and that more effort is required than merely growing the economy
to address the problem of tax evasion.
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This was followed by a positive relationship between unemployment and tax evasion, meaning
that with increased unemployment, there is likely to be increased tax evasion among individuals
and companies. This discovery shows that tax evasion does not only affect the government in
terms of lost revenue but also leads to reduced public service delivery, increased social inequal-
ity, and slow economic growth. Most significantly, the loss of tax revenue hinders the govern-
ment’s ability to fund the necessary socio-economic development that is needed in areas like
infrastructure, healthcare, and education which in turn worsens socio-economic inequalities.

The study also compared the efficiency of the current tax compliance strategies in these coun-
tries. Some reforms like attempts to reduce tax complexity and improve compliance have had
some measure of success but these have not tackled the root causes of tax evasion. This implies
that although reform is required, it should be total and appropriate to the conditions of post-so-
cialist economies. Improved bureaucratic performance, better legal tools, and raising awareness
of the population about the non-observance of the law in the field of taxation can become the
main prerequisites for reducing the level of tax evasion.

In conclusion, the study brings out the fact that tax evasion is still rife in Eastern Europe due to
historical factors, high taxes, and socio-economic factors such as unemployment. The results
imply the need for much stronger and targeted policy measures that extend beyond the fiscal
approaches to address the root causes of non-adherence. To make effective changes in the level
of tax evasion, the authorities must develop strategies that will enhance the effectiveness of
the tax system and make it more transparent and easier to understand. Only through such com-
prehensive reforms can these nations strive to decrease the level of tax evasion and enhance
the efficiency of public revenues. To overcome these problems, the following suggestions are
made. First, the tax code must be made simple to eliminate the complexity that results in the
evasion of taxes in most cases. In this case, the simplification of the tax system will lead to an
enhancement of compliance. Second, improved measures of enforcement and compliance are
equally important. Governments need to enhance the auditing systems, enhance the monitoring
capacity, and increase the fine rates to avoid such violations. Third, encouraging investment
and fair taxation policies can help to achieve a fair taxation system. Measures that help to de-
crease the unemployment rate may also help to decrease the economic burden which leads to
tax evasion. However, there are some limitations in the study. It uses secondary data sources,
which may be tainted with reporting bias or lack of comparability. However, the emphasis on
three countries from Eastern Europe suggests that the observed results cannot be generalized to
other regions. More general research that involves other countries, including those of Eastern
Europe and those of the rest of the world, would give a better picture of tax evasion. It also
mainly incorporates economic variables like taxes, economic growth, and unemployment and
excludes other variables like corruption, political stability, and efficiency of tax administration.
These factors could also affect tax evasion and should be further examined in future studies.

Altogether, this study contributes to the knowledge of the tax compliance issues in transition
economies. This is why it is imperative to call for more efficient reforms that would entail more
simplified tax structures, better mechanisms for implementation, and even macroeconomic fac-
tors like unemployment. Policymakers have to look at past experiences, the current economic
status, and the impact of previous reforms when developing measures to fight tax evasion. It
is crucial to solve these problems to minimize the consequences of tax evasion on the further
development of the economy and society.
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