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The article deals with one of the most important
problems of the modern financial world - tax evasion. It
is not a secret for anyone that each subject is trying to
minimize its costs. There are frequent cases when such
minimization is carried out in the form of a decrease
in tax payments to the budget, and sometimes in the
form of complete non-payment of taxes, which partially
or completely contradicts the legislation of the country.
The article discusses the problem of tax evasion in
the world and in Armenia, the associated economic
consequences, as well as possible ways to overcome this
problem at the state level.

Taxes and tax policy in the hands of the state are
a powerful tool for influencing the economy, as
an indicator of the state's dependence on taxpayers, therefore,
they are included in the system of economic security of the
state. Most of the indicators and criteria of economic security
relate to the state of the state budget formed on the basis of tax
revenues. The tax mechanism is a means of ensuring security
and at the same time a precondition for the emergence of
threats and risks for the state.

It is no secret that most businesses try to reduce costs,
including taxes. Moreover, the latter achieve it in different
ways, both legally and illegally.'

Reasons for tax evasion can be various, including
economic, political, legal, organizational. In general, the
preconditions for tax evasion can be considered:?
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» Deterioration of the financial condition of
the enterprise,

o General decrease in population income,

o Existence of controversial points and
shortcomings of tax legislation and tax
policy,

« Lack of appropriate incentives, etc.

It is no secret that tax evasion with a
chain effect leads to serious economic
consequences, excluding the implementation
of programs of public importance. The
following can be distinguished from the
consequences of tax evasion:

o Reduction of tax revenues to the
country's budget and, as a primary
consequence, a possible resulting budget
deficit,

o Consequences of non-observance of
the principle of social justice, etc.’®
In order to eliminate the vicious circle

of tax evasion, the state uses the tools at its

disposal, among which we can single out:

o Exclusion of possible legal options for tax
evasion through legal reforms,*

o Creating an effective package of
measures to prevent, control and
curb tax evasion and etc.’

Every year, all countries of the world lose
a total of more than 427 billion US dollars
in tax revenues as a result of the continuous
operation of the vicious circle of tax evasion.®
Highlighting the current volatility of the
global economy and trying to illustrate the
global consequences of tax evasion, the first
report on the state of tax justice, published
by the Tax Justice Network, Public Services
International and the World Tax Justice
Alliance, states: that tax evasion costs countries
the total annual salary of some 34 million

3
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nurses, or the annual salary of one nurse
per second.”

The report published in 2021 proves that
the previously created situation becomes
more worrying. Studies have shown that the
estimated losses increased from $ 427 billion
last year to $ 483 billion (9 359 billion),
which is enough to vaccinate the world's
population three times against COVID-19.® At
the same time, the United Kingdom alone is
responsible for almost 40% of unpaid taxes.

We consider it important to note that the
calculations are only the result of research,
while the reality may be more worrying.
Miroslav Palanski, a TN researcher, agrees
that the data are just “the tip of the iceberg”,
and that the real losses from tax evasion are
much greater.’

Interestingly, rich countries are responsible
for about 78% of hidden taxes, the rest
goes to countries with relatively low levels of
development. Uncertainty over the epidemic
suggests that lost tax revenues from
low-income countries would be enough to
vaccinate 60% of their population, reducing
the current gap in vaccination rates between
poorer and richer western countries.'®

The structure of the country's tax system is
a determining factor in its economic activity.
A well-structured tax system is a basis for
controlling possible abuses by taxpayers and
can contribute to economic development
while providing sufficient revenue for
government priorities. In contrast, poorly
structured tax systems can be costly,
distorting economic decision-making and the
country's economy.

The International Tax Competitiveness
Index (ITCI)" is used to assess the
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FIGURE 1

\ OECD member countries’ classification according to the International

Tax Competitiveness Index™

effectiveness of the tax system, which seeks
to measure the extent to which a country's
tax system meets two important aspects of
tax policy: competitiveness and neutrality.

Interestingly, the International OECD
Competitiveness Index has seen significant
shifts in OECD member countries, which
suggests that these countries attach
importance to resolving or mitigating the
problem of tax evasion or underpayment
by increasing the competitiveness of the tax
system. A number of member states, where
tax evasion is more pronounced, make
relatively little progress on this index.

In particular, the leader among the
countries that have registered a setback
is Colombia, which indicates that the
current situation can create serious
problems in the efficiency of the tax system
of this country, causing chain problems in
the payment of taxes or concealment.

The best result in terms of improving
positions was registered by lIsrael, rising
from 28th to 14th place. Such an increase
in Israel's rating is due to tax cuts. One of its
strengths is the relatively low rate of value
added tax (VAT) applied to the broad tax
base'®. As a result, the confidence of the
subjects in the country and its tax system
grows, with all its positive consequences.

The Armenian reality: The transition
to a market economy has led to significant
changes in all spheres of Armenian society,
including tax policy. However, this process is
complicated and controversial. In our opinion,
the tax system is not free of shortcomings,
and these gaps create favorable conditions
for tax evasion. Inefficient tax policy is a threat
to the economic security of any country.
It weakens the financial stability of the
economy, creating a barrier between the
state and taxpayers. As a result, the budget

" International Tax Competitiveness Index, Tax Foundation, https://github.com/TaxFoundation/international-tax-competitiveness-in-

dex

'* Movers and Shakers in the International Tax Competitiveness Index, https://taxfoundation.org/oecd-tax-rankings-2021/
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FIGURE 2
\ The structure of budget revenues
envisaged by the draft state budget
of the Republic of Armenia for
2022 (in% of the total)™

revenue base, which is the main source of
state functions, can suffer significantly as a
result of continued tax evasion or evasion.

If we look at the revenue structure of the
RA state budget, as well as the movement of
tax revenues, we can see that in all countries
of the world, as well as in the RA, taxes are
the main source of revenue, therefore, only
law-abiding behavior oftaxpayers, coordinated
activities of supervisory bodies. As a result,
the stability of the revenue part of the budget
can be ensured.

As it can be seen, the draft state budget of

N | revenues and state dutiss, billion drams

FIGURE 3

the Republic of Armenia for 2022 envisages
1,946.4 billion drams of revenues, of which
1,843.8 billion drams for tax revenues and
state duties (Figure 2).

Interestingly, in the calculations of budget
revenues for tax revenues and state duties
for 2022, it was assumed that the existing
legal preconditions for tax revenues and
state duties for 2022 to ensure the expected
level of GDP, the administrative measures
to be applied, as well as Macroeconomic
developments  will  provide sufficient
preconditions. Based on this observation
proposed in the draft, we consider it
important to state that in order to make the
projected level of tax revenues a reality, the
provision of coordinated activities of control
mechanisms becomes more important than
ever.

Looking at the revenue base of the state
budget, it becomes noticeable that in 2019-
2021 the tax / GDP ratio has stabilized
at around 22.4%. In this regard, it can be
considered positive that the state policy
is aimed at ensuring the growth of this
indicator to 20.4% in 2022 (Figure 3).

If we look at the average level of tax / GDP
ratio in OECD member countries and the
movement of the indicators of some member
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\ OECD member countries’ classification according to the International

Tax Competitiveness Index'
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\ Taxes / GDP ratio in OECD countries and Armenia in 2010-2019 (%)'®

states and Armenia towards the latter, we
will notice that among the member states the
average value of the index (33.8% in 2019)
was closer to Estonia. (Figure 4). Moreover,
the latter has lower tax rates compared to
member states. In this respect, it is especially
interesting that Estonia and Armenia have
approximately the same tax system, but the
advantage of this country's index over Armenia
is obvious. This circumstance, in general,
can be explained by the differences between
the implementation of tax administration and
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its efficiency.

In order to increase tax revenues, we
believe that the primary precondition is
the implementation of control mechanisms,
which will make it possible to exclude the
commission of tax crimes, including tax
evasion or under-fulfillment of tax obligations.

An important issue from this point of
view is also the insufficient level of taxpayers'
awareness of the tax and customs legislation,
the existence of countermeasures in case of
tax abuses. It is an internationally proven fact
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that the best way to eliminate or reduce tax
offenses, along with national characteristics,
public behavior, is to use punitive
mechanisms, which has a deterrent effect
on both the most risky taxpayer groups or
sectors of economic activity, as well as
law-abiding taxpayers.

If we consider the total amount of
revenues returned to the budget as a result
of detecting tax crimes, we can see that in
2016 and 2019, the largest amount of hidden
taxes were restored to the budget (Figure 6).
However, we find that the above mentioned
does not rule out that the tax crimes also
had a rather large volume in the other years
observed. Even if the volumes of revelations
were the maximum in 2016 and 2019, they
prove that in the Armenian reality this
problem is more than urgent. And each new
discovery and the application of punitive
mechanisms has a sobering effect on
economic entities.

Another important issue, which is obvious
in the RA tax system and which is often
"used" by those who avoid paying taxes,
is tax expenses. The latter are non-levied
(under-levied) tax revenues to the state
budget as a result of existing tax benefits
or alternative expenditures incurred by the
state in the amount of those revenues, as tax

expenditures lead to a reduction in budget
expenditures by the corresponding amount.
It is especially problematic that, unlike state
budget expenditures, which are subject to
in-depth analysis and control, tax expenditures
are often not properly controlled. As a
result, the efficiency and transparency of
public financial management decreases,
and the scope of the state's redistributive
function is limited. That is why regular
assessment of tax expenditures is crucial for
the state fiscal policy.

It is obvious that tax evasion or their
underpayment has been and continues to
be one of the current problems of the world
economy. As a result of tax fraud, many
countries around the world are losing huge
budget funds every second, which, as a
result of targeted use, could help solve the
problems that are considered a priority
in the global economic system. Today,
more than ever, the formation of joint
control mechanisms is more important, which
will provide equal conditions for countries
united in the fight against tax crimes.
The reality in Armenia proves that the
improvement of control mechanisms can
become a precondition for the reduction
of tax crimes. However, it should also be
realized that the complete exclusion of the

'® < whnwlwt Glwdnunubiph Yndhnbh Ywipky, <wpluwiht hwugwgnpdnipniutbiph yhdwlwgnpnipiniu, https:/www.

petekamutner.am/Content.aspx?itn=tsLBRStatisticsOnTaxCrimes
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latter is practically impossible. As it was
mentioned, the Republic of Armenia applies
a rather wide range of privileges to a certain
group of taxpayers. However, it is a fact that,
due to the need to implement fiscal
consolidation, it is necessary to reconsider
the scope of existing privileges. This
circumstance can also be a new test for the
RA budget system, as the revision of tax
privileges implies a change in the conditions
of business and economic activity of the
beneficiaries and the investment environment
of the national economy with all the possible
consequences. Therefore, based on the threat
of potential risks, the review of the scope
of tax benefits should be carried out with
caution and consistency in order to avoid
possible shocks and negative consequences
for the economy. First of all, it is necessary
to consider all the pros and cons of applying
the current tax privileges, including from
the point of view of both the state and the

beneficiaries of those privileges, to compare
the benefits and harms of the privileges, to
identify the possible impact of the revision
of the privileges. activity, business and
investment attractiveness, socio-economic
situation of the country, economic
competition, inflationary pressures and
other important indicators. In other words,
all the tax benefits, the benefits of which are
not commensurate with the costs incurred
by the state for consumers and businesses,
should be gradually reduced, optimizing the
expenditure part of the state budget.

As a result, the improvement of the tax
system, control mechanisms, individual
responsibility of economic entities becomes
a precondition for one of the most

important  functions of the state -
redistribution, full and targeted
implementation of revenues, which is

more necessary than ever for the Armenian
economy and society.
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Hapune NETPOCAH

Maeucmpaum, AI'3Y
APMEHWA U MNP

YKNOHEHUE OT YMJIATbl HAJIOTOB KAK MUPOBAA U APMAHCKAA MPOBJIEMA:
MPUYUHLI U NOCNEACTBUA

B ctatbe paccmatpraeTca ogHa 13 BaxHeiiLLNX Npobnem coBpemeHHOro choMHaHCOBOro MMpa — YK/0-
HeHue OT ynnaTtbl Hanoros. He ceKkpert, YTo Kax/blii CyObEKT cTapaeTca MIUHMMWU3MPOBaTb CBOW 3aTpa-
Tbl. Hepenkn cnyyam, Korga Takaa MUHWMMU3aLMA OCYLLECTBAAETCA B BUAE YMEHbLUEHWA Hanorosbix
nnatexeil B 6IO[KET, a MHOrAA M B BWJE MOMHON HeynnaTbl HalOroB, 4TO 4aCTUYHO WM MOJHOCTbHIO
NPOTUBOPEYUT 3aKOHOJATENbCTBY CTpaHbl. B cTatbe obcympaeTca npobnema yKNOHeHWA OT ynnatbl
Hanoros B MMpe 1 B ApMEHUU, CBA3aHHbIE C 3TUM SKOHOMUYECKWE MOCAEACTBUA, a TaKKe BO3MOMHbIE
nyTV NPeoAoeHNA 3TOi Npobnembl Ha rocyaapCTBEHHOM YPOBHE.
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