6. ANTICORRUPTION EFFECTIVENESS INDICATORS

The limited feasibility of direct measurements of corruption is a major challenge
to anticorruption policy. Acts of corruption detected and punished show only the tip
of the iceberg. Surveys try to capture personal experience, but personal involvement
in tax-related bribery often implies rather grave offences and admitting that in a survey
becomes a sensitive matter, especially in a face-to-face interview. As a result, meas-
urements of corruption mostly rely on perception or opinion or hearsay, with all the
inherent risk of hitting wide off the mark of reality.

Still, even perceived corruption is important for anticorruption policymaking. Eco-
nomic behaviour is determined by expected rather than actual costs and benefits; and
investors’ decisions on how much and where to invest are indeed conditioned by their
perceptions of corruption levels and the related risks and costs.®’ The same, more or
less, goes for the choice they make to give or not to give bribes. It is conditioned by
taxpayers’ expected cost and benefit of evasion, and their perceived probability of
getting caught and punished, rather than by the administration’s actual effectiveness
or integrity, or the severity of the law. Therefore, close to reality or otherwise, taxpay-
ers’ opinions are important for understanding demand-side corruption drivers and
making the appropriate policy decisions.

The indicator matrix presented here for the assessment of corruption levels and
the strength of corruption drivers and factors derives from the analysis made in the
preceding five chapters of the forms and mechanisms of corruption, and of the ways of
fighting it. It is also based on leading theoretical work and practical experience in the
monitoring and measurement of corruption in transition and developing countries,
and on the corruption survey of the Bulgarian tax administration. Of course, the matrix
makes no claim to being a perfect, or even exhaustive, diagnostic tool. Rather, it pro-
poses an open framework to help focus diagnostic efforts on a more balanced cost-
benefit analysis from the perspective of either party to a corrupt transaction. Its advan-
tages are threefold:

The conventional approach places the emphasis on the cost of corruption to busi-
ness. But it can hardly explain the sustained high corruption levels in transition econo-
mies. Corruption in the tax administration can be made much better sense of if bribery
forced on taxpayers is distinguished from bribery as the price of a corrupt service from
which the briber’s gain exceeds its price. In this latter case, bribery is a transactional
bilateral relationship from which both parties stand to gain at the expense of any and

1 1t is often argued that the results of corruption monitoring themselves create perceptions and work as a self-
fulfilling prophecy. Doubtful as it is that observed behaviour generates more of the same, this argument
effectively proposes that an economy would stand a greater chance of investment and growth were (foreign)
investors kept in the dark about corruption levels in it. But, measured or otherwise, corruption can hardly
remain hidden. Besides, the uncertainty created by no corruption monitoring can be a much stronger invest-
ment deterrent than the darkest picture revealed by monitoring.
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all third parties, i.e., the other taxpayers and the Treasury. Thus, the winner-loser (or
victim) paradigm, applicable to business’s corruption costs, does not fit corruption
predicated on tax fraud and other tax-related offences. Not infrequently, tax corrup-
tion is initiated by taxpayers in pursuit of some undue advantage. This is why, if the
state of play in tax corruption is to be assessed properly, analytical efforts must cover
the members of the tax administration, as well as the business community. The pro-
posed matrix tries to capture both the demand-side and the supply-side costs and
benefits related to corrupt services.

In addition, the matrix is an attempt to extend the diagnostic framework toward
‘harder’, other than opinion or experience-related, data derived from the administra-
tion’s management information systems and other statistical sources. Indeed, personal
experience is an indispensable element in the corruption monitoring system; most
surveys include questions about bribes given or taken and their size, or else, phrased
more euphemistically, about the respondent’s experience of corruption pressure.
However, the results that these yield should be approached with some qualifications,
and especially so, where, instead of a criminal offender and a victim, there are two
criminal offenders both of whom stand to gain from the act of corruption.®? If each of
the two potential parties to corruption is asked about its experience of corruption
pressure from the other, the sensitivity of the question about personal involvement
might be overcome in the interest of a more objective assessment of the spread of
corruption. The matrix proposed here includes both of these questions addressed to
both of these parties. Still, these are ‘soft’” data, and the matrix does include also indi-
cators based on data from the administration’s management information system. Their
retrieval and processing can be done by means of widely available IT resources. In the
matrix, they are grouped together in a separate column by measurement and diagno-
sis parameter of corruption in the tax administration.

Last but not least, the proposed indicators make it possible to measure not only
corruption levels but also, corruption drivers. To the choice of anticorruption policy
measures, the latter are more relevant than corruption levels and much more indeed,
than assessed discrepancies between perceived and actual corruption levels.

Corruption is usually quantified in two dimensions: (a) spread and incidence; and
(b) average value of corrupt transactions. Of these, spread can be measured by the
proportions of taxpayers and tax officers involved in corruption; and incidence basi-
cally means the rate at which bribes change hands or, more neutrally, the rate at which
corruption pressure occurs.

As to the value of a corrupt transaction, i.e., the amount of money changing hands,
it is a fundamental corruption-level indicator in the conventional approach, which
regards bribes as a cost of doing business. It is measured either in absolute terms or as

*2 In addition to perceived corruption levels, Coalition 2000 corruption indices include data on corruption pres-
sure experienced by the respondents and on their personal involvement in corrupt acts (see the survey meth-
odology in Coalition 2000 (1998)). As both the giving and the taking of bribes, and any action conducive to
either, are punishable under the Bulgarian legislation, the data on bribes given and taken, and their size,
obtained from face-to-face interviews, are rather an indication of time dynamics than an accurate measure of
corruption levels. A number of international surveys try to get around the unease factor by formulating the
question about personal involvement in terms of “firms similar to yours’ or ‘your industry/sector’, rather than
asking directly about the respondent’s own behaviour (e.g., the indices of Global Competitiveness Report or
Transparency International).
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a proportion of gross sales or profit.*> Numbers can be put to this indicator based on
either taxpayers’ or tax officers’ perceptions and personal experiences. However, us-
ing it to account for the level of corruption requires a number of qualifications which
follow directly from the understanding of tax corruption as a transaction between two
interested and willing parties. In the traditional understanding of bribery as a cost of
doing business, rising bribe levels are interpreted as a sign of worsening. This interpre-
tation ignores both the causes and the likely effects of such a development. As already
noted here, higher bribe levels could be the reflection of a successful anticorruption
policy. That corruption deterrents and anticorruption incentives have become more
effective on the supply side means, among other things, higher probability of detec-
tion and higher contingent loss to the corrupt tax officer. Accordingly, this will have the
effect of raising the lower bribe threshold under which such an officer would not take
the risk of being caught. In a nutshell, higher average bribe levels could mean a rise in
the risk premium which suppliers of corrupt services build into the price. On the other
hand, it could mean bigger amounts involved in tax fraud or more severe punishments
or more effective tax audits. Depending on demand and supply elasticities, as bribes
keep rising, they might limit the spread of corruption by pushing it toward the higher
income brackets or higher-value fraud, where—and this is the silver lining of such a
scenario—corruption-risk management and control are as a rule more effective.

Also, as the cost of tax-related corruption rises (in terms of bribe levels and/or loss
contingent on detection), corruption may altogether diminish in the field of taxation
and target higher-yield sectors, such as public procurement. By raising bribe levels, tax
corruption may price itself out of the market—as the bribe burden becomes compara-
ble to that of penalties lawfully imposed for non-compliance and takes on a similar
force of deterrent. Moreover, unlike lawful penalties, from which a corrupt auditor
can expect no personal gain, comparable bribes may mean a stronger incentive to
such an auditor to hunt down the very last penny of tax money lost to fraudsters, i.e.,
higher bribes may in fact result in higher detection of non-compliance. Of course, this
paradox is not to be taken literally in the sense that, where they have failed by more
severe penalties and better organised audits, the tax authorities should hope to suc-
ceed by relying on the corrupt motivation of some of their own. It is only meant as
another argument in support of the view that, of themselves, bribe levels are not a
good indicator of, either, taxpayers’ corruption-related costs—if measured in isolation
from their corruption-related benefits—or corruption levels, if the spread and incidence
of corrupt practices are ignored. An indicator defined at a higher level of synthesis
would be more useful, i.e., one measuring corruption costs in relation to corruption
benefits, such as bribe to tax or penalty evaded.

In addition to measuring the overall level of corruption in the tax administration in
terms of the number and value of corrupt transactions, the proposed diagnostic frame-
work focuses on the structure of corruption by accounting for kinds of service received
in exchange for a bribe, and also, the horizontal and vertical spread of corruption risk
throughout the administration.

The matrix also includes indicators reflecting the causes of corruption among tax
officers. In keeping with the conceptual framework outlined in Chapter One, it makes

% Coalition 2000 uses absolute terms, and the World Bank has opted for relative terms in its Business Environ-
ment and Enterprise Performance Surveys (BEEPS) of transition countries. See Gray et al (2004).
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a distinction between corrupt behaviour driven by tax evasion motives and corrupt
behaviour provoked by excessive bureaucratic costs or yielding to extortion pressure
from members of the administration. The probability that a taxpayer may choose to
evade taxes, and the related probability of such a choice leading to bribery, are condi-
tioned by the extent of the tax burden and by taxpayers’ perceived risk of detection
and punishment. These factors are quantified based on effective tax rates and ceilings,
estimates of the size of tax evasion, and respondents’ perception of the tax burden and
of the likely consequences of detection. The cost of tax evasion (to the taxpayer) is a
function of the probability of detection and of the expected bribe amount contingent
on detection (if the tax officer is not report it). On the other hand, the data on tax
assessments successfully appealed provide a partial indication of the extent to which
bribery results from legal deficiencies or corruption pressure from tax officers.

The intensity of the drivers behind the second large group of corrupt services, i.e.,
those related to voluntary tax compliance, is measured by various indicators of com-
pliance cost and the effect of service level standards. Important in this regard is the
transaction cost of corruption, i.e., how much it takes over and above the bribe itself to
negotiate a corrupt deal. That, in turn, depends on the degree of institutionalisation of
corruption, i.e., how easy it is for a taxpayer to target the right officer for the right
service, how clear they are about what they are getting in return and how certain they
are that the tax officer will deliver.

Corruption drivers and motives within the administration have been identified
primarily on the basis of tax officers surveys. The emphasis has been on institutional
drivers and on the effectiveness of anticorruption incentives and deterrents. Related to
these is the respondents’ perception of the fairness and effectiveness of human re-
source management, and in particular, the two components of tax officers” compen-
sation: base salary and pay bonuses. So far as deterrents are concerned, their effec-
tiveness has been assessed from the respondents’ perceived cost of detection. That, in
turn, is a function of the perceived probability of effective inquiry/investigation, the
expected severity of punishment, other expected consequences short of effective pun-
ishment, and risk tolerance.

In response to the rising interest in ethical factors, they too have been included in
the diagnostic framework. The relevant findings could be used by the administration
in a training needs assessment.

A significant advantage of surveying tax officers’ corrupt attitudes is that it yields
first-hand information about the institutional weaknesses which encourage and make
bribery possible-ranging from legal deficiencies to problems stemming from the work-
ing environment and work processes in the administration.
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