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Abstract

Taxation has historically been one of the primary sources of revenue for governments to meet their public
needs. However, social, political, and economic factors have continued to shape the role of taxes in
society over time. These factors directly or indirectly impact the determination of tax revenues. Economic
factors, such as financial development, growth, economic freedom, tax rates, and globalization, also
significantly influence taxation. Corruption, which involves the abuse of public power or resources for
private gain, can have numerous economic effects. This study aimed to examine the relationship between
corruption and tax revenues in 11 EU transition economies during the 2003-2015 period, utilizing the
Westerlund and Edgerton (2007) panel cointegration test and the Emirmahmutoglu and Kose (2011)
panel causality tests. The results indicate a long-run relationship between corruption and tax revenue, as
well as a bidirectional causality relationship between the two variables.
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Yolsuzlugun Vergi Gelirleri Uzerindeki Etkisi: AB Gegis Ulkeleri Ornegi

Gegmisten giinlimiize, devletlerin kamusal ihtiyaglarin1 karsilamada en 6nemli kaynaklardan biri olan vergiler,
sosyal, siyasal ve ekonomik bir olgu olarak karsimiza ¢ikmaktadir. Vergi gelirlerinin belirlenmesinde kilit rol
oynayan bu sosyal, siyasal ve ekonomik olgular, dogrudan ya da dolayli olarak vergi iizerinde belirleyici
olmaktadir. Vergi gelirlerinin belirlenmesinde dnemli bir rol oynayan yolsuzluk, kiiresellesen diinyada yaygin
bir sorun haline gelmistir. Kavramsal olarak, kamu giicliniin veya kaynaklarmin 6zel ¢ikarlar i¢in kétiiye
kullanilmast olarak tanimlanan yolsuzlugun bir¢ok ekonomik sonucu bulunmaktadir. Bu ¢aligmada, 11 AB ge¢is
ekonomisinde 2003-2015 doéneminde yolsuzluk ve vergi gelirleri arasindaki iliski Westerlund ve Edgerton
(2007) panel esbiitiinlesme testi ve Emirmahmutoglu ve Kose (2011) panel nedensellik testi kullanilarak analiz
edilmistir. Bu ¢alismanin sonuglart yolsuzluk ve vergi gelirleri arasinda uzun dénemli bir iliski oldugunu ve bu
iki  degisken  arasinda  ¢ift  yonli  bir  nedensellik  iligkisi  oldugunu  gdstermektedir.

Anahtar Kelimeler: Yolsuzluk, Vergi Gelirleri, Panel Veri
Introduction

Corruption is defined as the abuse of public force or resources for private benefits (World Bank, 1997). With
globalization, corruption has become a common problem worldwide. Corruption is more commonly observed in
developing and transition economies than in developed economies. Corruption has serious repercussions for
economic life. In particular, it negatively affects tax revenues, investments and savings, income distribution, the
informal economy, foreign direct investments, efficiency of public expenditures, and economic growth and
development.

The role of corruption in determining tax revenues has been studied since the 1990s. In recent years, much
attention has been paid to the development of anticorruption strategies. To this end, the world’s leading
organizations, such as Transparency International, the World Bank, and the World Trade Organization, have
begun to develop regulations to prevent corruption. Determining the effect of corruption on tax revenues is
important to prevent corruption and facilitate efficient taxation.

In this context, panel data techniques are used in this study to determine the effect of corruption on tax revenues.
Several studies have been carried out to determine the relationship between corruption and tax revenues, and in
general, the studies found that corruption negatively affects tax revenues (see also Johnson et al., 1998; Tanzi &
Davoodi, 2000; Imam & Jacobs, 2007; Brasoveanu & Brasoveanu, 2009; Hunady & Orviska, 2015; Ozekicioglu
& Bayar, 2017; Epaphra & Massawe, 2017).

1. Theoretical and Empirical Literature Review

One of the most important costs that corruption imposes on economic life is the reduction in tax revenues. Tax
revenues, which are the main source of public expenditures, decrease due to corruption and change the course of
expenditures that should be made by public administration. A change in the course of public expenditure leads to
a reduction in social welfare, and also leads to decreased efficiency and diversity in the goods and services
offered by the state (Bakirtas, 2012, p.91).

The field in which public finances are most affected by corruption is the accrual and collection of taxes.
Corruption has a significant impact on tax accruals and the collection process. Reductions in taxes are most
commonly experienced in tax offices. When this takes the form of tax avoidance, tax evasion, improper tax
exemption, and exception depending on corruption, income losses to the state become inevitable (Gedikli, 2011,
p.180). In addition, corruption affects tax-free income, with the exception of tax income. This causes reductions
in fees, betterments, tax-like incomes, real estate, and entity incomes. However, this leads to an increase in
borrowing (Bagdigen and Dokmen, 2006, p.66).

The negative impact of corruption on tax revenues is generally evaluated in two aspects. Taxes are the main
source of income for public finance. Depreciation in tax revenues as a result of corruption decreases the income
elasticity by causing public borrowing. Additionally, corruption negatively affects the tax structure. Tax
revenues decreasing as a result of corruption lead to additional taxes and an increase in tax rates and put pressure
on taxpayers to fulfill their tax duties regularly (Asher, 2001, 2).
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Corruptions can affect tax revenues indirectly, as follows (Bagdigen and Dokmen, 2006, 63):

— Corruption causes the tax base to reduce, and therefore, tax revenues decrease by increasing
informality.

— The fact that corruption reduces investments and negatively influences economic growth and causes tax
revenues to shrink.

— Taxpayers’ unwillingness to satisfy the illegal demands of illegitimate public officials causes tax
revenues to be reduced by leading taxpayers to transfer their financial activities to informal activities or
to finish their activities.

The degree of tax revenue problems also varies according to the tax type. Each tax has different characteristics in
terms of tax objects, tax causing events, imposition, accruals, and collection processes. For instance, corruption
influences direct and indirect taxes in different ways. Frequent taxpayers’ and tax authorities’ confrontation with
direct taxes increases the probability of corruption. However, taxpayers and tax offices do not frequently
confront each other because indirect taxes are collected on sales. In addition, the auditing process works
effectively because indirect taxes require an effective accounting registry and taxpayers consist of a few large
companies. Therefore, indirect taxes are less affected by corruption than indirect taxes. However, both indirect
and direct taxes decline in economies in which corruption is common (Dokmen, 2012, 44).

The fact that corruption due to the structure of the tax would both reduce tax revenues and cause inequity in the
distribution of tax burden was also indicated in literature. For instance, Tanzi, in a study in 1998, analyzed the
effect of corruption on tax revenues theoretically. As a result, he states that corruption has a negative effect on
tax revenues. He stated that the devastating effect of corruption on tax revenues would decrease through a
transparent taxation system and structural reforms. Bagdigen and Dokmen, in their study in 2006, aimed to
theoretically analyze the relationship between corruption and public incomes and expenditures. Their study
found that corruption may negatively affect public income.

2. Literature

Johnson et al. (1998) researched the relationship between corruption and tax revenues of 49 countries in three
different parts of the world in the 1990°s by using regression analysis. As a result, they identified a negative
relationship between corruption and tax revenue.

Ghura (1998) attempted to identify the effects of the economic policies and corruption levels of 39 African
countries between 1985 and 1996 on tax revenues and Gross National Product (GNP) rates by using panel data
analysis. The results revealed that an increase in corruption rates decreased tax revenues and the proportion of
tax revenues to GNP.

The study conducted by Fisman and Svensson (2000) aimed to investigate the impact of corruption and taxation
on the growth rates of companies operating in various sectors in Uganda during the period of 1995-1997,
utilizing time series analysis. The results of the study indicated that both corruption and taxation had a
detrimental effect on the growth rate of the companies. Furthermore, the authors suggested that the negative
impact of corruption on companies could potentially lead to a decrease in tax revenues.

Tanzi and Davoodi (2000) attempted to identify the effect of corruption levels in 97 countries between 1980 and
1997 on tax and tax-free revenues using regression analysis. The results show that corruption has a negative
effect on tax revenue. In addition, they reveal that corruption and direct taxes in tax revenues have more negative
effects than indirect taxes.

Imam and Jacobs (2007) conducted a study to examine the relationship between corruption and tax revenues in
12 Middle Eastern countries from 1990 to 2003, utilizing the Generalized Method of Moments (GMM)
approach. Their analysis revealed that trade and individual taxes had a more pronounced negative impact on
corruption levels.

Attila (2008) researched the relationship between corruption, economic growth and taxation based on the data
between 1980 and 2002 in 90 countries using the GMM method. As a result of the study, he found out that
corruption may affect economic growth positively under some conditions but may affect negatively through
taxes. In addition, he states that corruption may lead to excessive tax rates that could be harmful to growth.

Brasoveanu and Brasoveanu (2009) aimed to identify the relationship between corruption and tax revenues in 27
European Union countries in 1995-2008 by using panel data analysis. As a result, they presented a negative
relationship between corruption and tax revenues.
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Ajaz and Ahmad (2010) tried to identify the effect of corporate and structural variables (corruption and
governance) of 25 developing countries between 1990 and 2005 on tax revenues by using panel data set. They
find that governance and corruption are the two main determinants of tax revenue. The findings suggest that
corruption had a negative and significant effect on tax revenues, but governance had a positive and significant
effect on tax revenues.

The study conducted by Potanlar et al. (2010) sought to investigate the relationship between corruption and tax
revenues in 27 developing countries over the period from 2002 to 2006, employing panel data analysis. The
findings of the research demonstrated a negative association between corruption and tax revenue.

Monteiro et al. (2011) tried to identify the relationship between corruption and corporate tax in 27 EU countries
between 1998 and 2009 employing the least squares method. The analysis reveals that corruption has a
decreasing effect on corporate tax revenues.

The research conducted by Hunady and Orviska (2015) aimed to examine the relationship between corruption
and the total tax revenues of 46 OECD and Latin American countries between 1998 and 2013, utilizing panel
data analysis. The results of the study indicated that corruption had a significant negative effect on the total tax
revenues of the countries in question.

Ozekicioglu and Bayar (2017) attempted to identify the effect of corruption and public administration in 35
OECD countries between 2002 and 2015 on tax revenues using panel data analysis. As a result, they determined
that improvements in corruption, government efficiency, legislation regulations, and the supremacy of law would
have a positive effect on tax revenues.

In their study, Epaphra and Massawe (2017) employed panel data analysis to investigate the influence of
corporate variables, including corruption and governance, on tax revenues across 30 African countries from 1996
to 2016. The findings of the analysis revealed that corruption adversely affected tax revenues, whereas good
governance, efficient government, the rule of law, and regulatory accountability measures contributed to an
increase in tax revenues. Furthermore, the study established that governance had a substantial impact on tax
revenues.

3. Data

This study analyzes the effect of corruption on tax revenues in 11 EU transition economies—Bulgaria, the Czech
Republic, Estonia, Croatia, Latvia, Lithuania, Hungary, Poland, Romania, Slovakia, and Slovenia— using
annual data from 2003 to 2015. In this study, we use tax revenue as the dependent variable, corruption as the
independent variable, and economic growth as the control variable. Table 1 presents the variables used in this
study and their sources.

Table 1: Data Set

Variables Symbol Source

Corruption CORRUP World Bank (2018a)
Tax Revenues (%) TAXR World Bank (2018b)
Economic Growth (%) GRW World Bank (2018c)

In this study, the long-run relationship and causality relationship between corruption and tax revenues are
analyzed using panel data techniques. In the following section we describe these methods.

4. Econometrical Methodology and Empirical Results

4.1. Cross-Sectional Dependence Tests

Cross-sectional dependence is generally identified as an effect of an economic shock occurring in another
country on one country. In the case of cross-sectional dependence among variables, tests that consider cross-
sectional dependence must be used to obtain reliable results. Therefore, cross-sectional dependence in the series
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must be tested first (Pesaran, 2004).

The first study on cross-sectional dependence is the CDLM test by Breusch and Pagan (1980). Pesaran's (2004)
Cross-Sectional Dependence (CD) test, and Pesaran et al. (2008) LM test (LMagj) was used in conjunction with a
CD test.

The CDLM test statistic proposed by Breusch and Pagan (1980) is computed as follows:

N-1 N
CDLM =TZ Z pE xina-n )
2

i=1 j=i+1

Pesaran's (2004) CDm test statistics can be obtained as the following;

1 n-1 n
CD = mz Z (Tﬁlzj = T[TZ - 1) (2)

i=1 j=i+1

The adjusted LM test statistic developed by Peseran et al. (2008) is as follows.

N-1 N ~
M = ;Z Z (T = k)Y — prij 3)
W IN(N - 1) 4 Vrij

i=1 j=i+1

By using the CD tests, we test the null hypothesis of no cross-sectional dependence against the alternative of
cross-sectional dependency among the panel members.

If the time dimension of cross-sectional dependence is higher than the cross-section dimension (T>N), the
Breusch-Pagan (1980) CDLML1 test is applied. Since the cross-sectional dimension (N=11) of the dataset in this
study is lower than the time dimension (T=13), cross-sectional dependence between the variables was tested
using Breusch-Pagan’s (1980) CDLMI1 test.

We apply several cross-section dependency tests and report the results in Table 2. As the results show, the null
hypothesis of no cross-sectional dependence is rejected at the 10% level; thus, it is determined that a cross-
sectional dependence exists between the series.

Table 2: Results of CD Tests

Variable CDLm1 CDum2 CDwm CDeayj

GRW 99.754 (0.000) 4.267 (0.000) -1.934 (0.027) -0.064 (0.526)
TAXR 244.991 (0.000) 18.115 (0.000) -1.599 (0.055) 6.892 (0.000)
CORRUP 172.055 (0.000) 11.161 (0.000) -1.393 (0.082) 2.388 (0.008)

4.2. Panel CIPS Unit Root Test
The panel CIPS unit root test which is developed by Peseran (2007) considers the cross-sectional dependency
among the panel members.
The equation of the Panel CIPS test is presented as following:
Yie = L= i+ Biyie-1 Y wi i =1, ,Nit =1, T wy ="Y,f; + & 4)

The null and alternative hypotheses of the panel CIPS unit root test are presented as follows (Pesaran, 2007,
268);

Hy: Bi=0 (The series has a unit root.) (5)
Hy: fi<0,i=12,..,N,B,=0,i=N; +1,N; + 2,...,N (The series is stationary.) (6)
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The CIPS test statistics can be computed by using the average of test statistics value (for 8);

N
CIPS(N,T) = t — bar = N~ Z t,(N, T) @)

i=1

Because the study confirmed the cross-sectional dependence between the series, we next employed the CIPS unit
root test. The results, shown in Table 3, indicate that each variable is stationary in different ways.

Table 3. Panel CIPS Unit Root Test Results

LEVEL CORRUP GRW TAXR
Constant -1.413 -2.207 -1.914
Constant + Trend -1.887 -2.545 -1.940
FIRST DIFFERENCE CORRUP GRW TAXR
Constant -2.866*** -2.941*** -3.062***
Constant + Trend -2.415 -2.784* -2.803*

Note: *, **, and *** indicate the significance at the 10%, 5%, and 1% significance levels, respectively. Critical
values were constant -2.97 (1%), -2.52 (5%), -2.31 (10%); constant + trend is -3.88 (1%), -3.27 (5%), -2.98
(10%). The critical values were obtained from Pesaran (2007).

4.3. Westerlund and Edgerton (2007) Cointegration Test

Prior to applying Westerlund and Edgerton’s (2007) cointegration test, a homogeneity test should be used. The
homogeneity test is employed to identify whether the cointegration slope coefficients are homogenous or
heterogeneous (Pesaran and Yamagata, 2008, 56).

According to Pesaran and Yamagata (2008), the delta test is calculated as follows:

= NN(-1)S™-k

i= N (Y55) s ®)
~ NM-1)ST-kY

= ¥ (S5 <o ®

where N indicates the number of cross-sections, S, k, and v(T,k) indicate Swamy test statistic, number of
explanatory variables, and the standard error. The null hypothesis of slope coefficients are homogeneous is
tested against the alternative of slope coefficients are not heterogeneous.

The outcomes of the homogeneity tests are displayed in Table 4. Since the probability values of these tests, as
calculated in Table 4, are higher than 0.10, the null hypothesis is not rejected. Consequently, the results support
the evidence that the slope coefficients in the cointegration equations are homogeneous. So, to test the long-run
relationship between the series, this homogeneity should be considered.

Table 4: Homogeneity Test Results

Test Statistics Probability Value
A 0.517 0.302
Bagj 0.612 0.270
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Following the homogeneity test, we employed the panel bootstrap cointegration test suggested by Westerlund
and Edgerton (2007) to investigate the cointegration relationship. This cointegration test, based on the Lagrange
multiplier test suggested by McCoskey and Kao (1998), takes into account the dependence among cross-
sectional units. Notably, Westerlund and Edgerton's (2007) cointegration test has been shown to produce reliable
results in small samples (Westerlund and Edgerton, 2007, 185-190).

Westerlund (2007) cointegration test include four new panel cointegration tests based on structural dynamics.
The first two tests in the panel cointegration tests indicate group-average statistics. The last two tests indicate
panel statistics. Panel statistics are computed by coupling information about error correction in the cross-
sectional dimension of the panel together. However, this information is not used in group-average statistics. The
difference between the tests is based on alternative hypothesis tests (Westerlund, 2007, 710-712).

While HY: ai = 0 for the null hypothesis and H}: oi = a < 0 for the alternative hypothesis is used in panel

statistics, Hf : ai = 0 null hypothesis and Hf : ai = o < 0 alternative hypotheses are used in group-average
statistics. The rejection of the null hypothesis indicates that cointegration exists; however, the acceptance of the
null hypothesis indicates that cointegration does not exist. It is suggested that group and panel tests conducted by
Westerlund obtained very steady results if the cross-sectional dependence exists (Westerlund, 2007, 721-722).

Because all variables are 1(1), Westerlund and Edgerton’s (2007) cointegration test is used to identify the long-
term relationship between variables. The null hypothesis of the existence of a cointegration relationship between
the variables H,: o? = 0 (for all values of i), is tested against the alternative hypothesis, H,: 2 > 0 (for some
values of i), which proposes that there is no cointegration (Westerlund and Edgerton, 2007, 185-186). Table 5
presents the results.

Table 5: Cointegration Test Results

Model LM- Statistics Bootstrap Probability Value
Constant Model 14.740 0.427
Constant + Trend Model 9.784 0.553

Note: Bootstrap p-values were obtained from 10,000 simulations.

We cannot reject the null hypothesis of cointegration according to the findings in Table 5, that is, there is a long-
run relationship between corruption (CORRUP), economic growth (GRW), and tax revenues (TAXR) since the
bootstrap p-values are higher than the traditional significance levels.

4.4. FMOLS

In this study, to estimate the long-run coefficients we employ fully modified ordinary least squares method
(FMOLS) which corrects the deviations in estimators (consisting of problems such as changing variance and
autocorrelation). According to Pedroni (2000), the power of the FMOLS method in small samples is good (Kok
and Simsek, 2006, 7-8).

After determining the cointegration relationship, we estimate the panel FMOLS to identify the degree of long-
term relationships among the variables. Table 6 shows the estimation results.

Table 6: Long-run Coefficients

Variable Coefficient Std. T- Prob.
Error Statistic

GRW 0.111099*** 0.028507 3.897202 0.0002

CORRUP -1.979744** 0.907551 2.181415 0.0310
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Note: *** ** and * indicate statistical significance at the 1%, 5%, and 10% levels, respectively.

The results shown in Table 6 indicate that a one-unit increase in corruption causes tax revenues to decrease by
1.97 units. This result may be due to an increase in tax losses due to corruption. Tax losses cause the tax base to
shrink, tax revenues to decrease, and the tax burden to be unfairly distributed. These negative effects also
negatively affect social welfare by changing the state of public expenditures. For this reason, countries must
consider the effects of corruption if they follow policies to increase tax revenues. In addition, states can
positively contribute to the struggle against corruption by devising a tax system suited to the economic
conditions of their own countries.

However, economic growth positively affects tax revenues. In other words, a one-unit increase in economic
growth leads to a 0.11 unit increase in tax revenues. This increase is attributable to the expansion of the tax base
because of an increase in economic growth, production, and consumption. The expansion of the tax base
positively affects tax revenues.

4.5. Emirmahmutoglu and Kose (2011) Causality Test

Emirmahmutoglu and Kose (2011) developed a panel causality test which is based on Toda-Yamamoto causalit
test and considers cross-sectional dependence and allows the examination of causality relationship for the panel
members individually.

Emirmahmutoglu and Kose (2011) considered following VAR model to apply the panel causality test:

ki+d max; ki+d max;
— X X
Xip = Ui + Z A Xie—j + Z A2 Vie—j + Uis (10)
j=1 Jj=1
ki+d max; ki+d max;
_ Y y
Yie =4 + z Az1ij Xip—j + Z Agoij Yig—j T Ui, (11)
j=1 j=1

Where dmax;, indicates the maximum integration level of variables. Tables 7 and 8 present the Emirmahmutoglu
and Kose (2011) test results, respectively.

Table 7: Panel Causality Test Results

Countries CORRUP-TAXR TAXR-CORRUP
Test Statistics Prob. Value Test Statistics Prob. Value

Bulgaria 4.225** 0.040 0.141 0.708
Croatia 4.419** 0.036 6.180** 0.013
Czech Republic 0.423 0.515 1.538 0.215
Estonia 3.410* 0.065 0.053 0.819
Hungary 0.943 0.332 0.000 0.994
Latvia 0.122 0.727 1.632 0.201
Lithuania 0.000 0.983 1.666 0.197
Poland 7.551*** 0.006 8.727*** 0.003
Romania 0.089 0.765 1.075 0.300
Slovakia 0.740 0.390 1.049 0.306
Slovenia 0.180 0.742 6.719** 0.010
Panel 36.050** 0.030 44 946%** 0.003

Note: *** ** and * indicate statistical significance at the 1%, 5%, and 10% levels, respectively.

When the test results shown in Table 7 are analyzed, we can identify a significant and bidirectional causality
relationship between corruption and tax revenues, according to the panel test results. In other words, a change in
corruption may lead to a change in tax revenue. Similarly, a change in tax revenue may lead to a change in
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corruption. It can be thought that the fact that an increase in corruption in a country may affect tax revenues
negatively may be the reason for it. Alternatively, starting to obtain more tax revenues in countries will increase
the tax burden; this is thought to cause an increase in corruption by directing individuals to some behaviors such
as tax evasion, tax refusal, bribery, and so on.

Table 8: Panel Causality Test Results

Countries GRW-TAXR TAXR-GRW
Test Statistics Prob. Value Test Statistics Prob. Value
Bulgaria 4.559%* 0.033 3.926%* 0.048
Croatia 0.208 0.648 3.186* 0.074
Czech Republic 0.284 0.594 0.116 0.734
Estonia 0.679 0.410 0.002 0.963
Hungary 3.437* 0.064 0.023 0.878
Latvia 0.040 0.842 0.306 0.580
Lithuania 0.543 0.461 1.292 0.256
Poland 0.796 0.372 5.888%* 0.015
Romania 2.769* 0.096 1.279 0.258
Slovakia 0.335 0.563 2.365 0.124
Slovenia 3.485* 0.062 1.428 0.232
Panel 31.303* 0.090 34.235%* 0.046

Note: *** ** and * indicate statistical significance at the 1%, 5%, and 10% levels, respectively.

The findings presented in Table 8 indicate a statistically significant bidirectional causality relationship between
economic growth and tax revenue, based on the panel average which suggests that changes in economic growth
may result in changes in tax revenues, and vice versa. Similarly, a change in tax revenue may lead to a change in
economic growth. It can be thought that the fact that an increase in economic growth in a country may affect tax
revenues positively may be the reason for it.

Conclusion

Among the top issues surrounding corruption is its effect on tax revenue. This study empirically analyzes the
implications of such an effect on EU transition economies. The analysis identifies a cointegration relationship
between corruption and tax revenue. In other words, a long-term relationship is detected between the variables.
In addition, according to Emirmahmutoglu and Kose’s (2011) causality test, a significant and bidirectional
causality relationship between corruption and tax revenues is identified.

When the results obtained from the study are generally evaluated, it can be seen that an increase in corruption in
a country negatively affects the country’s tax revenues. This negative effect on tax revenues leads to an unfair
distribution of the tax burden among the population. In addition, the loss of revenue resulting from corruption
causes the tax base to shrink, with a corresponding reduction in public expenditure.

Decreased tax revenues resulting from corruption lead to surtaxes or expensive public services by causing an
increase in tax rates. This paves the way for increased activity in the informal economy and taxpayer resistance
to tax. In addition, it causes public debt to increase public expenditure. These effects influence economic growth
and employment negatively by causing fiscal gaps in the public sector. Therefore, a struggle against corruption is
important for the development of countries.

As corruption is a phenomenon that is impossible to complete completely, it can be said that taking precautions
to reduce corruption to a reasonable level is important for countries. The precautions to be taken are as follows.

—  Education level is highly important for reducing corruption. Corruption is experienced more frequently
in countries with low education levels. For this reason, it is highly important for countries to determine
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policies to increase educational levels in the struggle against corruption. However, an increase in
education level reduces negative behaviors. Therefore, it can be said that rules to prevent negative
behaviors would reduce corruption.

— NGOs, an important factor in reducing corruption, play a role in leading related issues and laws to wide
ranges. NGOs are important for a healthy, sensitive, and strong society. It can be stated that corruption
can be reduced by increasing the organizational awareness of countries through NGOs.

— Telling a lie and cheating underlying corruption may cause individuals’ loss of trust in the state and the
state to lose power by affecting the social system. In addition, the desire to earn money quickly and
easily may increase the possibility of experiencing corruption because of financial inequality among
individuals. For this reason, it may be important to reinforce public awareness of society in order to
ensure fair salary levels and income distribution in the struggle against corruption.

— Corruptions cause significant fiscal problems for the public by negatively affecting tax revenue.
Corruption must be considered if a tax revenue-increasing policy is followed. The fact that states
determine a tax system that is suitable for their own conditions and economic conjuncture may
positively contribute to the process of the struggle against corruption.

— Owing to the negative effects of corruption on the accrual and collection of taxes, reductions may occur
in tax bases. To prevent these reductions, the negative effects of corruption can be minimized by
applying restrictions through taxes in fields that lead to corruption. In addition, the tax revenues of
countries can be increased by reducing corruption by increasing the number of tax auditing personnel
working in the taxation system.

— Equivalent and fair distribution of the tax burden is important in the struggle against corruption. Tax
burden is a phenomenon that affects the attitudes and behaviors of citizens towards taxes. A high tax
burden causes citizens to act negatively by leading activities such as tax evasion, smuggling, tax refusal,
and an informal economy. Therefore, these negative actions may lead to an increase in corruption. In
this sense, an increase in corruption may lead to a reduction in tax revenue. Benefiting from the
decision-making characteristics of the tax burden in tax policies, it can be utilized in the struggle
against corruption.

Inflation, which is one of the reasons for corruption, negatively affects the economies of countries in many ways.
Because inflation may lead individuals to take illegal actions by affecting their purchasing power, corruption
may lead to an increase in informality and unethical actions but a decrease in tax revenues. Therefore, inflation
may be reduced to a reasonable level in the struggle against corruption. Therefore, corruption can be reduced by
preventing individuals from engaging in illegal action.
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