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Abstract. The main problem examined in current article is the evaluation of the tax system as a uniform
totality. The crystallization of shortcomings of the tax system evaluation methods has been followed by
justification of the development of a tax system evaluation model. It is suggested that tax systems should
be evaluated through the hierarchic evaluation system consisting of primary, partial-integrated and com-
plex-integrated indicators. Primary non-recurrent indicators are classified into three groups and aimed at
evaluating the tax system through the prism of a certain aspect. The synthesis of partial integrated indica-
tors creates preconditions for complex evaluation of tax systems. The identified significance levels of in-
dicators demonstrate the relation between the indicators and their impact on the final evaluation. Complex
tax system evaluation provides (with) a possibility to conduct a systematic analysis and to generate a

quantitative estimate.
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1. Introduction

Economic globalisation and interstate integration
promote qualitative changes in tax systems with the
view to creating a favourable medium for business
development and attracting foreign investments
aimed at creating conditions for the development of
economies. In this light, evaluation of the tax sys-
tem is a key precondition for constructive im-
provement thereof. Having systematised the sugges-
tions for evaluating tax systems contained in
specialised literature (Gill 2000; Vlassenko 2001;
Bernardi et al. 2005; Tax...2006), there have come
to light three methods of essentially different con-
tents: 1) classical principles of taxation with their
characteristic indices; 2) Tanzi’s qualification di-
agnostic indicators; 3) Gill’s diagnostic indicators.
The first method involves evaluation, by quantita-
tive indicators, of each classical principle of taxa-
tion as identified in the tax theory (fairness (equity),
efficiency, elasticity, simplicity of tax administra-
tion) followed by a comparative analysis. The
second method deals with evaluation of tax systems
by answers to the qualification diagnostic indica-
tors, as made specific by their content, suggested by
Tanzi. Application of the third method involves a
detail revenue collection analysis according to the
set of indicators suggested by Gill. Each of these
methods is used to evaluate different aspects of the
tax system (Bivainis, Skackauskiené 2007).

The conducted empiric studies (Bivainis,
Skackauskiené 2008; Skackauskiené 2009) revealed
certain shortages of the aforementioned methods for
the evaluation of tax systems. Evaluation of tax sys-
tems on the basis of classical principles of taxation
brought about the following major problems: 1)
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analysis of the principles without integrating them
into one whole does not allow evaluating a tax sys-
tem as a whole and badly restricts the comparative
analysis of tax systems; 2) different authors suggest
different indicators for the evaluation of one and the
same principle; 3) the same indicator is suggested
for the evaluation of different principles of taxation
(e. g., tax burden indicator is suggested for measur-
ing both tax fairness and simplicity of tax admini-
stration; indicator of average tax rate is offered for
both tax fairness and efficiency). All this creates
some confusion. Evaluations based on the Tanzi’s
method are focused on the aspects of simplicity of
tax system productivity and administration. Such
evaluation is not precise also because of uncertainty
of indicator questions in terms of both content and
measuring. The Gill’s method involves evaluation
of tax systems using a set of indicators, similarly as
in case with the Tanzi's method. But in Gill’s
method emphasis is placed on the aspect of collect-
ing revenues. The bottleneck of this method lies in
the absence of principles to estimate the indicators
and ranking scales. The Gill’s method omits the
general level of tax administration — clear hierarchy
of indicators is not identified and global indicator
(or a set of such indicators) is absent to integrate the
values of partial indicators and provide with evalua-
tion of the general level of tax administration.
Assessments of tax systems available in scien-
tific literature tend to concentrating on the evalua-
tion of individual aspects of these systems and
therefore lack multi-sidedness. Therefore, recom-
mendations for the improvement of tax systems
lack justification and complexity. Targeted and ra-
tional improvement of tax systems requires a multi-
disciplinary approach to evaluation of tax systems.
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This creation encourages of an evaluation method
that would enable more comprehensive and objec-
tive of tax system evaluation. A fundamental stage
in creating such method is development of an eval-
uation model for a tax system containing specifica-
tion of the aspects of the tax system to be evaluated
and identification of a system of evaluation indices
for these aspects. Research aim is to create a model
for the evaluation of tax systems enabling compre-
hensive and objective evaluation thereof, carrying
out of dynamic and interstate comparative analyses
with the view to enlightening the best practices,
identifying relative quality of tax systems and creat-
ing preconditions for the justification of the devel-
opment of recommendations for the improvement
of tax systems.

The paper applied the methods of analysis, syn-
thesis, expert analysis and questionnaire survey de-
velopment of preconditions to create a model for
the evaluation of tax systems, to identify the signi-
ficance of the indicators.

2. Justification of the composition and
significance of primary indicators

A system recommended for all-embracing evalua-
tion of tax system consists of primary, partial-
integrated and complex-integrated indicators. Pri-
mary indicators are classified into three groups,
each of them being designed for the evaluation of
tax system by a certain aspect. The system of the
above-mentioned indicators is built taking into ac-
count the requirements of consistency, impact on
the body of interest, comparability and simplicity,
and aimed at more objective and accurate evalua-
tion of tax systems. Non-recurrent indicators are
classified into groups so as to extensively character-
ise tax fairness, efficiency and complexity of tax
administration.

Fairness (equity). In the context of taxation,
the category of fairness (equity) consists of three
components: 1) fair taxation of income; 2) fair
distribution of tax burden; 3) fair and objective
taxation rules. To characterise fairness, a set of
indicators should have integrated all the above-
mentioned components of fairness (equity).
Therefore, 1 used various recommendations for
building a set of non-recurrent quantitative indi-
cators integrating the components of fair income
taxation and distribution of tax burden. I recom-
mend the following qualitative indicators to be
used for the measuring of taxation rules: trans-
parency (publicity) and complexity of the tax dis-
pute process. The suggested transparency (public-
ity) indicator is to be used to measure
transparency, accurateness and accessibility of
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taxation legislation. Surveys have proved that the
more transparent and comprehensive are taxation
laws and secondary legislation, the higher is tax
revenue. The indicator of the taxation dispute
process extends the measurement of tax fairness
(equity) by adding taxpayers’ understanding of
equity in tax system. This indicator shall be used
to judge on the institute of tax disputes, i.e., im-
partiality of the institute and complexity of dis-
putes. The quality of the dispute settlement proc-
ess is the key indicator reflecting enforcement of
taxpayers’ rights (Potter 2005).

Efficiency. A tax system is deemed to be effi-
cient when it ensures, on the one hand, sufficient
amount of tax revenue for the fulfilment of obliga-
tions assumed by the state and, on the other hand,
as minimal as possible tax effects on the decisions
of market operators, i.e., market operators are not
encouraged to invest into a certain activity on ac-
count of another one or to allocate funds for con-
sumption instead of investment, and vice versa.
There are some proposals found in research works
in relation to the first aspect of tax efficiency. The
indicator of tax effects on the decisions of market
operators is important in measuring economic effi-
ciency of taxation, as application of different taxa-
tion conditions to certain activities or types of re-
sources distorts decision-making priorities in
market operators and impacts on the collection of
tax revenue. This qualitative indicator of tax ef-
fects on the decisions of market operators is sug-
gested with the view to all-embracing evaluation
of taxation efficiency. Such an analysis would re-
veal peculiarities of taxation imposed on certain
activities and different types of resources.

Complexity of tax administration. As for the
analysis of tax administration, for a long time em-
phasis was placed on the costs of tax collection
only. However, a somewhat wider analysis of an-
other aspect of this category has been observed in
recent research works. It is the costs carried by
taxpayers to meet their tax obligations. In this ap-
proach, the number of established taxes is also
considered to be a measure of complexity of tax
administration. It is therefore reasonable to analyse
the complexity of tax administration in the follow-
ing sections: 1) complexity of collecting taxes;
2) complexity of tax computation and payment,
reasonability of the number of tax types, transpar-
ency of tax contents and terminology.

Taking into account the requirements raised
for indicators and with the view to consistent
evaluation, a system of non-recurrent indicators is
developed to characterise in detail tax fairness
(equity), efficiency and complexity of tax admini-
stration (Table 1).
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Table 1. A system of indicators for evaluation

Group of indica-
tors (aspect of

Indicator Purpose of evaluation
tax system at
issue)
1 2 3
Fairness Gini index To identify taxation effects on the fairness (equity) in
the distribution of taxpayers’ income
Horizontal equity (fairness) index | To identify taxation equity in taxpayers found in a
similar social-economic situation
National tax burden To identify the amount of taxes paid by taxpayers, as
compared to domestic product generated in the country
Labour income average tax rate To identify the scope of taxes imposed on income from
employment
Capital income average tax rate To identify the scope of capital taxation
Average tax rate on consumption To identify the scope of consumption taxation
Transparency (publicity) indicator | To define transparency of and accessibility to legisla-
tion
Tax-related disputes process com- | To define impartiality of the dispute settlement institute
plexity indicator and complexity of the dispute settlement process
Efficiency Elasticity of tax system To identify the rate of growth of taxable income (as

compared to economic growth)

Ratio of real to the statutory stan-
dard tax rates

To identify tax efficiency (potential of increasing taxa-
tion)

Difference between the real and
statutory standard tax rates

To identify the scope of exceptions and privileges

Tax impact on entities’ decisions

To identify tax effects on the distribution of resources
and revenue collection

Ratio of administrative costs to tax
revenues

Complexity  of
tax administra-

To identify tax collection costs

tion Tax gap

To identify the scope of tax avoidance, evasion and
shadow economy

Quality of assistance provided by
the tax administrators

To identify the qualifications of tax administrators

Efficiency of the tax administra-
tors’ activities

To identify modernity and professionalism of resources
available to tax administrators

Corruption index

To identify possibilities for tax avoidance

Ratio of expenditure for enforcing
tax liabilities of taxpayers to the
paid in taxes

To identify the costs of computation and payment of
taxes

Type of taxes

To identify the range of taxable base

Ratio of the number of tax declara-
tions filled to the number of tax-
payers

To identify transparency of taxpayer’s operations

Mode of organisation of the reve-
nue administration

To identify the usefulness of specialisation of tax ad-
ministrators

Overall organisation of the revenue
administration

To identify the quality of performance of tax adminis-
trators

Risk of detection of tax evasions
and strictness of consequences of
tax evasion

To identify gaps in tax legislation

Each selected evaluation indicator, when ap-
plied individually, enables identification of the sta-
tus of a certain element (uptrend/downtrend in case
of dynamic analysis) and gaps in the tax system. A
group of indicators (Table 1 column 1) provides
with a possibility for extensive evaluation of a cer-

tain aspect of tax system and produces a generalised
quantitative evaluation of this aspect. The latter is
estimated on the basis of the values and signific-
ances of the primary indicators. Values of the quan-
titative indicators of the groups are easily generated
analytically or basing on their values available from
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various dbases (e. g., Eurostat). The values of the
qualitative indicators of the groups are identified
basing on the methods of expert analyses, using the
selected methodology and evaluation scale (e. g.,
relative components of a unit, points, etc.). In order
to crystallise out the significance of each partial-
integrated indicator and its weight in the final eval-
uation result as well as to correlate the primary in-
dicators and partial-integrated indicators into a uni-
form totality in the evaluation of tax systems,
significance levels of such indicators have been
identified. For this purpose, the AHP method was
applied to conduct research in the following se-
quence: 1) formation of a group of experts; 2) ques-
tionnaire survey of the experts; 3) calculation of
matrix complexity indices; 4) identification of com-
patibility of expert opinions; 5) calculation of val-
ues of the given indicators.

Formation of a group of experts. The aim of
organising a group of experts is to gather experts
representing a wide range of fields. In addition, a
special competency-based performance criterion
was applied for the selection of experts. Special
attention was paid to experts’ experience. As a re-
sult, six experts were selected from academic, busi-
ness and public administration fields. Work experi-
ence of the experts — 8—14 years.

Questionnaire survey of the experts was con-
ducted individually. At first, experts were given indi-
vidual questionnaires prepared in respect of each
group of indicators with enclosed guidelines. The
guidelines stipulated a task given for the experts — to
use the pairwise comparison method to evaluate pre-
dominance of each indicator in the questionnaire vis-
a-vis another indicator in terms of its effects on the
evaluation of tax systems, and to substantiate the
values given. In addition, the guidelines contained a
scaling of relative significance of criteria (Caatn
1993) and description of the indicators.

Matrix compatibility indices. To measure com-

patibility of each matrix, A__ value is used repre-

max
senting the maximum eigenvalue of the given ma-
trix. In literature (Caatu 1993), the compatibility

max

. . n
index is defined as S, = ; where n repre-

n-1
senting the number of compared indicators. The
lower is the S, value, the better is the matrix com-

patibility. A degree of quantitatively reciprocal
symmetric matrix compatibility is defined by com-
paring the derived compatibility index of the
judgement matrix (S,) to randomly-generated av-
erage compatibility of reciprocal symmetric matrix
of the same row (according to the scaling of relative
significance) S, (Caatu 1993).

The degree of matrix compatibility is esti-
mated as the ratio of matrix compatibility index

. S ..
and the mean random index: S = —-. The matrix is

compatible, if § <0.1; in some cases S <0.2 is al-
lowed.

Compatibility of expert opinions. Compatibil-
ity ratio .S makes it possible to identify compatibil-
ity of opinions of each individual expert. Yet, ex-
perts' opinions can be contradictory in general.
Compatibility of a group of experts is identified by
using a concordance coefficient (Podvezko, 2005),
which concept relates to the sum of ranks per each
indicator with respect to all experts or, to be more

specific, it relates to the deviation of values x,

from the arithmetical mean X by the sum of
squares. The concordance coefficient is calculated
using the formula:

128

_rzn(nz—l)’

)

where, » — number of experts.

If the ranks of all indicators as per all expert
ratings are identical, the concordance ratio is cal-
culated using the following formula (Podvezko,
2005):

W< 128 )

I b
}"271(}12 —l)—rZT]
Jj=1

where, T; stands for the indicator of related ranks,

which is calculated using the formula:

h

T, =2,

k=1

=), 3)

where, h; stands for number of level ranks of the

™ expert; 1, stands for the number of level ranks

in the ™ group.

M. Kendall (Podvezko 2005) has proved that
if the number of analysed indicators is> 7, the
significance of the concordance coefficient may be

determined using the criteriony?, which is calcu-
lated using the following formula:

x> =Wr(n-1). 4)

Critical value y3, is derived from the table of
probability distribution y”with v = n—1 degree of
freedom according to the selected significance
level o = 0,05 . If the computed value of x2 appears

to be higher than y 7, , it means that expert estimations
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are compatible. When the number of indicators being
compared ranges from 1 to 7, the application of

probability distribution x2 should be exercised with

care as the critical value y?, of probability distribu-

tion may be higher than the computed one, even
though the level of compatibility for expert opinions
may still be sufficient. In such a case, the probability
tables of the concordance coefficient or the tables of
critical values S (with 3<n<7) may be applied
(EBnanos, Kyty3os 1978).

Expert opinions are compatible at each stage of
research and components thereof with the selected
significance level o =0,05 (Table 2).

Identification of significance of the given indica-
tors. The experts judged on the following primary
indicators of the aforesaid three groups:
6 quantitative and 2 qualitative indicators characteris-
ing fairness (equity) of tax system; 3 quantitative
indicators and 1 qualitative indicator characterising
efficiency of tax system, and 6 quantitative and 5
qualitative indicators characterising complexity of
tax system. Significance (weights) of the indicators
was evaluated in compliance with the methodology
(Caartm 1993) in the following order: 1) construction
of the reciprocal symmetric matrix “indicators — in-
dicators” to compare the significance of indicators;
2) calculation of the eigenvector as per each matrix
row; 3) crystallisation of priority vectors.

Findings of the survey are presented by each
analysed aspect of tax system — fairness (equity),
efficiency and complexity of tax administration — in
the following order:

— compatibility of each matrix;

— significance (weights) of the indicators.

Evaluation of fairness (equity). The maximum
eigenvalue of the fairness (equity) matrix
A max =10.72; compatibility ratio of experts’ matrices

is between 0.06 and 0.15. The derived matrix com-
patibility values do not exceed the set maximum
limit. Accordingly, matrices of all experts are suit-
able for further processing.

The identified values of significance of fairness
(equity) indicators are presented in the decreasing
order in Table 3 (indicators from 1 through 8). The
horizontal fairness (equity) indicator was recognised

to be the most significant in terms of fairness judge-
ment. This indicator was identified as particularly
important by a business representative expert. The
least weight was given to the indicators of transpar-
ency (publicity) and complexity of the tax-related
dispute process. Such expert opinion was to a certain
extent determined by the qualitative nature of both
the aforesaid indicators what made it difficult to for-
malise them.

Evaluation of efficiency. The maximum eigen-
value of the efficiency matrix A . =4.4; matrix

max
compatibility indices of individual experts fluctuates
between 0.03 and 0.12; compatibility ratio ranges
from 0.04 to 0.14. The best compatibility is seen in
the matrix of the expert representing public admini-
stration. The derived matrix compatibility values do
not exceed the set maximum limit. Accordingly,
judgement matrices of all experts are suitable for
further processing.

The elasticity indicator was recognised as the
most significant in terms of judging on efficiency. It
accounted for 46 % of overall significance of effi-
ciency judgement indicators (Table3, indicators
from 9 through 12). This indicator was identified as
particularly important by experts representing busi-
ness, academic and public administration fields (one
expert in each field). The least weight was given to
the qualitative indicator of tax effects on the distribu-
tion of resources.

Evaluation of complexity of tax administration.
Evaluation of the complexity of tax administration
was divided into two parts due to a big number of
judgement indicators. One matrix consisted of quan-
titative indicators and the other one was comprised of
qualitative indicators. The maximum eigenvalue of
the efficiency matrix of quantitative and qualitative
indicators for the complexity of tax administration
Mpax =10.97 and A . =10.44 respectively; compati-

max
bility ratio of matrices of individual experts ranged
within the interval [0.03; 0.16]. The best compatibil-
ity was seen in the matrix of the expert representing
public administration. The derived evaluation matrix
compatibility values did not exceed the set maximum
limit. Accordingly, matrices of all experts were suit-
able for further processing.

max

Table 2. Characteristics of compatibility of expert opinions

Parameters of compatibility of opinions Degree of com-
. Type of re- o
Aspect of tax system at issue 2 2 patibility of
search X; S w % Lier v -
opinions

Fairness Mixed 144 | 406 | 061 172.0 1407 | 7 compatible

Efficiency Mixed 40 66 0.83 | 99 7.8 3 | compatible

Complexity of tax administra- | Quantitative | 180 | 642.5 | 0.67 | 21.4 | 15.51 | 8 | compatible

tion Qualitative 144 | 344 | 0.51 | 144 | 14.07 | 7 | compatible
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The significance of each matrix indicators for
the complexity of tax administration was calcu-
lated separately and the obtained values were nor-
malised so that summing of significances of the
quantitative and qualitative indicators would not

violate the principle iw, =1,(i=12,..,n).
i=1

The identified values of significance of indi-
cators for the complexity of tax administration are
presented in Table 3 (indicators from 13 through
23). The indicator for the quality of tax administra-
tors’ assistance was recognised to be the most sig-
nificant. The least weight was given to the indica-
tor reflecting the difference between the number of
filled in tax returns and the number of tax payers
and the indicator reflecting the difference between
costs of meeting taxpayers’ obligations and paid in
taxes (indicators s,,and s,,); significance values

of each of them did not exceed 6 % of overall sig-
nificance of the indicators.

3. Hierarchic evaluation system: contents and
values of partial-integrated and complex-
integrated indicators

The system built on the hierarchic principle pre-
supposes comprehensive evaluation of tax system
(Fig. 1). Grouping of indicators allows clear iden-
tification of interrelations between/among indica-
tors and their contribution to the final evaluation.
The value of partial-integrated indicator in each
group, i. e., fairness (1), efficiency (£), complexity
of tax administration (S), is calculated using the
following formulas:

T=>0t; %)
i=1

E=Yoe: (6)
i=1

S=> 0, (7)
i=1

Table 3. The identified values of significance of fairness (equity), efficiency and the complexity

of tax administration

No Indicators Values of
symbol name significances
1 f Horizontal equity (fairness) index 0.19
2 ty Labour income average tax rate 0.18
3 t5 Average tax rate on consumption 0.17
4 ty National tax burden 0.15
5 ts Capital income average tax rate 0.14
6 te Gini index 0.07
7 ty Transparency (publicity) indicator 0.05
8 tg Tax-related disputes process complexity indicator 0.05
9 e Elasticity of tax system 0.46
10 e, Ratio of real to the statutory standard tax rates 0.35
11 e, Difference between the real and statutory standard tax rates 0.14
12 e, Tax impact on entities’ decisions 0.05
13 5 Quality of assistance provided by the tax administrators 0.13
14 5 Ratio of administrative costs to tax revenues 0.12
15 S5 Tax gap 0.12
16 4 Corruption index 0.12
17 S5 Type of taxes 0.10
18 S6 Efficiency of the tax administrators’ activities 0.08
19 54 Mode of organisation of the revenue administration 0.08
20 Sg Overall organisation of the revenue administration 0.07
21 So Risk of detection of tax evasions and strictness of consequences of tax eva- 0.07
sion
22 510 Ratio of the number of filled in tax returns to the number of taxpayers 0.06
23 si Ratio of expenditure for enforcing tax liabilities of taxpayers to the paid in 0.06
taxes
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where: ¢, e, s — values of primary indicators reflect-
ing the content of fairness (equity), efficiency and
complexity of tax administration; o, — signifi-
cance (weight) of a relevant indicator.

Significance of partial-integrated indicators is
identified using analogue evaluation methodology
as in case of significance of primary indicators.
The conducted survey revealed the following find-
ings:

—the maximum matrix eigenvalue

Amax = 3-17; compatibility indices of various ex-

perts’ matrices — within the range from 0.03 to 0.08;
consistency ratio — from 0.05 to 0.11. The obtained
matrix compatibility values do not exceed the set
maximum limit, i. e., judgement matrices of all ex-
perts are suitable for further processing;

max

— expert opinions are compatible. This is seen
from the following characteristics of opinion com-

patibility: general (total) sum of ranges ix, =24,
i=1

mean of indicator rankings x =8, sum of square
deviations S = 26, concordance coefficient W =0,81,
respective > =6.5 is higher than the critical
value y2 —6.0 with v=3-1=2 degree of freedom

and « =0.05level of significance;

the partial-integrated indicator of fairness (equity)
in taxation is ranked as the most significant in the
evaluation of tax system. It accounts for 58 % of the
significance of all indicators (Table 4). The lowest
rating is given to the indicator of complexity of tax
administration.

Primary equity (fairness) indicators
t,; —horizontal equity index
t, —labour income real tax rate
13 — real tax rate on consumption Partial
4| integrate |
1, — state tax burden d equity
t5 — capital income real tax rate indicator
¢ — Gini index 5
1, - transparency (publicity) indicator :3
=]
1g —tax-related disputes process complexity indicator g
E
Primary efficiency indicators Eo
e, — elasticity of tax system Partial E
e, —ratio of real to the statutory standard tax rates N Lntegrate > %
e5 — difference between the real and statutory standard efficienc ?’,
tax rates y .5
e, —tax impact on entities” decisions indicator §
E
Primary indicators of complexity of tax o
administration g
8
§1 — quality of assistance provided by tax %
administrators &
S, —ratio of administrative costs to tax revenues =
§3 —tax gap
S84 — corruption index Panlal
integrate
S5 —type of taxes d tax
8¢ — efficiency of the tax administrators” activities - adrr.llms-
”| tration -
87 —mode of organisation of the revenue complex
administration ity
Sg — overall organisation of the revenue administration indicator
Sg —risk of detection of tax evasions and strictness of
consequences of tax evasion
810 —ratio of the number of filled in tax returns to the
number of taxpayers
8§ — ratio of expenditure for enforcing tax liabilities of
taxpayers to the paid in taxes

Fig. 1. Complex tax system evaluation scheme
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Table 4. The identified values of significance of tax
system quality

Indicators Values of sig-
symbol name nificances
T Fairness (equity) 0,58
E Efficiency 0,32
S Complexity of tax ad- 0,10
ministration

The synthesis of partial integrated indicators
creates preconditions for the complex evaluation
of tax systems with the view to identifying the
quality of tax systems and comparing tax systems
of various countries. Tax system evaluation com-
plex-integrated indicator (M) shows overall esti-
mate of the tax system and is equal to the sum of
values of partial integrated indicators, as multip-
lied with relevant significance levels:

M =0T +0,E+0;S .

®)

Basing on the significance of partial-integrated
indicators established during the survey, formula
(8) can be written as follows:

M =0,58T +0,32E+0,1S . 9)

According to the expert evaluation method, the
weights (significance) of the qualitative indicators
are defined in ranking points in accordance with
the chosen ranking scale. Taking into account that
the group of experts judged upon several indica-
tors and each expert has his/her own vision of the
evaluation (ranking) scale, it is reasonable to apply

formula:
/ Sz, )J /r :
J=1

m
z; = (Z (z;

i-1
where z, — evaluation of i indicator by /" expert
in points.

Application of this formula allows normalising
and calculating the arithmetical mean of the values
of each indicator.

With the view to comparability of the quantita-
tive indicators expressed in various measuring
units, it is necessary to normalise the values of the
indicators. In addition, attention must be paid to
the content of the indicators, i.e., what value
(higher or lower) indicates a better situation. In the
given case, values of the indicators should be re-
duced in accordance with the following formula:
z*¥ =1-z;, where z; is the normalised value of the

(10)

indicator. This reduction rule should be applied in
respect of the following indicators of the proposed
model for complex evaluation of tax system: Gini
index, difference between the real and statutory
standard tax rates, tax gap, ratio of expenditure for
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enforcing tax liabilities of taxpayers to the paid in
taxes.

The constructed evaluation model can be ap-
plied in various instances of tax system evaluation.
First of all, the complex tax system evaluation
model gives a possibility to monitor the tax system
as a whole and to take reasoned decisions in case
of certain changes, thus reducing the factor of sub-
jectivity characteristic to political discussions
about improvements in the tax system. The pro-
posed system of indicators enables consistent and
extensive evaluation of the tax system, construc-
tive identification of its advantages and disadvan-
tages, justification of recommendations concerning
improvements in the tax system with the view to
target building of tax policies and managing im-
plementation of the tax policy.

Grouping of indicators, as presented in the
model, allows analysing the tax system in the light
of three aspects describing the tax system in detail.
Partial-integrated indicators enable systematic
analysis of a certain aspect and obtaining a gener-
alised quantitative expression of the tax system
evaluation. This is particularly helpful in case of
dynamic analyses, identification of change devel-
opments for a particular indicator and its impact
on the tax system situation. On the one hand, the
proposed evaluation of the tax system reduces
evaluation-related costs and, on the other hand,
provides with grounds to generate reliable evalua-
tion.

The identified weights of indicators give spe-
cific expression to the relationship between/
among indicators and final evaluation thereof. In its
turn, this enables identification of prioritised areas
of the tax system and defining in detail the factors
determining evaluation results in these areas. The
structured evaluation system can be adapted to
various needs of evaluators/judges. Grouping of the
indicators enables elimination of some indicators or
introduction of new ones without destroying the
established system of weights (significance) of in-
dicators. It is enough to simply adjust the weights of
indicators within a relevant group. Evaluators are
therefore able to adjust the composition of indicator
groups without violating the overall methodology,
i. e., to flexibly apply evaluation system according
to the needs and changing environment.

The evaluation model can be meaningfully ap-
plied not only for the analysis of tax system of a
particular country, but also for the comparison of
tax systems of various countries, identification of
their strengths and weaknesses (current situation),
trends of changes and complex evaluation of the
analysed aspects. The interstate comparative
analysis of tax systems can serve as a useful in-



TAX SYSTEM EVALUATION MODEL

strument to reveal the relative quality of tax sys-
tems in various countries, to crystallise out the best
practices that could be used for improvement of
the quality of tax system in a particular country.

4. Conclusions

The analysis and synthesis of the findings of the
empirical studies revealed bottlenecks in tax sys-
tem evaluation methods impeding extensive evalu-
ation of tax systems, such as analysis of taxation
principles without combining them into one whole,
abundance, duplication, and uncertainty of indica-
tors. The analysis and synthesis of the tax system
evaluation methods and approaches of various au-
thors created preconditions for the development of
a tax system evaluation method using advantages
of the existing methods, eliminating their bottle-
necks and supplementing the evaluation with non-
recurrent indicators, thus providing with a possi-
bility for comprehensive and objective evaluation
of tax systems.

It is suggested that tax systems should be eva-
luated through the hierarchic evaluation system
consisting of primary, partial-integrated and com-
plex-integrated indicators. Primary non-recurrent
indicators are classified into three groups and
aimed at evaluating tax system through the prism
of a certain aspect. The system is built taking into
consideration the requirements of consistency,
comparability and simplicity, and aimed at objec-
tive and accurate evaluation of tax systems. The
synthesis of partial integrated indicators creates
preconditions for complex evaluation of tax sys-
tems enabling identification of the quality of tax
systems and comparison of tax systems of various
countries. The identified significance levels of in-
dicators demonstrate the relation between/among
the indicators and their impact on final evaluation.
Complex tax system evaluation provides with a
possibility to conduct a systematic analysis of a
tax system as a uniform totality and to generate
a quantitative estimate.

The recommended complex tax system evalua-
tion model has the following advantages:
1) quantitative evaluation of a tax system adds to
objectivity of the evaluation, creates preconditions
to substantiate tax system improvement recommen-
dations on the basis of fiscal estimates; 2) the eval-
uation model creates preconditions to analyse tax
systems as a uniform totality, to identify their stand-
ing in various aspects correlated in quantitative
terms, and to carry out dynamic and comparative
analyses, i.e., consistent and accurate evaluation of
tax system; 3) interstate comparative analysis of tax
systems creates preconditions to reveal relevant
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quality of tax systems in various countries, to crys-
tallise out the best practices that could be used for
improvement of the quality of the tax system in the
country at issue; 4) the evaluation system could be
adapted to various needs of the evaluator: classifica-
tion of indicators into groups enables elimination of
some indicators or introduction of new ones without
destroying the established system of significance of
the indicators, simply by adjusting significance le-
vels within the group.

References

Bernardi, L.; Chandler, M. W. S.; Grandullia, L. (Edi-
tors). 2005. Tax Systems and Tax Reforms in New
EU Members. London: Routledge. 258 p.

Bivainis, J.; Skackauskiené, 1. 2008. Mokes¢iy sistema
Lietuvoje: vertinimas Gill metodu [Evaluation of the
Lithuanian tax system in applying Gill method],
VieSasis administravimas [Public Administartion]
1(17): 43-61.

Bivainis, J.; Skackauskiené, 1. 2007. Mokesciy sistemos
vertinimo metodinio potencialo analizé [Analysis of
the methodic potential in evaluating tax system],
Verslas: teorija ir praktika [Business: Theory and
Practice] 8(2): 57-67.

Gill, J. B. S. 2000. 4 diagnostic framework for revenue
administration. World Bank Technical Paper
No 472. 53 p.

Podvezko, V. 2005. Eksperty iver¢iy suderinamumas
[Agreement of expert estimates], Technological and
Economic Development of Economy 9(2): 101-107.

Potter, M. 2005. State taxes in serious need of reform,
Policy 21(2): 21-27.

Skackauskiené, 1. 2009. Tanzi kvalifikaciniy
diagnostiniy rodikliy taikymas Lietuvos pavyzdziu
[Application of the Tanzi qualifying diagnostic test
taking Lithuania as example], in Mokslo darbai
., Verslas, vadyba ir studijos — 2008 1 knyga [Busi-
ness, Management and Education 2008, Issue 1].
Vilnius: Technika, 208-223.

Tax administration in OECD and selected non — OECD
countries. Comparative Information Series. 2006.
OECD. 129 p.

Vlassenko, 1. 2001. Evaluation of the efficiency and
fairness of British, French and Swedish property tax
systems, Property Management 19(5): 384-416.
doi:10.1108/EUM0000000006239

Egnanos, JI. T'.; Kyty3oB, B. A. 1978. Oxcnepmmnvie
oyenku 6 ynpasnenuu [Evlanov, L. G.; Kutuzov, V.
A. 1978. Jekspertnye ocenki v upravlenii] [Expert
Estimates in Management]. MockBa: DKOHOMUKA.
133 c.

Caaru, T. JI. 1993. [llpumsamue pewenuu. Memoo
ananusa uepapxuii (mep. ¢ anri.) [Saati, T. L. 1993.
Prinjatie reshenij. Metod analiza ierarhij (per. s
angl.)] [The Analytic Hierarchy Process]. Mocksa:
Panuo u cBsa3b. 320 c.



