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Abstract: 
The tax gap can be defined as the difference between the effective taxes collected and 
those which would be collected under full compliance. By estimating the tax gap, it is 
possible to obtain relevant information about the degree of compliance and its 
components for a specific tax or for the tax system as a whole, including its evolution 
over time. This information can be essential for tax administrations when deciding how 
to allocate their resources to improve tax compliance. Consequently, it can be a useful 
tool for measuring fiscal performance, as it can provide insight into the effectiveness of 
a government's tax collection efforts. The fiscal impacts of compliance or non-
compliance are of critical interest, not just to tax administrations, but also to other 
stakeholders, and a growing number of countries now regularly produce and publish 
estimated revenue losses due to non-compliance. A good tax gap analysis enables the 
detection of changes in taxpayer behaviour by consistent estimates over time. 
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Introduction 
Certain studies indicate that a correlation can be identified between a country's 

ability to collect taxes and its level of development (von Haldenwang & Ivanyna, 2012; 
Fenochietto & Pessino, 2013). The capacity to collect taxes, duties and contributions is 
essential to a country's ability to finance essential public services such as health and 
education, critical infrastructure (electricity, roads, etc.) and other extremely important 
public goods. Given the increasingly high needs of citizens, a low level of tax collection 
can endanger sustainable, social, and economic development in all countries. Thus, 
ensuring an adequate level of income through fiscal levies to meet economic and social 
needs becomes the goal of any government. 

Although the concept of "fiscal space" is constantly evolving and taking on 
different meanings that emphasize different aspects of the resource mobilization 
problem, a generic definition of this concept can be as follows: 

Fiscal space is the financing that is available to government as a result of 
concrete policy actions for enhancing resource mobilization, and the reforms 
necessary to secure the enabling governance, institutional and economic 
environment for these policy actions to be effective, for a specified set of 
development objectives (Roy et al., 2007) 
In this context, the optimal fiscal space can be seen as budgetary dimension 

found at disposal of a government that allows it to supply necessary resources in order to 
fulfil all proposed purposes, without endangering sustainability of its financial position 
or economy stability.  

Components of fiscal space can include aspects as: system of determination and 
collection of taxes (fiscal asieta), fiscal reforms necessary to improve system 
effectiveness, management of public debt and others. As a conclusion, fiscal space can 
be influenced by a series of factors such as: level of possible but also actually collected 
governmental incomes; the dimension of public debt; inflation rate; economic stability 
and so on. 

Capacity of governments to collect taxes, duties and contributions, tax space, 
represents an essential component of fiscal space. Fiscal space and tax space are two 
interdependent concepts, because one government, in order to generate economic 
stability and responsible and sustainable development, cannot spend, on long term, more 
than taxes, duties and contributions which it collects.  

By using this approach, revenue potential or tax capacity of a country, 
represents the dimension of incomes (of fiscal nature) which it can generate.  

When we talk about incomes generated by a country economy, must be done a 
distinction between income potential based on inherent (intrinsic) economic capacity of 
a country: “economic income potential’’ and the one based on which is provided by the 
legal framework of a country (fiscal code and related legislation): “legal income 
potential”. Therefore, can be identified two sets of revenue potentials: one can be 
denominated “revenue potential (economic),” and the other “revenue potential (legal).” 
The difference between the revenue potential (legal) and the actual revenue collected is 
commonly understood as the “tax gap” (Khwaja & Iyer, 2014). 

 
Tax gap: definitions, components and main uses 
The Internal Revenue Service (IRS) - the federal tax agency in the United 

States, was a pioneer in estimating the tax gap, its importance constantly increasing from 
1973 (the year of its emergence) to the present. (Durán-Cabré et al., 2019).  
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Broadly defined, the tax gap corresponds to the difference between the taxes 
legally due and the taxes actually collected. By tax gap estimation, can be obtained 
relevant information about voluntary compliance, the degree of non-compliance of fiscal 
obligations from perspective of fiscal system overall, or for a certain tax, including about 
their evolution in time. This information can become essential for governors when they 
decide which will be future fiscal politics capable to improve tax compliance and tax 
performance (Shaw et al., 2010). 

In order to determine the degree of tax performance (or, more precisely, of lack 
of performance – the bigger is tax gap the more non-compliant is fiscal system that 
generates it), is also useful the tax gap differentiation in: gross tax gap and net tax gap. 

The gross tax gap represents the difference between true tax liability for a given 
tax year and the amount that is effective paid on the legal due dates. In turn, it comprises 
in its composition the non-filing gap, the underreporting gap, and the underpayment gap 
(Alm & Borders, 2014). The percentage size of the tax gap components, in the USA, can 
be visualized in figure no. 1.  

The net tax gap is the part of the gross tax gap that will never be recovered 
through enforcement or other late payments, and is calculated by adding back revenue 
generated by enforcement activities and other forms of late payment. (Johnson & Rose, 
2019). 

 
Figure 1. Components of the Tax Gap by Type of Non-Compliance in USA (%) 

  
Source: Authors’ processed, based on Internal Revenue Service (IRS) (2019) 

 
Therefore, there are three sources of the tax gap: underreporting, underpayment, 

and non-filing. Underreporting covers non-payment due to understatement of income on 
timely-filed returns. Underpayment is making a payment below the legally owed tax on 
properly reported income on filed returns, and non-filing covers tax not paid on time 
when taxpayers do not file returns. 

Determination and knowing the dimension of tax gap, and also the extent and 
development of phenomena which generates it is extremely relevant. As a consequence, 
according to Durán-Cabré et al. (2019), the estimation strategy of it must fulfil at least 
three conditions in order to guarantee rigor and transparency. 
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First of all, the results must contain representative time intervals for public 
decision-makers. Second of all, methodology to determine tax gap dimension must be 
relatively stable in time, and third, data used for estimation must be available, for 
governors but also for citizens, periodically, at reasonable time intervals. Periodical 
estimation of this indicator can serve also as an effective method to consolidate 
governors’ responsibility towards citizens, because they offer relevant public 
information about fiscal administrations' performance (Heald, 2003). In this way, the 
obtained information can become also an useful instrument of public management and 
social development (Olimid & Georgescu, 2017), providing a conclusive picture of 
degree of performance of fiscal politics and tax administration, allowing the contributors 
to adjust perceptions more close to what happens in reality (Kornhauser, 2005). 

Decrease of tax gap is a good method to increase level of public budget incomes 
in comparison with alternative ways to raise the incomes, even though, many of tax gap 
reduction ways come with their own costs as higher compliance burdens for taxpayers 
(costs for enforcement, costs for supplementary information, costs for computerization 
of fiscal system and so on). 

Information obtained after tax gap quantification can be used to measure 
inequality that comes from non-application in a unitary and equitable way of fiscal 
legislation (Murphy, 2019). Even though this issue is rarely mentioned in public speech 
of governors, is of great importance. 

The law must be applied equally to all. There must be confidence that the law is 
applied equally to all sectors of society. Inequality in public administration gives rise to 
unequal treatment and hence unfairness. Governments and tax professionals must create 
a tax system that is fair, clear and applied equally to all taxpayers. Tax fairness and 
equal treatment principle should look to limit the legislation, rules and behaviour that 
favour one segment of the taxpaying population over another (Mitu, 2016; Mitu & 
Stanciu, 2018). 
 It's also important to consider the principles of tax equity. Tax equity is a 
measure of the fairness of the tax system based on an individual's ability to pay. Equity 
in terms of contributory capacity is generally considered in two senses: vertical and 
horizontal. The “horizontal” concept is that those who are in a similar situation, in terms 
of contributory capacity, should pay the same amount of tax.  The “vertical” concept 
means that people who are at different levels in terms of contributory capacity, must be 
taxed differently. 

Ultimately, equality and equity, means that fiscal legislation should be applied 
unitary, to have as few exceptions as possible, and that all taxpayers (natural and/or legal 
persons) should be obliged to pay what they owe. On the contrary, there is a real social 
issue, that in the mind of taxpayers is translated as: the ones that are paying for their 
taxes are dumber than the ones that are not doing it. Once this presumption is anchored 
in the collective mind, can generate resentments which lead to an increase in the degree 
of voluntary non-compliance and sharp drop of tax performance. The honest business is 
sub mined by the dishonest business. This means that the honest business has more 
chances to fail. As a result, the economic growth, financial stability, investments in 
business and employment perspectives will be negatively affected. The cost of tax 
inequality is big, especially if this becomes endemic.  

If the fiscal system is abused on large scale, the entire economic politics of a 
state can became inefficient. Few states can afford now to be in this position and, as a 
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consequence, efficient measurement of tax gap is a key instrument to evaluate fiscal and 
tax performance.   

 
Measuring the tax gap 
Literature dedicated to tax gap measurement, depending on the data used and 

degree of calculation detailing, identifies two major approach lines (Gemmell & 
Hasselidne, 2014; Raczkowski, 2015).  

Macro approach (or top-down approach) uses aggregated data, with two 
alternatives: tax gap can be estimated by taking over of data about shadow economy and 
application of an average tax rate (Giles, 1997; Schneider & Buehn, 2008); or by using 
macroeconomic indicators, such as national consumption of GDP (Finardi & Vančurová, 
2014). The main disadvantage of these methods is the fact that are not capable to make 
difference between each type of tax, they only measures the total tax gap (for all types of 
taxes). The evident advantage is given by the simplicity of their application (Dare et al., 
2019), because use simple data, that are not difficult to collect. 

Such an approach was used by Raczkowski și Mróz (2018) to estimate the level 
of tax gap for 35 countries (Figure 2): 

 
Figure 2. The level of the tax gap (as %GDP) in 35 countries in 2015 

 
Source: Raczkowski & Mróz (2018) 
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Micro approach (or bottom-up approach) uses microeconomic data based on 
taxpayers’ statements corroborated with results of inspections and controls performed by 
tax administration, being estimated an approximate tax base for each taxpayer according 
to owed tax type. For example, Mazur & Plumley (2007) mention the possibility to use 
methods based on audit, meaning a calculation based on data obtained during fiscal 
controls. Among disadvantages of this approach are delayed results in time, because 
these are based on data which are collected ex ante; alteration of overall quality of 
control activities and fiscal inspection (Toder, 2007) due to corruption, deficient training 
of fiscal inspectors or very sophisticated methods used of eluding tax obligations. 
Another microeconomic partial approach, considered to be more precisely, is tax gap 
extrapolation by using data obtained in other ways than from fiscal controls and 
inspections.  (Toro et al., 2013; Ghezzi et al., 2013). This kind of data are collected in 
separated investigations which covers the income field, including information related to 
applying individual fiscal credits/fiscal bonuses or tax-free parties of tax basis. Micro 
approach represents the advantage that provides information detailed on different fiscal 
incomes categories, allowing performance of a redistributive analysis of tax gap, which 
is particularly relevant when you want an ad personam tax gap estimation.  

 
Conclusions 
Tax gaps exist, firstly, because of tax evasion. Tax gap determination 

represents, many times, performing of some estimations and finding the “invisible 
proof” (Slemrod și Weber, 2012). Even though, tax gap cannot be totally assigned to tax 
evasion, because this presumes deliberated non-compliance of legal framework. Still, 
non-compliance can have also benign causes. Results of non-compliance by the 
taxpayers, without intention, of fiscal legislation can be found included in tax gap, but 
these are not considered to be tax evasion (Olson, 2021). 

Not distinguishing between causes of non-compliance can have as a result 
disproportioned actions of tax bodies, of which effect can transform honest taxpayers 
into intentionally tax evaders. This type of tax vision failure can lead to strong erosion of 
taxpayers trust, which is never a good thing for a fiscal system and about which 
researchers showed that is vital to perform and raise voluntary tax conformity (feature of 
a performant fiscal system) (Mitu, 2018). 

Even though there is a unanimous recognition of advantages in precise 
determination of tax gap and important role which it has in substantiating of some 
performant fiscal politics, is surprisingly how little attention is given from many national 
governments in determination of this indicator. Recent study of Murphy (2021), 
regarding number of governments that performs estimations of tax gaps, suggest, for 
example, that within European Union only one ex member, Great Britain, determines an 
annual estimation of tax gap. In approximate half of all EU member states are not 
performed at all local estimations for tax gap. In many of the other countries (Italy being 
the exception to the rule), the single tax gap considered to be a partial and particular one, 
because is addressed to one single tax- value added tax (VAT) – VAT gap. This 
punctual approach can be given by European Commission concern, which analyses this 
issue and publishes an annual report regarding VAT (European Commission, 
Directorate-General for Taxation and Customs Union, Poniatowski et al., 2022).  
 
 
 



Narcis Eduard Mitu 

 
 

26 

References: 
Alm J. and Borders K. (2014), Estimating the “Tax Gap” at the State Level: The Case of 

Georgia’s Personal Income Tax. Public Budgeting & Finance, 34(4), 61-79.  
https://doi.org/10.1111/pbaf.12050  

Dare, C., du Plessis, S. and Jansen, A. (2019), Tax revenue mobilisation: Estimates of South 
Africa’s personal income tax gap. South African Journal of Economic and 
Management Sciences, 22(1), 1-8. http://dx.doi.org/10.4102/sajems.v22i1.2817 

Durán-Cabré, J.M., Esteller Moré, A., Mas-Montserrat, M. and Salvadori, L. (2019), The tax 
gap as a public management instrument: application to wealth taxes, Applied 
Economic Analysis, 27(81), 207-225. https://doi.org/10.1108/AEA-09-2019-0028 

European Commission, Directorate-General for Taxation and Customs Union, Poniatowski, 
G., Bonch-Osmolovskiy, M., Śmietanka, A. (2022). VAT gap in the EU: report 
2022, Publications Office of the European 
Union. https://data.europa.eu/doi/10.2778/109823 

Fenochietto, R. and Pessino, C. (2013), Understanding Countries’ Tax Effort. IMF Working 
Paper, WP/13/244. https://doi.org/10.5089/9781484301272.001  

Finardi, S. and Vančurová, A. (2014). Estimation of a Tax Gap in the Personal Income Tax 
by Means of National Accounts. European Financial and Accounting Journal, 9(2), 
66–78. https://doi.org/10.18267/j.efaj.120   

Gemmell N. and Hasselidne J. (2014): Taxpayers’ Behavioural Responses and Measures of 
Tax Compliance ‘Gaps’: A Critique and a New Measure. Fiscal Studies, 35(3), 275-
296. https://doi.org/10.1111/j.1475-5890.2014.12031.x  

Ghezzi, L., Ravagli, L., Rosignoli, S. and Sciclone, N. (2013), La stima del tax gap: una 
applicazione per la Toscana. Politica Economica, 29(1), 91-118. 
https://doi.org/10.1429/75053   

Giles, D. (1997), Testing for Asymmetry in the Measured and Underground Business Cycles 
in New Zealand. The Economic Record, The Economic Society of Australia,73(222), 
225–232. https://doi.org/10.1111/j.1475-4932.1997.tb00995.x  

Heald, D. (2003), Fiscal transparency: concepts, measurement and UK practice, Public 
Administration, 81(4), 723-759. https://doi.org/10.1111/j.0033-3298.2003.00369.x  

Internal Revenue Service (IRS). (2019). Federal Tax Compliance Research: Tax Gap 
Estimates for Tax Years 2014–2016. Publication 1415. 
https://www.irs.gov/statistics/irs-the-tax-gap  

Johnson, B.W. and Rose, P.J. (2019). Federal Tax Compliance Research: Tax Gap Estimates 
for Tax Years 2011-2013, Internal Revenue Service, Publication 
1415. https://www.irs.gov/pub/irs-pdf/p1415.pdf  

Khwaja M.S. and Iyer I. (2014), Revenue Potential, Tax Space, and Tax Gap. A Comparative 
Analysis. Policy Research Working Paper No. 6868. The World Bank. 
https://doi.org/10.1596/1813-9450-6868 

Kornhauser, M.E. (2005), Doing the full monty: will publicizing tax information increase 
compliance?, Canadian Journal of Law and Jurisprudence, 18(1), 95-117. 
https://taxprof.typepad.com/taxprof_blog/files/full_monty.pdf  

Mazur, M.J. and Plumley, A.H. (2007), Understanding the Tax Gap. National Tax Journal, 
60(3), 569–576, https://doi.org/10.17310/ntj.2007.3.14 

Mitu, N. E. (2016). Taxpayer Behaviour: Typologies and Influence Factors, Revista de 
Științe Politice. Revue des Sciences Politiques, 49, 77-87.  
https://cis01.ucv.ro/revistadestiintepolitice/files/numarul49_2016/8.pdf  

Mitu, N. E. (2018). A Basic Necessity of a Modern Fiscal Policy: Voluntary Compliance, 
Revista de Științe Politice. Revue des Sciences Politiques, 57, 118-130. 
https://cis01.ucv.ro/revistadestiintepolitice/files/numarul57_2018/10.pdf  

https://doi.org/10.1111/pbaf.12050
http://dx.doi.org/10.4102/sajems.v22i1.2817
https://doi.org/10.1108/AEA-09-2019-0028
https://data.europa.eu/doi/10.2778/109823
https://doi.org/10.5089/9781484301272.001
https://doi.org/10.18267/j.efaj.120
https://doi.org/10.1111/j.1475-5890.2014.12031.x
https://doi.org/10.1429/75053
https://doi.org/10.1111/j.1475-4932.1997.tb00995.x
https://doi.org/10.1111/j.0033-3298.2003.00369.x
https://www.irs.gov/statistics/irs-the-tax-gap
https://www.irs.gov/pub/irs-pdf/p1415.pdf
https://doi.org/10.1596/1813-9450-6868
https://taxprof.typepad.com/taxprof_blog/files/full_monty.pdf
https://doi.org/10.17310/ntj.2007.3.14
https://cis01.ucv.ro/revistadestiintepolitice/files/numarul49_2016/8.pdf
https://cis01.ucv.ro/revistadestiintepolitice/files/numarul57_2018/10.pdf


Can the Tax Gap be a Useful Tool in Terms of Tax Performance? 

27 

Mitu, N.E. and Stanciu, C. (2018). Tax Principles Between Theory, Practice and Social 
Responsibility. In: Idowu, S., Sitnikov, C., Simion, D., Bocean, C. (eds) Current 
Issues in Corporate Social Responsibility. CSR, Sustainability, Ethics & 
Governance. Springer, Cham. https://doi.org/10.1007/978-3-319-70449-4_2  

Murphy, R., (2019), The European Tax Gap, Report for the Socialists & Democrats Group in 
the European Parliament, Tax Research UK. 
https://www.socialistsanddemocrats.eu/sites/default/files/2019-
01/the_european_tax_gap_en_190123.pdf 

Murphy, R., (2021), Reappraising the Tax Gap, in Unger, B., Rossel, L. and Ferwerda, J. 
(eds), Combating Fiscal Fraud and Empowering Regulators: Bringing tax money 
back into the COFFERS, online edn, Oxford Academic. 
https://doi.org/10.1093/oso/9780198854722.003.0004  

Olimid, A.P. and Georgescu, C.M. (2017). Social Agenda and Civic Participation within the 
European Union Multilevel Governance: A Content Analysis of the EU Legal 
Documentation (2016). Revista de Științe Politice. Revue des Sciences Politiques, 
55, 42-56.  https://cis01.ucv.ro/revistadestiintepolitice/files/numarul55_2017/5.pdf  

Olson, N.E. (2021), Testimony on Closing the Tax Gap: Lost Revenue from Noncompliance 
and the role of Offshore Tax Evasion, Senate Finance Subcommittee on Taxation 
and IRS Oversight, 1-22. 
https://www.finance.senate.gov/imo/media/doc/SFC%20Subcomm%20on%20Taxat
ion%20and%20Oversight%20Tax%20Gap%20-%20Olson%20-%2005-11-
21%20(final)(rev)1.pdf 

Raczkowski, K., (2015). Measuring the tax gap in the European economy. Journal of 
Economics and Management, 21(3), 58–72. 
https://cejsh.icm.edu.pl/cejsh/element/bwmeta1.element.desklight-108405b3-cdb6-
41cb-953f-ceab29c9bb40/c/04_36.pdf  

Raczkowski, K. and Mróz, B. (2018), Tax gap in the global economy, Journal of Money 
Laundering Control, 21(4), 567-583. https://doi.org/10.1108/JMLC-12-2017-0072  

Roy, R., Heuty, A. and Letouzé, E. (2007), Fiscal Space for What? Analytical Issues from a 
Human Development Perspective, Paper for the G-20 Workshop on Fiscal Policy – 
Istanbul, United Nations Development Programme. 
https://www.undp.org/sites/g/files/zskgke326/files/publications/FiscalSpaceforWhat
.pdf  

Schneider, F. and Buehn, A. (2008). MIMIC Models, Cointegration and Error Correction: 
An Application to the French Shadow Economy. IZA Discussion Paper Series No. 
3306. Institutefor the Study of Labor. https://ftp.iza.org/dp3306.pdf   

Shaw, J., Slemrod, J. and Whiting, J. (2010), Administration and compliance, in Tax by 
Design: The Mirrlees Review, Edited by Institute for Fiscal Studies (IFS), Oxford 
University Press, New York, NY. 
https://ifs.org.uk/sites/default/files/output_url_files/ch12.pdf 

Slemrod, J. and Weber, C. (2012), Evidence of the invisible: toward a credibility revolution 
in the empirical analysis of tax evasion and the informal economy, International 
Tax and Public Finance, 19(1), 25-53. https://doi.org/10.1007/s10797-011-9181-0  

Toder, E. (2007), What is the Tax Gap? Tax Notes, 117(4), 367–378. 
https://www.urban.org/sites/default/files/publication/46126/1001112-What-is-the-
Tax-Gap-.PDF  

Toro, J., Ogata, K., Hutton, E. and Caner, S. (2013), Assessment of HMRC's Tax Gap 
Analysis. Washington, D.C.: International Monetary Fund. 
https://www.imf.org/external/pubs/ft/scr/2013/cr13314.pdf    

https://doi.org/10.1007/978-3-319-70449-4_2
https://www.socialistsanddemocrats.eu/sites/default/files/2019-
https://doi.org/10.1093/oso/9780198854722.003.0004
https://cis01.ucv.ro/revistadestiintepolitice/files/numarul55_2017/5.pdf
https://www.finance.senate.gov/imo/media/doc/SFC%20Subcomm%20on%20Taxat
https://cejsh.icm.edu.pl/cejsh/element/bwmeta1.element.desklight-108405b3-cdb6-
https://doi.org/10.1108/JMLC-12-2017-0072
https://www.undp.org/sites/g/files/zskgke326/files/publications/FiscalSpaceforWhat
https://ftp.iza.org/dp3306.pdf
https://ifs.org.uk/sites/default/files/output_url_files/ch12.pdf
https://doi.org/10.1007/s10797-011-9181-0
https://www.urban.org/sites/default/files/publication/46126/1001112-What-is-the-
https://www.imf.org/external/pubs/ft/scr/2013/cr13314.pdf


Narcis Eduard Mitu 

 
 

28 

von Haldenwang, C. and Ivanyna, M. (2012), A Comparative View on the Tax Performance 
of Developing Countries: Regional Patterns, Non-Tax Revenue and Governance. 
Economics, 6(1), 2012-32. https://doi.org/10.5018/economics-ejournal.ja.2012-32 
 

 
 
Article Info 
 
Received:  February 20 2023 
Accepted: March 06 2023 
 
 
 
How to cite this article: 
Mitu, N. E. (2023). Can the Tax Gap be a Useful Tool in Terms of Tax Performance? Revista 
de Științe Politice. Revue des Sciences Politiques, no. 77, pp. 20 – 28. 
 
 
     
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://doi.org/10.5018/economics-ejournal.ja.2012-32

