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1. Introduction and Context
• Vietnam is a successful transition economy
• It faces a number of challenges; perhaps nothing more serious than 

corruption which threatens the legitimacy of the government
• Aim: to examine the impact of tax corruptions on private sector 

development in Vietnam
• Motivations:

- Little is known about tax corruption in Vietnam
- Corruption has been blamed for productivity slowdown, poor
industry policy that may cause Vietnam to fall victim to the middle
income trap 

• Scope: petty tax admin corruption; private sector; development 
(innovation, investment, employment, per capita income)
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2. Brief Literature Review
• The literature on corruption is very substantial
• Tax corruption is the intersection between corruption and tax 

evasion/avoidance
• Determinants of tax corruption: Richardson (2006a; 2006b)
• Impact of corruption on tax compliance: Pincur & Riahi-Belkaoui

(2006); Alon and Hageman (2013); Jahnke (2015)
• Corruption and firm tax evasion: Alm et al (2016); Çule & Fulton 

(2009)
• Strategies to reduce tax corruption; Flatters and Macleod (1995), 

Fjeldstad & Tungodden (2003)
• Vietnam studies: Rand & Tarp (2012); Crime, Law and Social 

Change vol 65, issue 4/5
• Vietnam studies: Rand & Tarp (2012); serirs of studies sponsored by 

the UK DFID in Vietnam and published in Crime, Law and Social 
Change vol 65, issue 4/5,
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3. Conceptual Issues
3.1 Meaning and types

• Definition: Tax corruption refer “behaviour on part of tax officials to 
improperly and unlawful enrich themselves, or those close to them, 
by the misuse of the public power entrusted to them” (Li, 1997: 475).

• In the case of Vietnam, tax-related bribes often go hand in hand with 
nepotism or cronyism.

• Tax policy corruption vs. tax administration corruption.  Tax policy 
corruption refers to the manipulation of tax policies by tax policy 
makers, who abuse their position to sustain their power, status, and 
wealth (very difficult to coordinate)

• Petty corruption vs. Grand corruption.  In Vietnam, petty corruption 
is referred to as unofficial or informal payment
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3. Conceptual Issues (contd.)
• Collusion (or negotiation) vs. Extortion
• Unorganised  vs. Implicitly or explicitly organised (scheme of bribe 

sharing)
• One tax official in isolation: embezzlement or inappropriate 

appointment of tax officials (due to bribery, family ties, political 
connection, etc)

• One or more tax officials and one taxpayer: bribery in the form of 
cash, gifts, using or buying assets below market prices, paying for 
private expenses such as meals or tours, recruitment/promotion of 
persons related to the tax official(s) in the taxpayer’s business

• Two or more officials: excessive gifts to curry preferential treatments 
(e.g. appointment of relatives or own promotion) from superiors; 
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3. Conceptual Issues (contd.)
3.2 Measurement
• Precise measurement of tax corruption is  not possible because (i) 

generally not observable to researchers, and (ii) such a 
measurement has many different dimensions.  Thus, it may not be 
possible to combine these aspects into a single measurement of 
value

• Objective measure: e.g., the frequency and the amount of bribery 
that a taxpayer makes per visit of tax officials.

• An objective measure of tax corruption can be further categorised 
into an absolute measure (e.g. the average dollar value of the tax-
related bribes) or a relative measure (e.g. the ratio of bribe 
payments to official tax liability or the ratio of bribe payments to 
firm’s total costs or profits)
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3. Conceptual Issues (contd.)
3.2 Measurement
• Precise measurement of tax corruption is  not possible because (i) 

generally not observable to researchers, and (ii) such a 
measurement has many different dimensions.  Thus, it may not be 
possible to combine these aspects into a single measurement of 
value

• Objective measure (e.g., the frequency and the amount of bribery 
that a taxpayer makes per visit of tax officials) vs. Subjective 
measure (e.g. perceptions)

• An objective measure can be either an absolute measure (e.g. the 
average dollar value of the tax-related bribes) or a relative measure 
(e.g. the ratio of bribe payments to official tax liability or the ratio of 
bribe payments to firm’s total costs or profits)

• Indirect measure e.g. Paying Taxes
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3. Conceptual Issues (contd.)
3.3 Causes
Generic: 
• Political: lack of transparency, accountability and genuine will to fight 

corruption
• Institutional: lack of a competent public sector; no objective measure 

of public sector performance, job-buying practice
• Cultural: sharing within the extended family (“one mandarin helps 

the whole clan”), compromising, paternalistic culture
• Economic: low wages in the public sector (no public servant can 

survive on his/her official salary!)
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3. Conceptual Issues (contd.)
Tax specific: 
• Tax law complexity: tax law can be interpreted in different ways (tax 

law cannot cover all cases that arise in practical situations)
• Tax discretionary: tax officials have many discretions (e.g. assessing 

turnover for the purposes of presumption taxes)
• Tax administration: no self-assessment, frequent site visits to 

business taxpayers, no effective system of independent tax dispute 
resolution

• Business practice: poor tax and accounting record keeping
• Business motive: desire to pay as little taxes as possible
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3. Conceptual Issues (contd.)
3.4 Consequences
• Generally harmful consequences on social welfare and economic 

development
• Loss in tax revenue
• Misallocation of resources and talents, less investment and thus 

lower economic growth
• Reduction in the equity of the tax system
• Adverse effect on tax morale and thus voluntary compliance
• Reinforces the public’s perception of general corruption
• The harms/benefits of tax corruption are less clear the firm level
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4. Extent of Tax Corruption
4.1 Extent of general corruption
• CPI: 2011: 29 (112 out of 184); 2016: 33 (113 out of 176)
• The Global Corruption Barometer Report (involving about 22,000 

people living in 16 countries from 2015 to 2017) confirms Vietnam’s 
poor standing.  Along with Malaysia, Vietnam performed the worst in 
the Asia Pacific region.

• Worldwide Governance Indicators: The control of corruption 
indicator increased steadily from 25 in 2005 to 33 in 2010 and to 39 
in 2015 (on a scale from 0 to 100 with higher values correspond to 
better outcomes):
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4. Extent of Tax Corruption (contd.)

4.1 Extent of general corruption (contd.)
• 2012 Survey sponsored by the World Bank and Government 

Inspectorate of Vietnam
• After costs of living, corruption is perceived as the second most 

serious issue according to public officials, business and individuals
• At the national level, high-income individuals consider corruption to 

be more serious than average or low-income individuals
• To pressure businesses to make unofficial payments, public officials’ 

three most common practices are intentionally prolonging time, 
giving no clear guidance/finding faults, and sticking to ambiguous 
regulations
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4. Extent of Tax Corruption (contd.)
4.2 Extent of tax corruption 
• Indirect measure (Paying Taxes): In 2015 paying taxes in Vietnam 

(540 hours) took more than 2.5 times longer than it did on the 
average of the East Asia and Pacific (198 hours).  Similarly, the 
number of tax payments in Vietnam in 2015 (31 times) also far 
exceeded the average of the East Asia and Pacific Region (22.9 
times).

• Direct measure (Perceptions)
• Prevalence of corruption, out of 22 sectors, customs and taxation 

rank 3rd and 9th respectively, according to public officials, businesses 
and individuals

• Out of 22 sectors, customs and taxation rank as the 4th and 6th most 
corrupt sectors respectively, according to public officials, businesses 
and individuals (compared to the ranking of 2nd and 4th in 2005 
respectively)
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4. Extent of Tax Corruption (contd.)
• Tax officials are identified by businesses as the public officials 

creating the most difficulties and the ones that have been given the 
most unofficial payments and gifts

• In taxation sector, unofficial payments are actively suggested by 
businesses (almost 90 per cent of all cases) and only in about 10 
per cent of cases the unofficial payments are demanded

• The probability that individuals coming in contact with tax officials 
has to pay a large bribe is only 0.5 per cent

• In the case of individuals making unofficial payments to tax officials, 
83 percent are voluntary
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4. Extent of Tax Corruption (contd.)
• Direct, objective measure:
• Vietnam Chamber of Commerce and Industry (VCCI) conducted a 

national survey of more than 2,500 registered businesses in 2015.  
The survey indicates that 32 per cent of registered businesses in 
Vietnam had to make unofficial payments and 40 per cent believed 
that their businesses would be poorly treated without bribery

• Similar but more detailed data on tax corruption are also available 
from Vietnam Provincial Competitiveness Index (PCI) and Surveys 
of Small and Medium Manufacturing Enterprises in Vietnam which 
have been conducted at regular time intervals.  These data more or 
less confirm the picture painted above.
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5. Impact on Private Sector
5.1 How and why business taxpayers bribe tax inspectors
Dang, Phung and Ninh (2016)
• Bribes often result from a process of negotiation and collusion rather 

than extortion.  About 70% of respondents indicated they always or 
often colluded with tax inspectors for mutual benefits. 11% agreed 
that tax inspectors often harass them for unofficial payments 
whereas 43% disagreed with it.

• The scale of corruption is petty: on average less then one million 
VND (about 45 USD) per inspection

• Tax officials, at the commune and districts level, only received 20% 
and 25% positive rating from respondents, respectively.

• Tax corruption is often perceived as a normal cost of doing 
business. 13% admitted their guilt (so that a bribe would be the 
lesser penalty than a fine).
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5. Impact on Private Sector (contd.)
Nguyen, Ho, Le and Nguyen (2016)
• Firms engage in corrupt activities just to follow the rules of the game.  

There is a positive relationship between the probability that a firm 
makes unofficial payments and (a) the unofficial payments made by 
other firms in the district, (b) the firm’s belief that other firms make 
unofficial payments, and (c) the firm’s belief that negotiations with tax 
officials are important.

• The hypothesis that unofficial payments are positively associated with 
transactional benefits of young firms cannot be supported.  There is 
some evidence that unofficial payments seem to increase with the 
number of visits and the length of each visit for young firms.

• Unofficial payments are positively related to growth for firms operating 
in restricted areas.

• Unofficial payments have a negative relationship with firm’s efficiency.  
This harmful effect is normally hidden and not well recognised by firms.
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5. Impact on Private Sector (contd.)
5.2 Firm innovation (Nguyen, Doan, Nguyen and Tran-Nam, 2016)

• The findings support the “greasing-the-wheels” hypothesis of 
corruption.

• Unofficial payments appear to have a positive and significant effect 
on general innovation, product innovation, product improvement 
and, especially, process innovation.  While the findings are 
controversial, it is consistent with the “greasing-the-wheels” 
hypothesis of corruption and other previous studies.  In the absence 
of formal and transparent institutions, unofficial payments can 
provide the certainty needed by businesses to innovate.
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5. Impact on Private Sector (contd.)
5.3 Firm performance (Dang, 2016)
• The findings support the “sanding-the-wheels” hypothesis of 

corruption.  The prevalence and burden of corruption have negative 
and significant impact on investment, employment and household 
income.  Thus, tax corruption can substantially undermine the 
socioeconomic development of the provinces.  

• An 1 per cent drop in the prevalence of corruption would increase 
private investment by 3.7 per cent, private employment by 1 per 
cent and per capita income by 1.5 per cent.

• An 1 per cent drop in the burden of corruption would increase 
private investment by 6.4 per cent, private employment by 1.8 per 
cent and per capita income by 2.3 per cent.

• The fight against tax corruption should be bottom up (starting from 
the commune or province level).
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6. Some Recommendations
• Vietnam faces serious tax corruption problems and needs to do 

something to change its tax culture
• Generic recommendation: structural reform (marketisation, rule of 

law, democratisation)
• Long-term approach: education of taxpayers and training of tax 

officials
• Tax law should be made more certain
• Tax law should be simplified (e.g. removing of tax incentives)
• Tax admin process should also be simplified (less inspection visits, 

easier to comply with)
• More merit-based recruitment and staff rotation
• More self assessment, digital technology application (to reduce face 

to face interaction)
• Greater emphasis on independent tax dispute resolution
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Thank you for listening!
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