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Chapterr 6 

Dataa Analysis and Results 

"On ee should develop the art of economics - an art that both requires knowledge of institutions and of social, 

political ,, and historical phenomena and requires the ability to use available data in a reasonable way in 

discussingg real-world economic issues" 

-- COLANDER (1992:191-98) 

6.1.. Introductio n 

Thiss chapter presents an analysis of the data collected -presented in the previous chapter- and 

thee results obtained The main focus of this analysis is on tax evasion. Aside from information 

aboutt the individuals' background and attitudes, the data contains sufficient information about 

incomee and taxes to estimate the extent of personal income tax evasion, small business 

incomee tax evasion, and social and health insurance tax evasion. This chapter attempts to 

determinee and explain the factors that influence the (extent of) evasion of all three levels of 

taxx evasion by Albanian households. 

Thee predictors used to explain evasion include background variables and individual 

attitudess as obtained in the questionnaire. The attitudes will provide us with an indication of 

thee importance of the institutional setting in Albania in determining tax evasion behavior. We 

wil ll  show that the attitudes measured can to a large extent be related to formal and informal 

institutionss and that these are important determinants of evasion. 

Sectionn 6.2. briefly presents the general tax characteristics of the sample, followed by a 

discussionn of the reliability of these characteristics. Section 6.3. describes the construction of 

thee tax evasion variables and analyzes the outcomes for each variable. An analysis of the 

attitudinall  statements and the underlying attitudinal factors follows in section 6.4. Section 6.5. 

presentss regression models applied to explain tax evasion and the results obtained with 
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respectt to the relationship with the personal background information and the attitudinal 

factors.. In addition, it also analyzes how the background information itself affects the 

attitudinall  factors. Section 6.6. provides a discussion of the results. Section 6.7. concludes. 

6.2.. Sample characteristics with respect to taxes 

Chapterr 5 provides some descriptive statistics on personal, labor market, and financial 

characteristicss of the main income earner as well as the household. This section will focus on 

thee tax characteristics of the sample, which are presented in the tables below, followed by a 

brieff  discussion on the reliability of these characteristics. 

Tablee 6.1 below presents qualitative information regarding tax payments by the main income 

earnerr of the household. The percentage of respondents whose personal income tax is 

deductedd from their monthly salary by their state or private employer appears to be high, 

61.4%.. This is high if we recall from chapter 5 (cf. table 5.2) that the percentages of 

respondentss working in public sector and private sector (with labor contract) are 41.8% and 

10.7%% respectively, hence 52.5% in total. These are the two sectors for which affirmative 

answerss to category 1 of table 6.1 are to be expected. In addition, it is high compared to 

57.1%% of respondents who declared that (either they or their employers) pay their tax on 

personall  income (category 2 of the same table). How can one explain this 61.4% in category 

1?? Those respondents whose tax on personal income was deducted from their monthly salary, 

weree also asked to report the amount of tax deducted. This gave us an opportunity to check 

thee consistency in answering these two questions. A category -"don't know"- was included in 

orderr to control for those individuals who did not know whether either their personal income 

taxx was deducted or the tax amount. The responses to this question are given in italics in 

categoryy 1 of table 6.1. 

Ass table 6.1 shows (category 1), 56.8% of the respondents reported the amount of tax 

deducted,, although the percentage of respondents who "don't know" remained the same. The 

dataa obtained this way represent the corrected version of category 1: 'deducted tax on 

personall  income'. The responses to this version appear to be more consistent with other 

resultss such as the number of respondents working in public sector and private sector (with 

laborr contract), and individuals who declared that (either themselves or their employers) had 
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Tablee 6.1: Qualitative information regarding tax payments by the main income earner 

11 - Deducted tax on personal income / Corrected: 
yes s 
no o 

nott  applicable 
don'tt  know 

22 - Pavment of monetary obligations: 
electricityy costs 

waterr  costs 
taxx on personal income (you or  the employer) 

taxx on small business income 
sociall  and health insurance 

taxx on business profit 
annuall  tax on TV 

taxx on rental profit s 
otherr  taxes 

nonee of the above 
33 - Payment of personal or  business income tax: 

completelyy my employer 
partlyy myself (employer  pays the rest) 

completelyy myself 
nobody y 

nott  applicable 
44 - Pavment of employees' personal income tax: 

completelyy the employees 
partlyy myself (employees pay the rest) 

completelyy myself 
nobody y 

nott  applicable 
55 - Pavment of oersonal social &  health insurance: 

completelyy my employer 
partlyy myself (employer  pays the rest) 

completelyy myself 
nobody y 

nott  applicable 
66 -Pavment of emplovees' social &  health insurance: 

completelyy the employees 
partlyy myself (employees pay the rest) 

completelyy myself 
nobody y 

nott  applicable 

Validd Cases 
1269/7740 0 
119/647 119/647 
248/257 7 
221/227 7 
21/27 7 
1333 3 
1272 2 
1223 3 
761 1 
261 1 
972 2 
169 9 
1072 2 
84 4 

252 2 
25 5 

1289 9 
317 7 
165 5 
394 4 
163 3 
250 0 
976 6 
34 4 
30 0 
134 4 
132 2 
646 6 
1281 1 
331 1 
208 8 
378 8 
165 5 
199 9 
962 2 
31 1 
21 1 
120 0 
121 1 
669 9 

Validd Percentages 
100 0 

61.4/56.5 5 
19.5/22.0 0 
17.4/79.4 4 
1.7/7.5 5 

100 0 
95.4 4 
91.7 7 
57.1 1 
19.6 6 
72.9 9 
12.7 7 
80.4 4 
6.3 3 
18.9 9 
1.9 9 
100 0 
24.6 6 
12.8 8 
30.6 6 
12.6 6 
19.4 4 
100 0 
3.5 5 
3.1 1 
13.7 7 
13.5 5 
66.2 2 
100 0 
24.7 7 
15.5 5 
28.2 2 
12.3 3 
14.9 9 
100 0 
3.2 2 
2.2 2 
12.5 5 
12.6 6 
69.5 5 

(1)) is obtained from the answers to question C.l: "Does your employer (state or private) deduct your personal 
incomee tax from your monthly salary?" 
(2)) is obtained from the answers to question D.2: "Would you mind telling us which of the following monetary 
obligationsobligations do you and your household pay?". Note that for each expenditure category, the number of cases is 
givenn separately. 
(3)(3) is obtained from the answers to question D.3: "Please indicate who pays your tax on personal income or your 
taxx on small business?" 
(4)(4) is obtained from the answers to question D.4: "If you or other household members run a business, where 
otherr people are employed as well, could you tell us who pays the tax on personal income of these people?" 
(5)(5) is obtained from the answers to question D.5: "Please indicate who pays for your social and health 
insurance?" " 
(6)(6) is obtained from the answers to question D.6: "If you or other household members run a business, where 
otherr people are employed as well, could you tell us who pays for the social and health insurance of these 
people?" " 
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paidd their tax on personal income. Therefore, the information obtained from the corrected 

versionn of the 'deducted tax on personal income' was considered more adequate for further 

analysis.. The same can be concluded with respect to the responses of self-employed 

individuals.. As long as they do not have to pay the personal income tax, these individuals are 

expectedd to fall under "not applicable" of category 1. The percentage observed in the initial 

versionn is 17.4% versus 19.4% in the corrected one. The latter corresponds with the 

percentagee of respondents who declare that they pay the small business income tax, 19.6% 

(categoryy 2 of the same table). 

Categoriess 3 and 5 of table 6.1 provide information on who pays the personal or business 

incomee tax and the social and health insurance of the respondent. Categories 4 and 6 contain 

informationn on who pays the personal income tax and the social and health insurance of the 

employee(s),, in case the respondent has an own business where other people are employed. 

Ass expected, the answers in these two categories have almost the same response rate for each 

off  the five responding components. Therefore, only information shown on category 4 will be 

usedd later for further analysis. 

Tablee 6.2: Tax payments by the main income earner of the household 

11 - The amount of tax if deducted 
22 - Personal or business income tax willing 

too be paid 
33 - The percentage of other people's 

paymentt of personal or business income tax 

Validd Cases 
647 7 
1.083 3 

1.270 0 

Mean n 
3.155 5 
2.839 9 

36,5 5 

Standardd deviation 
4.178 8 
3.894 4 

19 9 
(1)(1) is obtained from the answers to question C.l: "Does your employer (state or private) deduct your personal 
incomee tax from your monthly salary? - If Yes, how much?" 
(2)(2) is obtained from the answers to question C.9: "Considering your monthly total personal income, which would 
bee the monthly amount of money you would be willing to pay for the tax on personal income or tax on small 
business?" " 
Note:Note: Average taxes are in the Albanian currency (Lek); in May 2000, the official exchange rates were: 
$1=140.877 Lek or 1 Euro=135.85 Lek 
(3)(3) is obtained from the answers to question D.l: "What do you think is the percentage of people in Tirana, who 
havee at least one job, who pay the tax on personal income (be this paid by them themselves or by their 
employers)) or the tax on small business?" 

Tablee 6.2 provides quantitative information regarding tax payments by the main income 

earnerr of the household. Considering the respondents' monthly total personal income, the 

averagee amount of money they are willing to pay for personal or small business income tax is 



smallerr then the average amount of personal income tax deducted from their monthly salaries. 

Inn this case, the basis of comparison is the personal income tax only. However, we expect that 

thee average personal or business income tax they are willing to pay would be even smaller if 

wee had to compare it with the average amount of small business tax they are supposed or they 

actuallyy pay. 

Itt appears that the respondents' belief of the percentage of other people's payment of 

personall  or business income tax is low, 36,5% on average. This information has sometimes 

beenn used as an indirect indication of the payment of personal or business income tax by the 

respondentss themselves (Webley et al., 1991). 

Thee reliabilit y of information concerning tax evasion 

Referringg back to section 5.5 of the previous chapter, the argument about the reliability of 

answerss to the sensitive questions concerning tax evasion is still to be answered. The 

discussionn of the qualitative and quantitative data presented in table 6.1 above shows that 

informationn obtained with respect to tax evasion is reliable so far. 

However,, we continued our analysis in order to examine this conclusion further. We 

checkedd the reliability of this information by testing for differences across the five Tirana 

regionss -where the survey was conducted- with respect to the extent of all levels of tax 

evasion.1111 Using independent sample t-tests, we observed that the evasion of personal income 

taxx is significantly higher in the Western and Southern regions than in the other regions of 

Tirana,, 48% and 41% respectively. There were no significant differences among regions with 

respectt to the evasion of small business income tax. The social and health insurance tax was 

moree evaded in the Northern and Southern regions, 35% and 33% respectively. These results 

weree to be expected because the Western, Southern and Northern regions of Tirana are the 

poorestt and with the highest number of migrants.112 As will be shown later, the combination 

off  these two characteristics -low income and high number of migrants- is related to high tax 

evasion.. This is again another indication that the information concerning tax evasion in our 

dataa set is reliable. 

1' ''  Recall from chapter  5 that the survey covered the same number  of households in each of the five geographical 
regionss of Tirana. 
""  These three regions are ranked in a declining order  when considering both income and migration elements. 
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6.3.. Construction of the tax evasion variables 

Althoughh the main focus of this study is tax evasion, no direct question about tax evasion was 

raisedd in the questionnaire due to the sensitivity of this topic. This problem was solved by 

askingg some indirect questions to be used as a basis for gathering information about tax 

evasion.. We now turn to the construction of our major variables used to describe tax evasion 

amongg households in Tirana. 

Taxx evasion occurs when individuals do not comply, for example, with their obligations with 

respectt to payment of personal income tax, business income tax, business profit, or social and 

healthh insurance tax. Considering the main economic activities in Albania and the dominance 

off  small business, this study will analyze only evasion of personal income tax, small business 

incomee tax, and social and health insurance tax."3 

•• Evasion of personal income tax 

Accordingg to Albanian law, individuals who are employed in the public or private sector are 

obligedd to pay tax on their personal income. Selecting these individuals/respondents in our 

dataa set,114 information given in response to five of our questions was used as an indication of 

theirr (non)compliance. In other words, given that a respondent is obliged to pay the personal 

incomee tax, the following responses are considered to be an indication of tax evasion: 

(1)) question C . l . = 2 {i.e. the response to the question: 'Does your employer (state or private) deduct your 

personall income tax from your monthly salary' is 'No'} 

Thiss is an indication of evasion because if those respondents whose personal income tax is 

supposedd to be deducted by their employers say that it is not, this means that they are working 

onn an unofficial basis. In case of an 'official' employment, the employer is obliged by law to 

deductt personal income tax from the monthly salary. Consequently, if it is not, the tax on 

personall income is evaded. Table 6.3 presents the frequency distribution of the outcomes. 

Accordingg to this criterion, 16.6% (19%) show an indication of evading taxes. 

1133 Although the questionnaire contains a question about the payment of business profit tax, only large 
enterprisess and corporations are subject to this obligation according to Albanian law. Because the majority of 
businessess in Albania is small and the study unit of this survey is the household, most responses refer to the 
paymentt of small business income tax. 
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Tablee 6.3. The (corrected) deducted tax on personal income of the selected respondents 

Deductedd tax on personal income / Corrected. 
yes s 
no o 

nott applicable* 
don'tt know 

(*)) The 44 cases of this category were self-reported. 

Validd Cases 
8699 / 757 
667/555 5 
1444 /144 
44/44 44/44 
14/14 14/14 

Validd Percentages 
100 0 

76.88 / 73.3 
16.6/19.0 16.6/19.0 

5.1/5.8 5.1/5.8 
1.6/1.8 1.6/1.8 

(2)) questions C.2. - C.3. = 0 {i.e. the response to the question: 'Could you tell us your total personal 

incomee for the last month, BEFORE paying taxes on personal income (be these paid by you or your 

employer)) or on small business; house rent; electricity; water or any other household expenses? Note that 

yourr total personal income should consist of the incomes from all your personal sources of income during 

thee last month* is equal to the response to the question: 'Could you tell us your total personal income for the 

lastt month, AFTER paying taxes on personal income (be these paid by you or your employer) or on small 

business;; house rent; electricity; water or any other household expenses? Note that your total personal 

incomee should consist of the incomes from all your personal sources of income during the last month'} 

Thiss indicates non-compliance because if the reported gross and net incomes are equal, one 

potentiall explanation is the evasion of personal income tax. Table 6.4. presents a frequency 

distributionn of the difference.11512.3% of the respondents show this indication of tax evasion. 

Tablee 6.4. Distribution of the personal income difference of the selected respondents 

Grosss minus net personal income: 
grosss is larger than net income 
grosss is equal to net income 

grosss is smaller than net income 

Validd Cases 

829 9 
710 0 
102 2 
17 7 

Validd Percentages 

100 0 
85.6 6 
12.3 3 
2.1* * 

(*)) A reported gross income smaller than net income is possibly due to confusion or 
randomm error in the responses to the two questions 

(3)) question C.6. = a {i.e. the response to the question: 'Could you indicate, on average, your household's 

monthlyy expenses during the last month?' with respect to the payment of personal income tax is 'Zero'} 

Althoughh the question asks for the household's monthly expenses, we believe that this can be 

ann indication of personal income tax evasion due to the fact that the respondent is the main 

incomee earner of the household. The information obtained is described in the table 6.5. Here 

wee have an indication of 13.9% of the individuals evading taxes. 

1144 The computer program used was SPSS. 
Forr the observed distribution of both incomes, see table 5.3. in chapter 5. 
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Tablee 6.5. Household monthly expenses on personal income tax, for the selected respondents 

Householdd monthly expenses on personal income tax: 
0 0 

500 -- 1,499 
1,500-2,999 9 
3,000-9,999 9 
10,0000 or more 

Validd Cases 
689 9 
96 6 
279 9 
175 5 
115 5 
24 4 

Validd Percentages 
100 0 
13.9 9 
40.5 5 
25.4 4 
16.7 7 
3.5 5 

(4)) question D.2.2. = 0 {i.e. the response to the question: 'Would you mind telling us which of the following 

monetaryy obligation do you and your household pay?' with respect to the payment of personal income tax 

(bee this paid by the respondents themselves or by their employers) is 'Not paid'} 

Iff the selected respondents report that they do not pay their personal income tax, this is 

anotherr indication of personal income tax evasion. Table 6.6 presents the results. 31.4% of the 

respondentss evade paying their personal income tax. 

Tablee 6.6. Payment of personal income tax, for the selected respondents 

Personall income tax fvou or vour employer): 
no o 
yes s 

Validd Cases 
884 4 
278 8 
606 6 

Validd Percentages 
100 0 
31.4 4 
68.6 6 

(5)) question D.3.4. = 1 {i.e. the response to the question: 'Please indicate who pays your tax on personal 

incomee or your tax on small business?' is 'Nobody'} 

Whenn the payment of personal income tax is expected and the answer is that nobody pays it, 

thiss indicates evasion of the personal income tax. Table 6.7 displays the characteristics of 

thesee answers. Here the indication is that 11.5% evade. 

Tablee 6.7. Who pays the personal income tax of the selected respondents 

Whoo Days the personal income tax: 
completelyy my private or state employer 

partlyy myself (my private or state employer pays the rest) 
completelyy myself 

nobody y 
nott applicable 

Validd Cases 
860 0 
291 1 
155 5 
221 1 
99 9 
94 4 

Validd Percentages 
100 0 
33.8 8 
18.0 0 
25.7 7 
11.5 5 
10.9 9 

Wee have now discussed five indications of personal income tax evasion. The observed 

responsess indicating evasion varied from 11.5% to 31.4%. An important reason for this 
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discrepancyy is that respondents are reluctant to admit that they evade. Moreover, some 

respondentss might not know the answer to some questions. As a consequence, it is not 

possiblee to obtain precise information about tax evasion in a questionnaire. One is forced to 

lookk for indications, like we have done here.116 We now adopt the simple, but intuitively 

sensiblee assumption that more indications of tax evasion make it more likely that a respondent 

iss evading taxes. Hence, we simply counted the number of times (out of five) that a 

respondentrespondent fulfilled the criteria listed above. 

Alll in all, a new variable called 'the extent of personal income tax evasion' was created, 

onn the basis of the five indications/questions discussed. For example, a respondent who 

evadedd taxes according to question C.l and C.2 - C.3, but not according to C.6, D.2.2 or 

D.3.44 was considered to have two indications of tax evasion. This variable is used to describe 

aa respondent's evasion behavior with respect to personal income tax. For the purpose of 

regressionn analysis, this variable was sometimes transformed into a binary variable, taking the 

valuee 0 if there was no indication of tax evasion at all, and the value 1 if there was at least one 

indicationn of personal income tax evasion. Table 6.8 summarizes the information obtained 

withh respect to our evasion variables: 

Tablee 6.8: The extent of personal income tax evasion 

Noo tax evasion at all 
Onee indication of evasion 

Twoo indications 
Threee indications 
Fourr indications 
Fivee indications 

Total Total 
Att least one indication 

Validd Cases 
544 4 
146 6 
76 6 
68 8 
43 3 
9 9 

886 886 
342 2 

Validd Percentages 
61.4 4 
16.5 5 
8.6 6 
7.7 7 
4.9 9 
1.0 0 
100 100 
38.6 6 

Theree are a few other questions whose information could be arguably considered as indication of the personal 
incomee tax evasion: (a) Question C.9 (see Appendix 5.1), whose answer, we believe, is a better indication of the 
perceivedd fairness of the tax system in Albania than of personal income tax evasion; and (b) Question D.l (see 
Appendixx 5.1). Although the information obtained by this question is often used as an indirect indication of the 
respondent'ss level of tax evasion, we argue that it is a better indication of the respondent's perception of other 
people'ss level of tax evasion. See table 6.2 for the observed distribution of responses to these two questions. 
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Tablee 6.8 shows that 38.6% of the selected respondents have at least one indication of 

personall income tax evasion. Only 9 individuals (1%) evade this tax based on all five 

indications,, however. 

•• Evasion of small business income tax 

Accordingg to the Albanian law, individuals who are self-employed in their own small 

businesss are obliged to pay the tax on their small business income. To study the extent of 

evasionn of this tax, we proceed in the same way as above. Selecting the 

individuals/respondentss who work in their own business, information given to five questions 

off the questionnaire was used as an indication of their (non)compliance. Indications of the 

evasionn of the tax on small business income are: 

(1)) quest ions C.2. - C.3 . = 0 {i.e. the response to the question: 'Could you tell us your total personal 

incomee for the last month, BEFORE paying taxes on personal income (be these paid by you or your 

employer)) or on small business; house rent; electricity; water or any other household expenses? Note that 

yourr total personal income should consist of the incomes from all your personal sources of income during 

thee last month' is equal to the answer to the question: 'Could you tell us your total personal income for the 

lastt month, AFTER paying taxes on personal income (be these paid by you or your employer) or on small 

business;; house rent; electricity; water or any other household expenses? Note that your total personal 

incomee should consist of the incomes from all your personal sources of income during the last month'} 

Thiss indicates non-compliance because if the reported gross and net incomes are equal, one 

potentiall explanation is the evasion of small business income tax. Table 6.9 shows the 

distribution.. According to this criterion, 9.7% of the respondents evade their small business 

incomee tax. 

Tablee 6.9: Distribution of the small business income difference of the selected respondents 

Grosss minus net personal income: 
grosss is larger than net income 
grosss is equal to net income 

grosss is smaller than net income 

Validd Cases 

269 9 
230 0 
26 6 
13 3 

Validd Percentages 

100 0 
85.5 5 
9.7 7 

4.8* * 

(*)) A reported gross income smaller than net income is possibly due to confusion or 
randomm error in the responses to the two questions 
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(2)) question C.6. = a {i.e. the response to the question: 'Could you indicate, on average, your household's 

monthlyy expenses during the last month?* with respect to the payment of small business income tax is 

'Zero'} } 

Ass with 'the extent of personal income tax', we believe that this provides an indication of tax 

evasionn by the respondent. Table 6.10 below shows the results. According to this measure, 

22%% evade. 

Tablee 6.10: Household monthly expenses on small business income tax, for the selected 

respondents s 

Householdd monthlv expenses on small business income tax: 
0 0 

600-1,599 9 
1,600-3,599 9 
3,600-8,499 9 
8,5000 or more 

Valid d 
Cases s 
214 4 
47 7 
35 5 
33 3 
43 3 
56 6 

Valid d 
Percentages s 

100 0 
22.0 0 
16.4 4 
15.4 4 
20.1 1 
26.2 2 

(3)) question D.2.4. = 0 {i.e. the response to the question: 'Would you mind telling us which of the following 

monetaryy obligation do you and your household pay?' with respect to the payment of small business income 

taxx is 'Not paid'} 

Iff the selected respondents report that they do not pay their small business income tax, this is 

anotherr indication of business income tax evasion. Table 6.11 presents the frequency 

distributionn of the results. Here, we estimate that 47.3% of the respondents evade. 

Tablee 6.11: Payment of small business income tax, for the selected respondents 

Smalll business income tax: 
no o 
yes s 

Validd Cases 
300 0 
142 2 
158 8 

Validd Percentages 
100 0 
47.3 3 
52.7 7 

(4)) question D.3.4. = 1 {i.e. the response to the question: 'Please indicate who pays your tax on personal 

incomee or your tax on small business?' is 'Nobody'} 

Whenn the payment of small business income tax is expected and the answer is that nobody 

payss it, this indicates evasion. Table 6.12 displays the distribution of the answers. 17.5% 

evadee according to this criterion. 
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Tablee 6.12: Who pays the small business income tax of the selected respondents 

Whoo pays the small business income tax: 
completelyy my private or state employer 

partlyy myself (my private or state employer pays the rest) 
completelyy myself 

nobody y 
nott applicable 

Validd Cases 
291 1 
20 0 
9 9 

172 2 
51 1 
39 9 

Validd Percentages 
100 0 
6.9 9 
3.1 1 

59.1 1 
17.5 5 
13.4 4 

(5)) question D.4.4. = 1 {i.e. the response to the question: 'If you or other household members run a 

business,, where other people are employed as well, could you tell us who pays the tax on personal income 

off these people?' is 'Nobody'} 

Thee information obtained from this question shows the extent to which small businesses fail 

(aree not willing) to deduct the personal income tax from their employees' salaries. This is 

anotherr (albeit indirect) indication of the small business income tax evasion. Table 6.13 gives 

ann overview. 17.6% of the respondents indicate that no one pays income tax on their 

employees'' salaries. This may indicate that these businesses are unregistered or employ 

unregisteredd labor, hence they will evade small business income tax as well. 

Tablee 6.13: Who pays the personal income tax of the employees of the selected respondents 

Whoo pavs the personal income tax of employees: 
completelyy the employees 

partlyy myself (employees pay the rest) 
completelyy myself 

nobody y 
nott applicable 

Validd Cases 
262 2 

6 6 
8 8 
76 6 
46 6 
126 6 

Validd Percentages 
100 0 
2.3 3 
3.1 1 

29.0 0 
17.6 6 
48.1 1 

Ass with the personal income tax, the five indications of evasion117 (varying between 9.7% and 

47.3%)) were used to create a new variable, called 'the extent of small business income tax 

evasion'.. Again, both a categorical and binary form were used for the regression analysis. 

Tablee 6.14 presents the frequency distribution of the outcomes: 

1177 Another question -Question D.6 (see Appendix 5.1)- could be arguably considered as an indication of the 
smalll business income tax evasion. The answers to this question show the extent to which businesses fail (are not 
willing)) to deduct part of the social and health insurance from their employees' salaries and pay the rest 
themselves.. We show in section 6.2. that these answers are almost the same as the ones provided from question 
D.4.. (see table 6.1). Consequently, question D.4. was considered to be sufficient. 
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Tablee 6.14: The extent of small business income tax evasion 

Noo tax evasion at all 
Onee indication of evasion 

Twoo indications 
Threee indications 
Fourr indications 
Fivee indications 

Total Total 
Att least one indication 

Validd Cases 

131 1 
82 2 
46 6 
30 0 
12 2 
0 0 

301 301 
170 0 

Validd Percentages 

43.5 5 
27.2 2 
15.3 3 
10.0 0 
4.0 0 
0 0 

100 100 
56.5 5 

Tablee 6.14 shows that 56.5% of the selected respondents have at least one indication of small 

businesss income tax evasion. However, no individual seems to evade this tax based on the all 

fivee indications. 

•• Evasion of social and health insurance tax 

Accordingg to Albanian law, all individuals who work (including the self-employed) are 

obligedd to pay either part or all of their social and health insurance tax. Selecting these 

individuals/respondentss in our data set, information given to four questions of the 

questionnairee was used as an indication of their evasion: 

(1)) questions C.2. - C .3 . = 0 {i.e. the response to the question: 'Could you tell us your total personal 

incomee for the last month, BEFORE paying taxes on personal income (be these paid by you or your 

employer)) or on small business; house rent; electricity; water or any other household expenses? Note that 

yourr total personal income should consist of the incomes from all your personal sources of income during 

thee last month' is equal to the response to the question: 'Could you tell us your total personal income for the 

lastt month, AFTER paying taxes on personal income (be these paid by you or your employer) or on small 

business;; house rent; electricity; water or any other household expenses? Note that your total personal 

incomee should consist of the incomes from all your personal sources of income during the last month'} 

Iff the difference between the reported gross and net income is zero, this is an indication that 

thee social and health insurance tax is evaded. Table 6.15 provides some descriptive statistics. 

Wee find an indication that 12% of the respondents evade their social and health insurance tax. 
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Tablee 6.15: Characteristics of the social and health insurance tax 

Grosss minus net personal income: 
grosss is larger than net income 

grosss is equal to net income 
grosss is smaller than net income 

Validd Cases 

1,040 0 
888 8 
125 5 
27 7 

Validd Percentages 

100 0 
85.4 4 
12.0 0 
2.6* * 

(*)) A reported gross income smaller than net income is possibly due to confusion or 
randomm error in the responses to the two questions 

(2)) question C.6. = a {i.e. the response to the question: 'Could you indicate, on average, your household's 

monthlyy expenses during the last month?' with respect to the payment of social and health insurance is 

'Zero'} } 

Iff the selected respondents report that they do not spend any money on social and health 

insurancee tax, this indicates its evasion (10.8% of the valid cases). 

Thee answers to this question are presented below in table 6.16. 

Tablee 6.16: Household monthly expenses on social and health insurance tax, for the selected 

respondents s 

Householdd monthly expenses on social & 
healthh insurance tax: 

0 0 
5000 - 2,499 

2,5000 - 4,499 
4,500-11,999 9 
12,0000 or more 

Validd Cases 

931 1 
101 1 
513 3 
244 4 
61 1 
12 2 

Validd Percentages 

100 0 
10.8 8 
55.1 1 
26.2 2 
6.6 6 
1.3 3 

(3)) question D.2 .5 . = 0 {i.e. the response to the question: 'Would you mind telling us which of the following 

monetaryy obligation do you and your household pay?' with respect to the payment of social and health 

insurancee is 'Not paid'} 

Iff the selected respondents report that they do not pay their social and health insurance tax, 

thiss indicates evasion of this tax. Table 6.17 displays the descriptive statistics and indicates 

thatt 21.7% evade. 
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Tablee 6.17: Payment of social and health insurance tax by the selected respondents 

Sociall and health insurance tax: 
no o 
yes s 

Validd Cases 
1,122 2 
243 3 
879 9 

Validd Percentages 
100 0 
21.7 7 
78.3 3 

(4)) question D.5.4. = 1 {i.e. the response to the question: 'Please indicate who pays your social and health 

insurancee tax?' is 'Nobody'} 

Thiss is another indication of social and health insurance tax evasion. The outcomes are 

presentedd in table 6.18 below. Here, 12.8% evade. 

Tablee 6.18: Who pays the social and health insurance tax of the selected respondents 

Whoo pavs the social and health insurance tax: 
completelyy my private or state employer 

partlyy myself (my private or state employer pays the rest) 
completelyy myself 

nobody y 
nott applicable 

Validd Cases 
1,090 0 
302 2 
199 9 
346 6 
139 9 
104 4 

Validd Percentages 
100 0 
27.7 7 
18.3 3 
31.7 7 
12.8 8 
9.5 5 

Inn conclusion, a third new variable, called 'the extent of social and health insurance evasion 

tax',, was created, in the same categorical and binary form as above. Table 6.19 provides the 

frequencyy distribution of the results. 

Tablee 6.19: The extent of social and health insurance evasion tax 

Noo tax evasion at all 
Onee indication of evasion 

Twoo indications 
Threee indications 
Fourr indications 
Fivee indications 

Total Total 
Att least one indication 

Validd Cases 
780 0 
169 9 
105 5 
55 5 
0 0 
16 6 

1125 1125 
345 5 

Validd Percentages 
69.3 3 
15.0 0 
9.3 3 
4.9 9 
0 0 
1.4 4 
100 100 
30.7 7 

Tablee 6.19 indicates that 30.7% of the selected respondents have at least one indication of the 

evasionn of social and health insurance tax. Only 16 individuals (1.4%) evade insurance tax 

basedd on all five indications, however. 
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Too sum up, three variables were created for the purpose of this study: the extent of personal 

incomee tax evasion, the extent of small business income tax evasion and the extent of social 

andd health insurance tax evasion. According to these variables, individuals employed in their 

ownn business evade most, 56.5%. This was to be expected because evasion is easiest for this 

groupp given that they have to self-declare their income. Considering the circumstances -

deductionn of taxes by the employer- the extents of personal income tax evasion and social and 

healthh insurance tax evasion are high, 38.6% and 30.7% respectively. These figures might be 

explainedd by the existence of unregistered businesses (which consequently do not employ 

officiall labor) or registered businesses, which employ individuals without labor contract in 

orderr to avoid paying the relevant taxes. This implies that these unofficially employed 

individualss (respondents) do not pay any tax on personal income or social and health 

insurance. . 

Wee can use our data for a first comparison of evasion of different taxes across 

groups.1188 Consider the respondents who (should) pay both personal income tax and insurance 

taxx and those who (should) pay small business tax as well as insurance tax. For the former 

group,, paired samples t-tests show that the extent of insurance tax evasion (26.7%) is 

significantlyy lower than the extent of personal income tax evasion (38.5%) (t=8.33, p<0.01, 

N=824).. For the latter group, the extent of insurance tax evasion (44.4%) is significantly 

lowerr than the extent of small business income tax evasion (54.8%) (t=3.32, p<0.01, N=239). 

Comparingg individuals who are supposed to pay (only) personal income tax with those liable 

too (only) small business income tax, independent samples t-tests reveal that the respondents 

employedd in their own business evade more (54.2%) than the other respondents (38.5%). This 

resultt is significant at the 1% level (t=-4.39). 

Thesee results altogether indicate that the evasion is highest for small business income 

taxx and lowest for social and health insurance tax, with evasion of personal income tax in 

betweenn these two. 

6.4.. Attitudes towards tax evasion 

Thee questionnaire contains several statements aimed at estimating the respondents' attitudes 

towardss tax evasion. These statements cover various issues, which are expected to be 

1188 Note that some individuals are liable to more than one type of tax. 
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correlatedd with tax evasion. Table 6.20 presents the frequency distribution of the responses to 

eachh statement. 

Tablee 6.20: Attitudinal information of the main income earner regarding tax payments (in 

validd percentages) 

11 - The tax system in Albania is quite applicable to 
thee economic situation in the country 
22 -1 pay the taxes I am supposed to 
33 - Taxes are low in Albania 
44 - The Albanian government deserves to be 
supported d 
55 - The moral attitude of Albanians towards taxes is 
low w 
66 - Corruption in Albania is high 
7 - 11 (We) haven't paid taxes in the past, so I do not 
findd any reason for paying now 
8-11 would pay taxes if my income were higher 
99 - Our country is characterized by political stability 
100 - Anyone is allowed to evade taxes in order to 
maximizee his/her profit 
111 - I do not feel like paying taxes as long as the 
governmentt cannot be trusted 
122 - I would pay taxes if other people would pay 
taxess too 
13-- Audit rules on tax compliance are efficiently and 
equallyy enforced by the relevant state institutions 
144 - People should pay taxes because if they do, they 
willl benefit from them (e.g. better roads, more parks, 
moree schools, etc.) 
155 - Not paying social and health insurance today, 
wouldd cause serious financial problems for me in the 
futuree (e.g. no pension benefits) 
166 - The majority of people in Albania do not pay 
taxes s 
177 - The average income of the majority of 
Albanianss is low 
18-11 think everyone is morally obliged to pay taxes 
199 - The Albanian public is continuously informed 
aboutt tax legislation and any problems are quickly 
clarified d 

Strongly y 
agree e 
6.4 4 

53.8 8 
10.2 2 
30.9 9 

37.2 2 

67.0 0 
14.3 3 

60.4 4 
15.5 5 
22.2 2 

27.2 2 

42.4 4 

15.2 2 

68,6 6 

80.9 9 

37.6 6 

72.6 6 

73.5 5 
18.9 9 

MUdly y 
agree e 
26.1 1 

24.5 5 
14.3 3 
21.0 0 

22.8 8 

11.3 3 
15.2 2 

14.0 0 
18.3 3 
18.2 2 

19.0 0 

16.0 0 

15.2 2 

17.3 3 

10.9 9 

29.9 9 

13.4 4 

15.7 7 
24.3 3 

Neither, , 
nor r 
20.1 1 

10.7 7 
19.1 1 
18.2 2 

19.7 7 

13.3 3 
18.2 2 

6.8 8 
14.6 6 
14.2 2 

14.6 6 

10.1 1 

26.4 4 

8.0 0 

3.8 8 

20.6 6 

8.5 5 

6.0 0 
18.7 7 

MUdly y 
disagree e 

20.4 4 

6.0 0 
20.3 3 
7.9 9 

10.7 7 

4.2 2 
19.5 5 

8.7 7 
14.7 7 
14.8 8 

15.9 9 

11.2 2 

20.6 6 

2.7 7 

1.4 4 

7.8 8 

3.3 3 

2.3 3 
16.4 4 

Strongly y 
disagree e 

27.0 0 

5.0 0 
36.1 1 
22.0 0 

9.6 6 

4.1 1 
32.8 8 

10.1 1 
36.9 9 
30.6 6 

23.4 4 

20.3 3 

22.6 6 

3.4 4 

3.0 0 

4.0 0 

2.3 3 

2.6 6 
21.7 7 

Total l 
cases s 
1288 8 

1273 3 
1269 9 
1268 8 

1253 3 

1278 8 
1233 3 

1257 7 
1269 9 
1256 6 

1254 4 

1254 4 

1260 0 

1282 2 

1284 4 

1279 9 

1288 8 

1282 2 
1278 8 

(11 - 19) are obtained from the answers to 19 statements in question D.7: 'To what extent do you agree or 
disagreee with the following statements by different people?" 

Tablee 6.20. displays information on the attitudes of the main income earner of the household 

withh respect to tax payments. 53.8% of the respondents feel strongly that they pay the taxes 

theyy are supposed to pay. However, 60% agree that the moral attitude of Albanians towards 
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taxess is low, although 73.5% strongly agree that everyone is morally obliged to pay taxes. 

52.3%% seems to disagree that their past affects their tax attitude in the present. 42.4% strongly 

agreee that their tax payments are dependent on other people's payments. In addition, 67.5% of 

thee respondents agree that the majority of Albanians do not pay taxes. 68.6% strongly believe 

thatt the payment of taxes will benefit them in terms of public goods. Moreover, 80.9% are 

awaree of the financial problems that might occur in the future if they do not pay their social 

andd health insurance tax at the present. 

Next,, we will try to summarize the attitudes expressed in the responses to these statements in 

aa limited number of underlying factors. However, the three statements: 'I would pay taxes if 

myy income were higher', 'I do not feel like paying taxes as long as the government cannot be 

trusted',, and 'I would pay taxes if other people would pay taxes too' were not included in the 

analysiss due to their conditional character. In other words, it was unclear whether the obtained 

informationn was referring to the first or the second part of the statements. The remaining 16 

statementss were the subject of our factor analysis. This analysis aims to identify underlying 

factorss that explain the pattern of correlation within a set of observed variables. When this is 

achieved,, one or more groupings of correlated variables can be created, depending on the 

numberr of explanatory factors. This is called the data reduction procedure, which in other 

wordss identifies a small number of factors that explain most of the variance observed in a 

largerr number of existing variables (Nie et al., 1975). 

Thee extraction of initial factors was done via the principal-component analysis, which 

exploress the data-reduction possibilities by constructing a set of new variables on the basis of 

thee interrelations exhibited in the data. In this approach, the new variables are defined as exact 

mathematicall transformations of the original data. This yields a first set of factors, the 'initial 

factors'.. The initial factors are usually extracted in such a way that factors are independent 

fromm each other (i.e., factors are orthogonal). Finally, the data reduction process is finished 

withh a transformation of the initial factor into a final ('terminal') set of factors that maximize 

thee variance explained.'l9 

1199 The initial factors were transformed into terminal factors via the orthogonal rotation method VARIMAX, 
whichh is known to achieve simpler and theoretically more meaningful factor patterns. The orthogonal factors are 
uncorrelatedd and mathematically easy to handle. 
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Thee most important results of our factor analysis are displayed in the tables below. 

Tablee 6.21: Total variance explained of five selected factors 

Initiall Eigenvalue (>1) 

Factorr I 
Factorr II 
Factorr III 
Factorr IV 
Factorr V 

Totall variance explained 

Magnitude e 

3.104 4 
1.915 5 
1.490 0 
1.193 3 
1.005 5 

Percentagee of 
Variance e 

19.4 4 
12.0 0 
9.3 3 
7.5 5 
6.3 3 
54.4 4 

Tablee 6.21 and the Scree plot show that the factor analysis yielded 5 factors with 

eigenvalues1200 >1, which together explain 54.4% of the total variance. However, the first three 

factorss appear to explain most of the variance. 

Tablee 6.22: Component matrix of the five factors 

1.. Appropriate tax system for Albania 
2.. Payment of supposed taxes 
3.. Low taxes in Albania 
4.. Supported Albanian government 
5.. Low tax morality of Albanians 
6.. High corruption in Albania 
7.. Tax mentality 
9.. Political stability in Albania 
10.. Allowance to evade tax to max profit 
13.. Efficient audit rules 
14.. Payment: more public goods 
15.. Non-payment of insurance: financially serious 
16.. Majority of Albanians no tax 
17.. Average low income in Albania 
18.. Morally obliged to pay taxes 
19.. Albanians are continuously informed about taxes 
andd any problems are quickly clarified 

Factors s 

I I 
.644 4 
.252 2 
.551 1 
.693 3 

-.412 2 

.667 7 

.654 4 

-.400 0 

.599 9 

II I 
-.254 4 

-.324 4 

.695 5 

.252 2 

.468 8 

.746 6 

III I 

-.398 8 

.783 3 

.727 7 

.361 1 

IV V 

.268 8 

.239 9 

.727 7 

.487 7 

.554 4 

.370 0 

-.222 2 

V V 
.328 8 
.424 4 
.336 6 

-.243 3 
.271 1 
.815 5 

Note:Note: Numbers in the table represent the regression weights, or in other words, the regression coefficients of 
factorss to describe a given variable (statement). Low weights means poor description, therefore the displayed 
selectionn is made for loadings > .2 or < -.2. 
Recalll that statements 8, 11 and 12 were not included in the analysis. 

122 'Eigenvalue' is a special measure of the relative importance of a factor, or in other words, it is a measure of 
thee variance explained by a factor. In general, only factors with 'eigenvalue' >1 are considered to be significant. 
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Tablee 6.22 presents the correlation coefficients between the statements and the selected 

factors.. In other words, it shows how much of the variance of each statement is accounted for 

byy each factor. Loadings of variable 2 'Payment of supposed taxes' and variable 17 'Average 

loww income in Albania' are more or less equally distributed in more than one factor. This 

meanss they measure more than one theoretical dimension, therefore they were also dropped 

fromm the group analysis. After these changes, 13 statements121 were again subjected to factor 

analysis.. In this case, three factors explained most of the total variance. When selecting for 

onlyy three factors, the total variance explained and the final matrix appear as in table 6.23.122 

Tablee 6.23: Total variance explained by three selected factors 

Initiall Eigenvalue (>1) 
Factorr I 
Factorr II 
Factorr III 

Totall variance explained 

Magnitude e 
2.783 3 
1.570 0 
1.424 4 

Percentagee of Variance 
21.4 4 
12.1 1 
11.0 0 
44.4 4 

Ass expected, the total variance explained by only three factors is lower, to wit 44.4%. The 

firstt factor explains about half of this variance, while the other two explain the rest almost 

equally. . 

Tablee 6.24: Component matrix of the three orthogonal rotated factors 

1.. Appropriate tax system for Albania 
3.. Low taxes in Albania 
4.. Supported Albanian government 
6.. High corruption in Albania 
7.. Tax mentality 
9.. Political stability in Albania 
10.. Allowance to evade tax to max profit 
13.. Efficient audit rules 
14.. Payment: more public goods 
15.. Non-payment of insurance: financially serious 
16.. Majority of Albanians no tax 
18.. Morally obliged to pay taxes 
19.. Albanians are continuously informed about taxes 
andd any problems are quickly clarified 

Factors s 
I I 

.725 5 

.644 4 

.652 2 
-.417 7 

.697 7 

.571 1 

.599 9 

II I 

-.220 0 

.752 2 

.559 9 

.275 5 

.712 2 

III I 

.286 6 

.681 1 

.752 2 

.558 8 

Note:Note: The displayed selection is made for loadings > .2 or < -.2. 

Anotherr statement 'The moral attitude of Albanians towards taxes is low' was also dropped in order to keep 
thee analysis simple. 
1222 The correlation matrix among factors is not displayed because in an orthogonal solution, the correlation 
betweenn factors is arbitrarily determined to be zero. 
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Tablee 6.24 presents the correlation coefficients between the selected statements and the three 

mainn factors. The weighted loadings provide a clear distribution of statements across factors, 

withh one slightt exemption, namely statement 6 'High corruption in Albania'. 

Ass a result, our factor analysis reduced the 13 selected attitudinal variables in three main 

groupings.. By carefully considering the statements combined in the same factor, one can try 

too interpret the underlying common attitude. This exercise yields the following interpretation 

andd grouping: 

I.I. Attitudes about institutional setting & development 

1.. The tax system in Albania is quite applicable to the economic situation in the country 

2.. Taxes are low in Albania 

3.. The Albanian government deserves to be supported 

4.. Corruption in Albania is high 

5.. Our country is characterized by political stability 

6.. Audit rules on tax compliance are efficiently and equally enforced by the relevant state 

institutions s 

7.. The Albanian public is continuously informed about tax legislation and any problems are 

quicklyy clarified 

1111 Attitudes about tax morality 

1.. People should pay taxes because if they do, they will benefit from them (e.g. better roads, 

moree parks, more schools, etc.) 

2.. Not paying social and health insurance today, would cause serious financial problems for 

mee in the future (e.g. no pension benefits) 

3.. I think everyone is morally obliged to pay taxes 

HI.HI. Attitudes about tax mentality & experience 

1.. I (We) haven't paid taxes in the past, so I do not find any reason for paying now 

2.. Anyone is allowed to evade taxes in order to maximize his/her profit 

3.. The majority of people in Albania do not pay taxes 



1588 Chapters 

Whenn these main groupings were determined, factor analysis calculated factor scores for each 

individuall case in our sample (N=1340).123 There is one variable per respondent's score for 

eachh of the three factors (groupings). This variable summarizes the respondent's answers to 

thee statements in each factor. The meaning and intuition behind these scores will be further 

explainedd in section 6.5. 

Thee variables (statements) grouped in the three factors were subjected to reliability analysis. 

Thee model applied was Alpha (Cronbach), which provides a coefficient between 0 and 1, 

estimatingg the internal consistency among the variables in each group. A Cronbach's alpha 

coefficientt close to 1 means a high internal consistency. This coefficient for each group is 

shownn in table 6.25 below. 

Tablee 6.25: The internal consistency among the variables in each group 

I.. Attitudes about the institutional setting & 
development t 

II.. Attitudes about tax morality 
III.. Attitudes about tax mentality & experience 

Validd Cases 

1174 4 

1261 1 
1197 7 

No.. of 
Variables s 

7 7 

3 3 
3 3 

Alpha a 

.625 5 

.495 5 

.437 7 

Notee that the variables within the first group Attitudes about institutional setting and 

developmentdevelopment are more highly correlated than the variables in the other two groups. This was 

too be expected after observing relatively high weights of component I in table 6.24. 

6.5.. The relationship between tax evasion and other data characteristics 

Basedd on the main research questions as discussed in chapter 1, several hypotheses from the 

existingg literature can be derived. We do the following. These hypotheses will be tested for 

thee three types of tax evasion -'personal income', 'small business income' and 'insurance 

premium'-- separately.124 The analyses will be presented in three steps for each of them. First, 

thee relationship between the extent of tax evasion and personal characteristics (i.e., gender, 

age,, family status, etc.); household characteristics (i.e., family size, emigration of family 

Thee distribution of factor scores is characterized by a mean with value 0 and standard deviation of value 1. 
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members,, etc.); labor market characteristics (i.e., main occupation, sector employment, etc.); 

andd income will be explored. Second, the analysis will proceed with the relationship between 

thee extent of tax evasion and the attitudinal factors derived above. Last, the attitudinal factors 

themselvess will be analyzed with respect to some background characteristics. 

6.5.1.. The extent of tax evasion and background information 

Thee background information gathered from the questionnaire includes personal 

characteristics,, household characteristics, labor market characteristics, income and other 

characteristicss related to the informal sector. We will first present the existing hypotheses 

aboutt the influence of each of these characteristics on tax evasion. When no relationship is 

hypothesizedd in the literature, we will derive our own. Regression analyses to test these 

hypothesess will follow. These and other regression results will be extensively discussed in a 

separatee section, following the presentation of all our results. 

P-- Tax evasion and personal characteristics 

Thee main hypotheses about the influence of personal characteristics on the extent of tax 

evasionn are the following: 

PI)) Females evade less than males 

Giesee and Hoffman (1999) and Gèrxhani and Schram (2001) have confirmed this hypothesis 

usingg experimental methods, whereas Isachsen and Strom (1985) use econometric methods. 

P2)) Evasion decreases with age 

P3)) Married people evade more than singles 

Hypothesess 2 and 3 have been supported by Clotfelter (1983) using econometric methods. 

P4)) Evasion increases with the level of education 

Stulhoferr (1997) found support for this hypothesis using econometric analysis. 

Fromm now on, they will be referred to as PITE (personal income tax evasion); BITE (business income tax 
evasion)) and ITE (insurance tax evasion). 



1600 Chapter 6 

H-- Tax evasion and household characteristics 

Thee literature does not say much about this relationship. However, our field data contains 

informationn on household characteristics. Therefore we decided to test some hypothetical 

correlations: : 

HI)) Evasion increases with family size 

Wee believe that, on average, the larger the size of a household, more evasion will take place. 

Thiss is related to the financial problems characterizing a large family in an underdeveloped 

country. . 

H2)) Personal income tax evasion decreases, while business income tax evasion may either 

increasee or decrease with the number of family members living abroad 

Thee influence of emigration on tax evasion is debatable. On one hand, more family members 

emigratingg means a better financial situation for the household, therefore less economic 

reasonn to evade. On the other hand, a better financial situation may mean a higher investment 

inn small business activities, hence more opportunities for evasion. Hence, a negative 

correlationn is predicted for PITE, whereas BITE may either have a positive or a negative 

correlation. . 

L-- Tax evasion and labor market characteristics 

Thee main hypotheses about the influence of labor market characteristics on the extent of tax 

evasionn are the following: 

LI)) Smaller enterprises evade taxes more 

Franicevicc (1997) and Johnson et al. (1999) have derived this hypothesis theoretically. They 

arguee that because these enterprises are small, they are exposed to far less risk of being 

monitored.. Hence, they have greater opportunities to underreport their income. 

L2)) We believe that respondents, whose sector allows them to evade taxes, would do so. For 

example,, individuals who work in their own business or who do any other work without labor 

contractt (such as in the private sector, family business, and occasional and seasonal work) are 
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hypothesizedd to evade more. Conversely, individuals who work in the state sector or in the 

privatee sector (with labor contract) will evade less. Originally Hart (1971 and 1973) and later 

otherss have argued theoretically that self-employed people are the main source of evasion due 

too their freedom in reporting their different kinds of income. 

Generally,, the literature attributes the relationship between occupation and evasion to the 

sectorr where individuals work. We do not have any prediction about the effect of occupation. 

However,, we include the information on occupation in our analysis in order to see the effect 

remainingg after we control for the sector where individuals work. 

I-- Tax evasion and income 

Theree are two contradictory hypotheses on the influence of income on the extent of tax 

evasion: : 

11)) Franicevic (1997) and Isachsen and Strom (1985) have concluded, using econometric 

methods,, that tax evasion is negatively correlated with income, whereas 

12)) Giese and Hoffman (1999) have shown experimentally that tax evasion increases with 

income. . 

O-- Tax evasion and other aspects of the informal sector 

Thee data obtained from the field survey contain information on other aspects of the informal 

sector,, mainly on the informal labor market. The following hypothesis will be tested in 

relationn to tax evasion. 

Ol)) Evasion increases with the level of internal migration 

Andersonn (1998) argues that in many countries, the growth of the informal sector is 

associatedd with migration from small towns to big cities but especially from rural areas to 

urbann centers. New migrants arrive without jobs, providing a large pool of labor for informal 

'employment'.. Because informal employment opens the possibility of evasion, migration is 

hypothesizedd to enhance evasion. 
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Regressionn analysis 

Inn order to test these hypotheses, we ran regressions. The choice variables we want to explain 

are:: the extent of personal income tax evasion, the extent of small business income tax 

evasionn and the extent of insurance tax evasion. Denote these variables by PITE, BITE and 

ITE,ITE, respectively. We ran two regressions in order to get a better understanding of the data. 

Thee basic model of these regressions is: Extent of tax evasion = f (personal characteristics, 

householdd characteristics, labor market characteristics, income, other aspects of the informal 

sector).. These involve different dependent variables derived from PITE, BITE and ITE. 

Consideringg their ordinal nature (see tables 6.8, 6.14, 6.19), regression model A is an ordered 

probitt model with PITE, BITE and ITE as dependent variables. For model B, we transformed 

PITE,PITE, BITE and ITE, defining dummy variables PITE', BITE' and ITE'. PITE', BITE' and 

ITE'=0,ITE'=0, if PITE, BITE and ITE=0 and PITE', BITE' and ITE'-\, otherwise. In other words, 

PITE',PITE', BITE' and ITE' are equal to 1 if the respondents have at least one indication of the 

evasionn concerned. Model B is a logit regression with dependent variables PITE', BITE' and 

ITE'.ITE'. Note that model A attempts to explain the extent of evasion as measured by the number 

off indications (see section 6.3) whereas model B is meant to explain any indication of 

evasion. . 

Thee independent variables consist of a basic set used in all models of evasion and some 

additionall variables used to explain only some of the dependent variables. The basic set of 

independentt variables included the following: 

•• Gender is a dummy variable with value 0 for males and 1 for females 

Followingg hypothesis PI, we expect a negative coefficient for this variable. 

•• Age is the respondent's age divided by 100 

Followingg hypothesis P2, we expect a negative coefficient. 

•• Family Status is a dummy variable equal to 0 for single respondents and 1 for married 

respondents s 

Followingg hypothesis P3, we expect a positive coefficient. 

•• Education is introduced in the regressions by using the dummy variables. To avoid the 

dummyy trap the reference category Highdum (with value 1 if the respondents had a higher 

educationn and 0 otherwise) is not included in the regression. The categories of education 

variablee used in the regressions are: 
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(a)) NoEd is a dummy variable with value 1 if the respondents had no education and 0 

otherwise e 

(b)) LowEd is a dummy variable with value 1 if the respondents had attended the primary 

orr primary and secondary school and 0 otherwise 

(c)) GymEd is a dummy variable with value 1 if the respondents had attended the 

gymnasiumm (the high school) and 0 otherwise 

Followingg hypothesis P4 and taking into account that the highest level is the reference 

dummy,, we expect a negative coefficient of these variables, increasing from NoEd to GymEd. 

•• Family Size is the total number of household members (including the respondent) 

Followingg hypothesis HI, we expect a positive coefficient. 

•• Emigration is the number of household members who live abroad and support their 

householdd financially 

Followingg hypothesis H2, we expect a negative coefficient for PITE, and either a positive or a 

negativee coefficient for BITE. In addition, the Emigration variable is one of the variables with 

aa high number of missing values (N=93, 25 and 111 for PITE, BITE and ITE respectively). 

Becausee the missing values may not be randomly distributed across our sample, the following 

additionall variable was created in order to control for potential group characteristics in these 

missingg values. 

•• Missing Emigration is a dummy variable with value 1 if the responses to the Emigration 

variablee are missing values and 0 otherwise 

•• Personal Gross Income is the personal monthly gross income of the respondent divided 

byy 10000. 

Followingg hypotheses II and 12, either a positive or a negative coefficient can be expected. 

•• Migration is measured by the following two variables: 

(a)) CentNcent is a dummy variable with value 1 if the respondents lived in other areas than 

thee center of Albania before 1991 and 0 if they lived in the center. 

(b)) RurUrb is a dummy variable with value 0 if the respondents lived in an urban area before 

19911 and 1 if they lived in a rural area. 

AA positive coefficient for both of these variables is expected on the basis of hypothesis 01 . 

Thee additional variables used to explain PITE and ITE only are the following: 
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•• Occupation variable is introduced in the regressions by using dummy variables while 

avoidingg the dummy trap. This variable was not included in the analysis of BITE because 

thee occupation of the respondents, liable to the small business income tax, is primarily 

SmallSmall Businessman. The reference category for both PITE and ITE is Worker, equal to 1 

forr those respondents who are workers and 0 otherwise. Occupation is another variable 

withh a high number of missing values. Therefore, the regression analysis includes a 

variablee to represent the missing values on occupation. The categories of occupation used 

inn the PITE and ITE regressions were:' 5 

(a)) Engin is a dummy variable equal to 1 for those respondents who are engineers and 0 

otherwise e 

(b)) Busines is a dummy variable equal to 1 for those respondents who are small 

businessmenn and 0 otherwise 

Becausee businessmen are not supposed to pay the personal income tax but they are 

obligedd to pay the social and health insurance tax, this variable was only included in the 

analysiss of ITE. In this case, a positive coefficient is expected according to hypothesis L2. 

(c)) Teacher is a dummy variable equal to 1 for those respondents who are teachers and 0 

otherwise e 

Followingg hypothesis L2, we expect a negative coefficient. This is because the majority of 

teacherss in Albania work in the state sector. 

(d)) Policm is a dummy variable equal to 1 for those respondents who are policemen and 0 

otherwise e 

Followingg hypothesis L2, we expect a negative coefficient. This is because the majority of 

policemenn in Albania work in the state sector. 

(e)) Econom is a dummy variable equal to 1 for those respondents who are economists and 

00 otherwise 

(f)) Doctor is a dummy variable equal to 1 for those respondents who are doctors and 0 

otherwise e 

(g)) Lawyer is a dummy variable equal to 1 for those respondents who are lawyers and 0 

otherwise e 

Wee only present a prediction if hypothesis L2 allows us to. 



(h)) Driver is a dummy variable equal to 1 for those respondents who are drivers and 0 

otherwise e 

(i)) Nurse is a dummy variable equal to 1 for those respondents who are nurses and 0 

otherwise e 

Followingg hypothesis L2, we expect a negative coefficient. This is because the majority of 

nursess in Albania work in the state sector, 

(j)) Artist is a dummy variable equal to 1 for those respondents who are artists and 0 

otherwise e 

(k)) Adminis is a dummy variable equal to 1 for those respondents who are administrators 

andd 0 otherwise 

Followingg hypothesis L2, we expect a negative coefficient. This is because the majority of 

administratorss in Albania work in the state sector. 

(1)) MissAd is a dummy variable with value 1 if the responses to the Administr variable are 

missingg values and 0 otherwise (N=60 and 71 for PITE and ITE respectively). 

•• The Working Sectors variable was not subject to the dummy trap due to the fact that 

multiplee responses were possible. This variable was not included in the analysis of BITE 

becausee all businessmen work in one sector: their own business. The Working Sectors 

variablee consisted of the following: 

(a)) State is a dummy variable with value 1 if the respondents work in the state sector and 

00 otherwise 

Followingg hypothesis L2, a negative coefficient is expected. 

(b)) PrivWith is a dummy variable with value I if the respondents work in the private 

sectorr (with labor contract) and 0 otherwise 

Followingg hypothesis L2, a negative coefficient is expected. 

(c)) PrivWo is a dummy variable with value 1 if the respondents work in the private sector 

(withoutt labor contract) and 0 otherwise 

Followingg hypothesis L2, a positive coefficient is expected. 

(d)) OwnBus is a dummy variable with value 1 if the respondents work in their own 

businesss and 0 otherwise. 

Becausee self-employed people are not obliged to pay the personal income tax but they are 

supposedd to pay the social and health insurance tax, this variable was only included in the 
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analysiss of ITE. In this case, a positive coefficient is expected on the basis of hypothesis 

L2. . 

(e)) FamBus is a dummy variable with value 1 if the respondents work in family business 

andd 0 otherwise 

Followingg hypothesis L2, a positive coefficient is expected. 

(f)) OccWor is a dummy variable with value 1 if the respondents work in occasional and 

seasonall jobs and 0 otherwise 

Followingg hypothesis L2, a positive coefficient is expected. 

(g)) OthWor is a dummy variable with value 1 if the respondents work in other types of 

jobss and 0 otherwise 

Finally,, the following additional variable is used to explain BITE and ITE only: 

-- Business Size is introduced in the regressions by using a dummy. 

(a)) More5p is a dummy variable equal to 1 when the number of other non-relative people 

workingg in the respondent's business is more than 5 and 0 otherwise 

Followingg hypothesis LI, a negative coefficient of this category is expected. 

Wee now turn to our results. First, we consider the models explaining the various types of tax 

evasion.. Recall that we have three regressions for each model. These explain the extent of 

personall income tax evasion by respondents who are liable to this tax (N=886); the extent of 

smalll business tax evasion by those liable to this tax (N=314); and the extent of social and 

healthh insurance tax evasion by respondents liable to this tax (N=l 128). 

Tablee 6.26 presents the regression results of these models.126 The results of the two models 

aree very similar and yield the following conclusions. These conclusions will be related to the 

hypothesess in section 6.6. 

1266 To check whether there is a bias due to the distinction of regions in our sample design, we added regional 
dummiess to the regressions. This does not affect the results reported in this chapter at all. 



Tablee 6.26: Regression results based on the background information 

Dependent t 
Independent t 
Constant t 
Gender r 
Age e 
Familyy Status 

Education n 
NoEd. . 
LowEd. . 
GymEd. . 

Familyy Size 
Emigration n 

Missingg Emigration 
Business s 
Size e 

Working g 
Sectors s 

Occupation n 

MoreSp p 

State e 
PrivWit t 
PrivWo o 
OwnBus s 
FamBus s 
OccWor r 
OthWor r 
Engin n 
Busines s 
Teacher r 
Policm m 
Econom m 
Doctor r 
Lawyer r 
Driver r 
Nurse e 
Artist t 
Adminis s 
MissAd d 

Personall Gross Income 
Migrationn ( 

F F 
^entNcen n 
lurUrb b 

Predic c 

(-) ) 
(-) ) 
(( + ) 

(-) ) 
(-) ) 
(( + ) 
(-)/(+) ) 

(-) ) 

(-) ) 
(-) ) 
(( + ) 
(( + ) 
(( + ) 

(( + ) 
(-)/(+) ) 
(-)/(+) ) 
(( + ) 

(-) ) 
(-) ) 
(-)/(+) ) 

(-)/(+) ) 
(-)/(+) ) 
(-)/(+) ) 

(-) ) 
(-)/(+) ) 

(-) ) 

(-)/(+) ) 
(( + ) 
(( + ) 

Modell A - Ordered Probit 
PITE PITE 

.044 (.75) 

.455 (.41) 

-.177 (.28) 

.300 (.12) 

.444 (.00)* 
-.044 (.24) 

-.144 (.08)** 

-.122 (.45) 

-1.22 (.00)* 
-.899 (.00)* 
.611 (.00)* 

-.711 (.00)* 
-.033 (.88) 

-.688 (.08)** 
-.711 (.00)* 

-.133 (.51) 
-.044 (.88) 

-.522 (.01)* 

-.466 (.06)** 

.155 (.42) 
-.133 (.55) 

-.388 (.04)* 
-.244 (.16) 

-.044 (.07)** 

.311 (.00)* 

.022 (.91) 

BITE BITE 

-.255 (.17) 
.844 (.31) 
.266 (.34) 

.599 (.01)* 

.38.38 (.01)* 
-.155 (.00)* 
-.011 (.87) 

-.366 (.21) 
-.744 (.14) 

-.099 (00)* 
.044 (.79) 

ITE ITE 

.044 (.75) 

.966 (.07)** 

.055 (.73) 

.533 (.00)* 

.333 (.01)* 
-.077 (.05)* 
-.099 (.17) 

.077 (.65) 
-.688 (.19) 

-1.44 (.00)* 
-.711 (.00)* 
.544 (.00)* 
.066 (.69) 

-.433 (.06)** 
.222 (.23) 
.222 (.55) 

-.666 (.01)* 
-.277 (.03)* 
-.200 (.33) 
-.199 (.46) 

-.566 (.02)* 

-1.33 (.00)* 

-.011 (.96) 
-.188 (.48) 

-.644 (.01)* 
-.088 (.62) 

-.11(00)* * 
.099 (.39) 

.366 (.08)** [.14 (.31) 

Modell B - Logit 
PITE' PITE' 

.966 (.21) 
-.144 (.54) 
.544 (.63) 
-.444 (.15) 

1.11 (.01)* 
.744 (.00)* 
-.022 (.79) 
-.177 (.23) 

-.144 (.64) 

-2.00 (.00)* 
-1.55 (.00)* 
1.11 (.00)* 

-1.33 (.01)* 
-.655 (.08)** 
-1.22 (.13) 

-1.44 (.00)* 

-.13(72) ) 
.044 (.93) 

-.911 (.03)* 

-.899 (.07)** 
-.399 (.61) 
.166 (.68) 
-.12(77) ) 

-5.11 (.46) 

-.655 (.06)** 
-.333 (.38) 

-.10(06)** * 

.822 (00)* 
-.255 (.36) 

BITE' BITE' 
1.44 (.18) 

-.555 (.10)** 
1.44 (.40) 
.500 (.33) 

.84(.09)** * 

.566 (.05)* 
-.211 (.04)* 
.366 (.10)** 

-.444 (.40) 

-1.33 (.17) 

-.755 (00)* 
.088 (.80) 

1.0(02)* * 

ITE' ITE' 
.622 (.40) 
.088 (.72) 
1.22 (.26) 
.12(71) ) 

.777 (.04)* 

.466 (.05)* 
-.077 (.27) 
-.133 (.34) 

.211 (.49) 
-1.44 (.18) 

-2.44 (.00)* 
-1.33 (.00)* 
.955 (.00)* 
.066 (.85) 

-.833 (.05)* 
.13(73) ) 
.355 (.62) 

-1.33 (.01)* 
-.788 (.00)* 
-.511 (.22) 
-.411 (.41) 

-1.22 (.01)* 
-2.99 (.00)* 
-6.33 (.48) 
-.244 (.51) 
-.533 (.28) 
-1.88 (.12) 

-1.44 (.00)* 
-.288 (.43) 

-.955 (00)* 
.277 (.20) 

-.055 (.86) 
(*)) indicates statistical significance at the 5% level; (**) indicates statistical significance at the 10% level. 
Note:Note: Numbers represent the regression coefficient; p-values in parentheses. 

Thee Ordered probit regressions were run in the statistical program STATA, while the Logit regressions 
weree run in the SPSS. 
Thee NoEd variable was constant for all the selected cases, therefore it was removed from the analysis. 
Thee Lawyer and Artist variables did not have sufficient observations to be included in model A. 
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First,, the personal characteristics: 

-- the hypothesized gender effect only appears significantly in model B. Self employed 

femaless evade the small business income tax less than the self-employed males do (at the 

10%% significance level). 

-- Older people evade more, but this is only significant (model A, at the 10% level) in the 

casee of the extent of insurance tax evasion. 

-- Being single or married does not seem to influence the extent of tax evasion in a 

systematicc way. 

-- Low educated people evade more than highly educated people, hence higher education 

meanss less evasion. 

Second,, the household characteristics: 

-- Family size affects the extent of small business income tax evasion and insurance tax 

evasionn in both models. The results show that the larger the family, the less evasion 

occurs. . 

-- Emigration has negative and positive effects on the extent of tax evasion. More family 

memberss living abroad (who support the family financially) means less evasion of the 

personall income tax (at the 8% level), but more evasion of the small business income tax 

(att the 10% level). 

Third,, the labor market characteristics: 

-- The business size does not influence the extent of tax evasion significantly. 

-- Individuals employed in the state and private (with labor contract) sector as well as in the 

familyy business evade the personal income tax and insurance tax less. Also people who 

havee occasional seasonal work or any other work (e.g. humanitarian organizations) evade 

lesss but only the personal income tax. Individuals working in the private sector (without 

laborr contract) evade both taxes significantly more. 

-- The results shown with respect to the occupation variable are to be compared with the 

referencee group Workers. This means that Engineers, Economists, Doctors and 

Administratorss evade less than Workers. Business people evade the insurance tax more 

thann Workers do. Drivers appear to evade the personal income tax more than Workers do, 

butt insignificantly. 
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Fourth,, the income characteristics: 

Personall gross income is negatively correlated with the extent of tax evasion. Less 

incomee means higher evasion in the all three models. 

Fifth,, the other aspects of the informal sector: 

-- The two variables indicating migration affect the extent of personal and business income 

taxx evasion as expected. Individuals, who have migrated from other cities to the center of 

Albaniaa or from rural to urban areas, evade more. 

6.5.2.. Tax evasion and the respondents' attitudes 

Thee attitudinal information obtained from factor analysis consists of the Attitudes about 

institutionalinstitutional setting & development, Attitudes about tax morality and Attitudes about tax 

mentalitymentality & experience. We mentioned in section 6.4 that factor analysis calculated a score 

perr respondent for each of these factors. The intuition behind these scores for each of the 

attitudinall factors is as follows: 

•• when the score value increases, individuals have a pessimistic view about the institutional 

settingsetting & development. For example, they will disagree that 'The tax system in Albania is 

quitee applicable to the economic situation in the country' or agree that 'Corruption in 

Albaniaa is high'. There are two opposite effects possible on the extent of tax evasion: (1) 

positive,, which means that pessimism about institutions might make people evade more. 

Inn other words, these individuals will dare to evade more as long as the institutions to 

impedee such a thing happening, are not functioning in their opinion; and (2) negative, 

whichh means that optimism about institutions could also make people evade more. This 

groupp of people might be optimistic about institutions because they know how to use them 

too their own benefit (e.g., through bribing). This is where informal institutions may play 

ann important role. More discussion will follow in section 6.6. 

Somee hypotheses can be found in the literature about the relationship between the extent of 

taxx evasion and some of the statements separately, which were used to create the Attitudes 

aboutabout institutional setting & development variable. For example, Friedman et al. (1999:27) 

havee found that the positive relationship between the share of the unofficial economy and the 

ineffectivee institutions (including corruption) is strong and consistent. Schneider and Enste 
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(2000)) attribute higher tax evasion to a long-term decline of civic virtue and loyalty towards 

publicc institutions. Both imply a positive correlation between this factor and evasion. 

•• when the score value increases, individuals demonstrate a low tax morality (i.e., a high tax 

immorality).. For example, they will disagree that 'People should pay taxes because if they 

do,, they will benefit from them (e.g. better roads, more parks, more schools, etc.), or that 

'II think everyone is morally obliged to pay taxes'. This means that if a high tax 

immoralityy is reported, more evasion is expected. 

Freyy (1989) says that if public goods are inadequate, they provoke higher tax evasion. 

Schneiderr and Enste (2000) also attribute the higher tax evasion to the decline of tax morale. 

•• when the score value increases, individuals demonstrate a high level of tax mentality & 

experience.experience. For example, they will disagree that 'The majority of people in Albania do not 

payy taxes' or that 'I (We) haven't paid taxes in the past, so I do not find any reason for 

payingg now'. This is expected to be negatively correlated to tax evasion. 

Kesner-Skrebb (1997) claims that spreading tax evasion is to a large extent determined by the 

numberr of people that already evade. In addition, Feige (1997) says that the choice to comply 

orr not is often conditioned by the institutional structure that prevailed in the pre-transition 

period. . 

Regressionn analysis 

Inn order to test these hypotheses, we ran regressions. The choice variables we want to explain 

aree again: the extent of personal income tax evasion (PITE), the extent of small business 

incomee tax evasion (BITE) and the extent of insurance tax evasion (ITE). We used the same 

models:: the ordered probit model A and the logit model B (c.f. 6.5.1.). The basic model of 

thesee regressions is: Extent of tax evasion = f (attitudes about institutional setting & 

development,, attitudes about tax morality, attitudes about tax mentality & experience). 

Thee independent variables consisted of the three attitudinal factors: 

(a)) 'Inst&Dev' variable which is the score that measures the respondents' attitudes towards 

thee institutional setting & development of the country. 

(b)) 'Taxlmmor' variable which is the score that measures the respondents' attitudes towards 

theirr tax morality. 



FCeldrSurveyFCeldrSurvey Vatu^Analyivyc^nd/'Reiodty 171 

(c)) TaxMen&Exp' variable which is the score that measures the respondents' attitudes with 

respectt to their tax mentality & experience. 

(d)) 'MissI&D' is a dummy variable with value 1 if the responses to the 'Inst&Dev' variable 

aree missing values and 0 otherwise 

Alll three attitudinal factors had a relatively high number of missing values (N=132, 66 and 

1822 for P1TE, BITE and ITE, respectively), hence the last variable was created in order to 

controll for potential group characteristics represented in these missing values. Due to the fact 

thatt the missing values were equal among the three factors, the regression analysis used only 

onee dummy variable to represent the missing values on attitudinal questions. 

Tablee 6.27 presents the regression results. 

Tablee 6.27: Results on evasion and attitudinal information 

Depend d 
Independent t 
Constant t 
Inst&Dev v 
Taxlmmor r 
TaxMen&Exp p 
MissI&D D 

Predic c 

<-)/<+) ) 
(( + ) 
(-) ) 

Modell A - Ordered Probit 
P1TE P1TE 

.011 (.88) 

.222 (.00)* 
-.277 (.00)* 
.188 (.09)** 

BITE BITE 

-.199 (.01)* 
.111 (.14) 

-.200 (.01)* 
.022 (.91) 

ITE ITE 

-.011 (.80) 

.188 (.00)* 
-.200 (.00)* 
.122 (.21) 

Modell B - Lo 
P1TE' P1TE' 

-.555 (.00)* 
-.033 (.73) 

.355 (.00)* 
-.444 (.00)* 
.455 (.02)* 

BITE' BITE' 

.244 (.07)** 
-.366 (.01)* 
.088 (.57) 

-.344 (.02)* 
-.022 (.96) 

Bit t 
ITE' ITE' 

-.899 (.00)* 
-.044 (.62) 

.333 (.00)* 
-.288 (.00)* 
.300 (.08)** 

(*)) indicates statistical significance at the 5% level; (**) indicates statistical significance at the 10% level. 
Note:Note: Numbers represent the regression coefficient; p-values in parentheses. 

Thee Ordered Probit regression was run in the statistical program STATA, while the Logit regression was 
runn in SPSS. 

Thee results of the two models are quite similar with only one insignificant difference, as 

shownn below; 

Althoughh in the literature a negative effect is hypothesized (better institutions means less 

evasion),, the argument we presented above that there are two opposite effects finds 

support.. We observe that when business people report to be relatively more satisfied with 

thee institutional and development level of the country, they evade significantly more (at 

thee 1% level). As table 6.27 shows, the two effects appear to be more in balance for other 
127 7 

groups. . 

Thee slight difference between the two models involves the sign of the Attitudes about institutional setting &. 
developmentdevelopment coefficient with respect to PITE. However, this coefficient is very insignificant in both models. 



1722 Chapter 6 

-- The prediction about the tax immorality is supported, but it is not significant for the group 

off people liable to small business tax. Individuals with a high tax immorality, evade more. 

-- Tax mentality & experience has a very strong influence on the extent of all levels of tax 

evasion.. All groups with a low level of tax mentality and experience evade more (at the 

5%% level). 

-- Those individuals who did not respond to the attitudinal questions (i.e. missing values) 

appearr to evade more the personal income and insurance tax. Hence, non-response was 

nott random in these cases. 

6.5.3.. The respondents' attitudes and their background information 

Wee observed so far that the attitudinal factors have a significant impact on the extent of tax 

evasion.. In order to be able to see what drives individuals to have these attitudes, hence to 

(non)comply,, we ran a regression where the relationship between the attitudinal factors and 

somee of the background information was explored. The dependent variables we want to 

explainn are: the Attitudes about institutional setting & development, Attitudes about tax 

morality,morality, and Attitudes about tax mentality & experience. Considering neither the binary nor 

thee ordinal nature of these dependent variables, we ran only a linear regression model, which 

is:: Attitudinal factors = f (background information). 

Thee independent variables were: Gender, Age, Family status, Education, Family size, 

Emigration,, Missing Emigration, Personal Gross Income and Migration (c.f. 6.5.1). In 

addition,, three dummies were included, distinguishing the liability to the three types of taxes. 

Thiss allows us to control for differences across the groups of individuals liable to these taxes. 

(a)) Personal is a dummy variable with value 1 for people who are liable to the personal 

incomee tax and 0 otherwise 

(b)) Business is a dummy variable with value 1 for people who are liable to the small 

businesss income tax and 0 otherwise 

(c)) Insurance is a dummy variable with value 1 for people who are liable to the social and 

healthh insurance tax and 0 otherwise 

Tablee 6.28 displays the regression results. 
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Tablee 6.28: Regression results explaining the respondents' attitudes 

Dependent t 
Independent t 
Constant t 
Gender r 
Age e 
Familyy Status 

Education n 
NoEd. . 
LowEd. . 
GymEd. . 

Familyy size 
Emigration n 
Missingg emigration 
Personall gross income 
Migration n CentNcent t 

RurUrb b 
Personal l 
Business s 
Insurance e 
(*)) indicates sta 
Note:Note: Numbers 

tisticall signiftcat 
representt the reg 

Modell OLS 
AttitudesAttitudes about institutional 

settingsetting & development 
.322 (.23) 
.266 (.00)* 
-.177 (.64) 
-.088 (.48) 
1.44 (.05)* 
-.111 (.41) 
.033 (.68) 
.055 (.02)* 
-.233 (.00)* 
-.044 (.74) 
.077 (.59) 
-.033 (.71) 

-.266 (.01)* 
-.055 (.76) 
.099 (.54) 

-.222 (.27) 
icee at the 5% level; (**) indie 
ressionn coefficient; p-values i 

AttitudesAttitudes about 
taxtax morality 

-.122 (.65) 
-.199 (.01)* 
-.188 (.62) 
.022 (.87) 
-.466 (.50) 
.533 (.00)* 
.277 (.00)* 
-.011 (.76) 
-.011 (.81) 
-.111 (.33) 
-.055 (.25) 

-.122 (.10)** 
.333 (.00)* 
.022 (.88) 
.08.08 (.60) 
-.155 (.44) 

itess statistical sigr 
nn parentheses. 

AttitudesAttitudes about 
taxtax mentality & experience 

.911 (.00)* 
.011 (.98) 
-.400 (.26) 
-.033 (.82) 
-.722 (.30) 
-.711 (.00)* 
-.411 (.00)* 
-.088 (.00)* 
.044 (.46) 
.111 (.31) 
.033 (.81) 

-.155 (.04)* 

.022 (.86) 
-.044 (.78) 
-.088 (.60) 
-.099 (.65) 

lificancee at the 10% level. 

Thee results reveal that: 

-- Females have a more negative opinion about institutions and a lower tax immorality than 

males. . 

-- Individuals with no education have a higher negative opinion about institutions than 

individualss with a higher education. In addition, the former have a higher tax immorality 

andd a low level of tax mentality & experience. 

-- Respondents from large households have a more negative opinion about institutions than 

respondentss from small households. The former also have a low level of tax mentality & 

experience. . 

-- Respondents from families with more members living abroad (and supporting them 

financially)) have a positive opinion about institutions. 

-- Individuals who have migrated from other regions to the center of Albania have a 

relativelyy low tax immorality (significant at the 10% level). However, they have a low 

levell of tax mentality & experience. 
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-- Individuals from the urban area have a better opinion about institutions than the ones from 

thee rural area. However, the urban people have a higher tax immorality. 

-- The group dummies do not appear to be significant, which is an indication that differences 

inn attitudes are not to be attributed to differences across the groups. See section 6.6 for 

furtherr analysis. 

Thee implications of the results obtained in this section will be discussed in the following 

section. . 

6.6.. A discussion of the results 

Inn order to study the extent of tax evasion in depth, the analysis of our sample was undertaken 

inn three steps. First, we investigated how personal background variables affect the decision of 

thee main income earner of the household in Tirana to evade taxes on personal income, small 

businesss income or social and health insurance. Referring back to the hypotheses -mainly 

fromm the literature- described in section 6.5 of this chapter, we conclude the following: 

PI)) Females evade less than males 

Ourr results provide some support for this hypothesis, which however was significant only in 

onee case at the 10% level. 

P2)) Evasion decreases with age 

Ourr analyses show the contrary: older people evade more. However, this result is generally 

insignificantt with the exception of the extent of health and social insurance tax evasion. This 

resultt may be related to the existence of a small group of older people who are pensioners but 

whoo also work. This group of people is not obliged to pay the health and social insurance tax 

duee to their pension status, but they are obliged to pay it due to their additional job. They 

hardlyy pay any taxes at all. This is possible because they either work in family business or in 

thee private sector, without labor contract in both. We ran the regression again when 

controllingg for this group of people. As a result, age turned out to be insignificant in affecting 

thee extent of insurance tax evasion. 

Notee that the demarcation between these groups is not absolute. 
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P3)) Married people evade more than singles 

Ourr results show that this is generally the case, but these results are insignificant. 

P4)) Evasion increases with the level of education 

Wee strongly observe the contrary: more educated people evade less. This may be explained 

byy the persistence of the pre-transition norms. The respect of rules and the importance of own 

reputationn were more of a concern among the highly educated people. 

Hi)) Evasion increases with family size 

Wee hypothesized that larger families would evade more due to their financial problems. We 

doo not observe this. 

H2)) Personal income tax evasion decreases, while business income tax evasion may either 

increasee or decrease with the number of family members living abroad 

Wee indeed observe that households with more members living abroad, who support them 

financially,, evade the personal income tax less. However, they evade the small business 

incomee tax more. This is an indication that the second effect discussed in hypothesis H2 

(moree opportunities for business tax evasion) may be quite strong. 

LI)) Smaller enterprises evade taxes more 

Wee do find that smaller businesses -defined by the number of other non-family related 

workers-- evade more, but this result is insignificant. 

L2)) Individuals who work in their own business or who do any other work without labor 

contractt (such as in the private sector, family business, and occasional and seasonal work) are 

hypothesizedd to evade more. Conversely, individuals who work in the state sector or in the 

privatee sector (with labor contract) will evade less. 

Ourr results show that individuals who work in the state and private sector (with labor 

contract)) evade significantly less, whereas only individuals who work in the private sector 

(withoutt contract) evade significantly more. The only way we could test whether self-

employedd evade more was by considering the extent of insurance tax evasion. Our result is 

supportivee but insignificant. However, the t-tests presented in section 6.3 of this chapter 

showedd that self-employed people do evade significantly more. In addition, we observe that 

engineers,, business people, economists, doctors and administrators evade significantly less 

thann workers. This means that workers demonstrate a high evasive behavior. This is an 

indicationn that the remaining effect of occupation is quite strong. 
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11)) Tax evasion is negatively correlated with income 

12)) Tax evasion increases with income 

Ourr results show that individuals with low monthly personal gross income evade significantly 

more.. Therefore, we support hypothesis II. 

01)) Evasion increases with the level of internal migration 

Bothh of our indications of migration support this hypothesis. 

Thee second step of our analyses was focused on the influence of the respondents' attitudes on 

thee extent of tax evasion. Factor analysis yielded three main explanatory variables, namely the 

AttitudesAttitudes about institutional setting & development, Attitudes about tax morality, and 

AttitudesAttitudes about tax mentality & experience. Due to the content of the attitudinal statements 

underlyingg them, we now consider the Attitudes about institutional setting & development 

variablee as a representation of attitudes towards formal institutions, whereas Attitudes about 

taxtax morality, and Attitudes about tax mentality & experience variables as representation of 

attitudess towards informal institutions. According to North (1997:4), formal institutions 

includee political (and judicial) rules, economic rules (i.e. property rights), and contracts. 

Informall institutions are extensions, elaborations and qualifications of rules that 'solve' 

innumerablee exchange problems not completely covered by formal rules and that in 

consequencee have tenacious survival ability. In simpler words, informal institutions consist of 

routines,, customs, traditions, social norms and culture. With this interpretation, our findings 

sayy that even when individuals are satisfied with formal institutions, they evade more than 

whenn they are less satisfied. This is strongly observed among the self-employed individuals. 

Inn addition, when respondents have a negative score on informal institutions, they evade 

more.. This is strongly observed among all groups of respondents. A conflict between the two 

typess of institutions in Albania is evident. The obvious consequence is the persistence of 

evasion.. 'When formal and informal institutions clash, non-compliant behaviors proliferate, 

formingg various underground economies' (Feige, 1997:22). He adds that formal institutions 

havee indeed changed radically in the transition economies, but informal institutions much less 

so.. This is to be expected because norms of behavior, conventions and self-imposed codes of 

conductt change very slowly according to North. He sees the major obstacle for Third World 

andd transition economies in the fact that the belief system that has evolved as a result of the 
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cumulativee past experiences of the society has not equipped its members to confront and solve 

thee problems, hence stressing again the important issue of path dependence. 

Alll in all, the hypotheses mentioned in section 6.5.2. discuss the relationship between 

thee extent of tax evasion and the two types of institutions separately. To our understanding, 

thesee two cannot but be seen together. When formal and informal institutions are consistent 

andd compatible, the outcomes will affect the economic performance. When they clash, non-

compliantt attitudes will dominate, leading to negative outcomes for the economy.129 

Thee last aspect of this analysis attempts to explain the respondents' attitudes towards formal 

andd informal institutions using the information about the respondents' personal background. 

Ann important result is that the way in which the background information explains the 

individuals'' attitudes is similar for all the three groups (i.e., people who are obliged to pay the 

personall income tax, people who are obliged to pay the small business income tax, and people 

whoo are obliged to pay the social and health insurance tax). Therefore, the observed effect on 

businesss tax evasion of the attitude of self-employed people towards formal institutions is not 

attributablee to personal background variables. One potential explanation could be the 

prevalencee of the negative score with respect to informal institutions (related to formal 

institutions)) among business people. This will give them incentives to go along with formal 

institutions,, for example, through bribery and corruption. Apparently, our result with respect 

too formal institutions also measures the 'informal use' of these institutions. Formal rules are 

onlyy a subset of the constraints that govern choices and human interactions, while informal 

constraintss and conventions are so pervasive that one is often misled into understanding their 

rolee and importance (Nelson et al., 1997). 

Thee other results show: 

-- Gender affects the attitudes: males think positively of formal institutions, but they are 

characterizedd by negative scores with respect to informal institutions. This clash between 

thee two types of institutions is expected to yield more evasion by males. Referring back to 

thee regression results presented in section 6.5.1 of this chapter, this is indeed what we 

observe. . 

Notee that the negative outcomes are predicted in case of non-compliant behavior towards the 'good' policies. 
Thee circumvention of 'bad' rules instead, "those that prohibit voluntary exchanges -in the absence of negative 
thirdd party effects- may actually have positive economic consequences". For more comments see Feiee 
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-- Highly educated people think more positively of formal institutions than non-educated 

people;; in addition, highly educated people are characterized by positive scores towards 

informall institutions compared to the low educated ones. The two institutions are 

compatiblee in a positive sense, therefore, highly educated people are expected to evade 

less.. Our previous results (c.f. 6.5.1) support this prediction strongly. 

-- Large families think negatively of formal institutions and are characterized by negative 

scoress with respect to informal institutions as well. The two institutions are compatible in 

aa negative sense, hence more evasion is expected from the respondents of big households. 

Ourr results show the contrary. 

-- Emigration affects the individuals' attitudes towards formal institutions positively. Our 

theoryy based on the compatibility of the two institutions cannot be applied in this case. 

-- Urban people think positively of formal institutions, whereas both, the autochthonous and 

thee migrated individuals are characterized by negative scores with respect to informal 

institutions.. The clash is obvious only in the case of urban people, who would 

consequentlyy be expected to evade more. We observe the contrary in our previous results. 

Alll in all, Gender, Education, Family size, Emigration, and Migration affect the individuals' 

attitudess towards formal and informal institutions, which in turn affect the extent of 

(non)compliance. . 

6.7.. Conclusion 

Thiss chapter analyzes the data collected in the field survey run in Tirana, described in the 

previouss chapter. The core was the study of the extent of three types of evasion: personal 

incomee tax evasion, small business income tax evasion, and social and health insurance tax 

evasion.. To start with, our analyses show that in general, the extent of insurance tax evasion is 

lowerr than the extent of personal income and small business income tax evasion. Moreover, 

respondentss employed in their own business evade more than other working respondents do. 

1300 Although it is considered econometrically incorrect, we ran the same regression models A and B, where the 
attitudinall factors (c.f. 6.5.2) were added to the background, labor and income information (c.f. 6.5.2) in order to 
explainn the extent of tax evasion simultaneously. The results had no major changes. 
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AA substantial part of this chapter was focused on testing hypotheses with respect to the 

determiningg factors of tax evasion. Empirical evidence was found that gender, education, 

migration,, emigration and family size influence the respondents' attitudes towards formal and 

informall institutions, and consequently their decision to (non)comply with taxes. In addition, 

age,, sector employment, occupation and income have direct affect on the non-compliant 

behaviorr of individuals towards taxes. 

Finally,, when the institutional component was included in the analyses, we found very 

interestingg results. Whenever the formal and informal institutions were in conflict, we 

observedd tax evasion. When the two were studied separately, the results were unclear and 

confusing.. The conclusion is that the study of any economic phenomena -especially informal 

sector-- should regard the two types of institutions together for a better understanding of these 

phenomena.. Unfortunately, there is not much done so far in this respect. 

Thee information obtained with respect to tax evasion was proved to be reliable. 




