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This study examines the role of institutional environment quality (IEQ) in the relationship between national
culture (NC) and tax evasion (TE). Prior research examined the direct impact of culture on tax evasion but did not
examine potential mechanisms that may influence this relationship. Using structural equation modeling and
examining data for the European Union (EU) countries over the 2004-2018 period, we find that countries that
exhibit high levels of power distance, uncertainty avoidance, collectivism, and restraint are associated with
higher levels of tax evasion. The results indicate that IEQ has a mediating effect on the NC-TE nexus, suggesting
that policymakers should aim at improving the quality of national institutions to diminish the undesirable in-
fluence of culture on tax evasion levels. More specifically, we find that the rule of law, regulatory quality, and
government effectiveness are the IEQ indicators that fully mediate the NC-TE relationship. Moreover, splitting
the sample into older and newer EU countries shows a partial mediation effect in older EU countries and a full
mediation effect in newer EU countries. Enhancing IEQ can play a more prominent role in newer EU countries to
reduce the detrimental impact of cultural values on tax evasion.

1. Introduction “policymakers should consider the possible role that national culture

plays in minimizing the effectiveness of tax evasion penalties” (Tsaku-

Globalization and the size of multinational businesses are probably
the main factors that ignited scholars’ interest in examining the link
between national culture and tax evasion. Tax evasion is a violation of
the taxation laws of a given country, resulting in the individual reporting
less taxable income and eventually paying less tax (Hutchinson, 2019).!
Culture is commonly seen as “the collective programming of the mind
which distinguishes the members of one human group from another”
(Hofstede, 1980, p. 25).% In a multinational business environment, it is
common for accounting and tax work to be outsourced from other
countries with lower tax compliance, potentially affecting the quality of
the tax returns (Tsakumis et al., 2007). Empirical results of a prominent
association between culture and tax evasion levels suggested that

* Corresponding author.

mis et al., 2007, p. 133).

Several studies examined the ‘direct” impact of culture on tax evasion
(Alm & Torgler, 2006; Bame-Aldred et al., 2013; Ermasova et al., 2021;
Hien, 2021; Hutchinson, 2019; Kountouris & Remoundou, 2013;
Richardson, 2008; Torgler, 2003; Tsakumis et al., 2007). For example,
using Hofstede’s (1980) cultural dimensions framework, Tsakumis et al.
(2007) report high levels of tax evasion in countries with higher levels of
uncertainty avoidance and power distance and lower levels of individ-
ualism and masculinity. Richardson (2008) concurs with Tsakumis
et al.’s (2007) results concerning uncertainty avoidance and individu-
alism, but not power distance or masculinity. These studies examined
the direct impact of national culture on tax evasion, but none considered
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! The concept of tax evasion should not be confused with close but different terms such as tax avoidance and tax morale. Whereas tax evasion is a violation of the
law, tax avoidance reflects the legal methods used to reduce tax liabilities and tax morale reflects the willingness to pay taxes.

2 Culture is commonly proxied using Hofstede’s cultural dimensions framework which is made of six dimensions: uncertainty avoidance, individualism/collec-
tivism, masculinity/femininity, power distance, long/short term orientation, and indulgence/restraint. It is considered the most adopted model in academic research

(Taras et al., 2009).
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the mechanisms through which this impact is channeled. As Hofstede
(2003) advocates that cultural values are unlikely to change over short
periods, it is essential to explore the factors that can be effectively uti-
lized to mediate the impact of national culture on tax evasion.’

Therefore, this study aims at filling this gap by examining institu-
tional environment quality (IEQ) as a mechanism through which na-
tional culture influences tax evasion practices. IEQ can be defined as
“the traditions and institutions by which authority in a country is
exercised” (Kaufmann et al., 2011, p. 222) and is commonly measured
using the World Bank’s Worldwide Governance Indicators (WGIs)
(Daniel et al., 2012; Yamen et al., 2018).

On a country-level, IEQ has been found to have a direct impact on the
level of tax evasion (Yamen et al., 2018) and tax morale (Frey & Torgler,
2007). But is it a mechanism through which national culture influences
tax evasion? According to North (2005, p. 1), “[i]nstitutions are the
rules of the game in society; more formally, they are the humanly
devised constraints that shape human interaction. In consequence, they
structure incentives in exchange, whether political, social or economic.”
Therefore, our study proposes and empirically tests the role of IEQ as a
mediating factor in the relationship between national culture and tax
evasion. We argue that culture-induced variations in tax evasion levels
can be mediated through IEQ.

Utilizing Hofstede’s (2003) cultural dimensions framework, we
examine the direct and indirect relationships among national culture,
IEQ, and tax evasion in the European Union (EU) member states for the
2004-2018 period. Moreover, this study comparatively explores the role
of IEQ in addressing tax evasion practices in older (pre-2004) and newer
(post-2004) EU member states. Many of the countries that joined the EU
since 2004 are former communist countries. Gérxhani (2004) asserts
that the formal institutions in these countries have been demolished as a
result of the political changes they went through after the collapse of the
Soviet Union. However, informal institutions (such as norms and rules of
behavior) developed during the communist era continue to shape
behavior and attitudes (Nelson et al., 1997; Pejovich, 1999). Taking a
historical perspective and based on a laboratory experiment, Kamm
et al. (2021) find past institutions to influence the perception of in-
dividuals with regard to others’ tax compliance levels. Thus, it can be
expected that societies with a history of tax evasion that now have high
quality institutions may still suffer high levels of tax evasion. The
composition of the EU (including countries with historically low levels
of tax compliance) and the current threats to its unity, in addition to its
position as an economic power, are the main factors for our focus on this
area of the world.

Our results reveal a significant cultural distinction between older and
newer EU member states. The results also indicate that national cultural
influences IEQ, which in turn influences tax evasion practices. This
suggests that the impact of national culture on tax evasion levels can be
minimized by enhancing the quality of the institutional environment.
The results are consistent with those reported in previous research on
the impact of national culture on the institutional environment (e.g.,
Amable, 2003; Aoki, 2001; Daniel et al., 2012) and the impact of na-
tional culture on tax evasion (e.g., Bame-Aldred et al., 2013; Richardson,
2008; Tsakumis et al., 2007). Moreover, splitting the sample into older
and newer EU countries shows a partial mediation effect in older EU
countries and a full mediation effect in newer EU countries. These results
imply that governance reforms alone might not yield the desired effects
for all countries.

The study contributes to the existing literature by examining the
relationships among national culture, tax evasion, and IEQ. First, to the
best of our knowledge, this is the first study to examine the role of IEQ as
a mediating mechanism through which to deal with the impact of na-
tional culture rather than to passively witness its effects on tax evasion.

3 Nevertheless, such factors should not be expected to result in significant
results over the short run.
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The results of this study may provide regulators and policymakers with a
better understanding of how the quality of various institutional gover-
nance systems can minimize the detrimental effects of certain cultural
characteristics on tax evasion. Second, as most of the literature on tax
evasion is focused on single-country cases (Atwood et al., 2012; Bame-
Aldred et al.,, 2013; Jiménez-Angueira, 2018; Lanis & Richardson,
2018; Lin et al., 2017; Zeng, 2019), this study extends and complements
previous research by providing empirical evidence on tax evasion in the
EU in a comparative context. The focus on the EU makes a timely
contribution to the debate around its political, social, and economic
unity, and thereby allows us to distinctively shed crucial and timely
empirical insights on the impact of IEQ difference on tax evasion levels
(Yamen et al., 2018).

The remainder of this paper is organized as follows. The next section
sets out the research background and attempts to explain our decision to
focus on the EU. It also provides a review of previous research and
presents the hypotheses development. Section three covers the research
design of the study, followed by a discussion of the results in Section
four. The paper concludes with a summary of the main findings, limi-
tations, and future research.

2. Research background, literature review and hypotheses
development

2.1. Why the EU?

We chose the EU as our focus because its size has nearly doubled
since the enlargement wave of 2004 (followed by two more in 2007 and
2013). The accession of the newer member states has contributed to the
cultural diversity of the EU as many of the countries that joined the EU
since 2004 are former communist countries. In these countries, Gérxhani
(2004) asserts, formal institutions (laws and regulations) were demol-
ished as a result of political changes. However, norms and rules of
behavior (informal institutions) developed during the communist era
continued to shape behavior and attitudes (Nelson et al., 1997; Pejovich,
1999). The clash between these two forms of institutions leads to a sit-
uation where “non-compliant behaviors proliferate, forming various
underground economies” (Feige, 1997, p. 22). In other words, tax
evasion is expected to be higher in newer EU member states.

However, to join the EU, a new member state is expected to “preserve
democratic governance and human rights, has a functioning market
economy, and accepts the obligations and intent of the EU”; the new
member state should establish the various institutions needed to help
the country meet these conditions.”* Evidence from previous research
on tax evasion suggests that meeting the conditions does not automat-
ically lead to erasing the differences between the two groups. For
example, Yamen et al. (2018) report evidence of a significant difference
in tax evasion levels between the older (pre-2004) and newer (post-
2004) member states. Their findings are consistent with Frey and Tor-
gler’s (2007) evidence of lower tax morale in Central Eastern European
and former Soviet Union countries.

Economic pressures on EU member states escalated after the 2008
financial crisis. The consequences have been more severe in some
countries, such as Greece, Italy, and Spain (Yamen et al., 2018). This
contributed to widening the gap in standards of living among member
states and increased motivation to immigrate from weaker to stronger
economies. Using immigrant data from the European Social Survey to
examine the role of culture in shaping tax morale, Kountouris and
Remoundou (2013, p. 104) report that “the level of tax morale in the
country of immigrant origin influences individual tax morale in the

4 The criteria are known as the Copenhagen Criteria (Source: European
Commission website https://www.ec.europa.eu). The accession criteria include
political (e.g., stability of institutions), economic (e.g., having a functioning
market economy), and administrative conditions.
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Table 1
Summary of variable definitions and data sources.
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Variable

Definition

Data source

Tax evasion (TE)

National culture (NC)

Institutional environment
quality (IEQ)

Legal system (LEGAL)

Agriculture (AGR)
Service sector (SERV)
Age (AGE)

Gender (FEMALE)
Urbanization (URBAN)

Power distance (PDI)

Individualism (IDV)

Masculinity (MAS)

Uncertainty avoidance
(UAD)

Long term orientation
(LTO)

Indulgence (IND)

Voice and
Accountability (VA)

Political Stability (PS)

Government
Effectiveness (GE)

Regulatory Quality
RQ)
Rule of Law (RL)

Control of Corruption
(CO)

Imports of goods and services (IMPORT)

Unemployment (UNEM)

Employment in the agricultural

sector (EAGR)
EU membership (EUM)

The size of the shadow economy using the MIMIC model (as a percentage of the country’s gross
domestic product (GDP).

The degree to which power is distributed equally within a society and the degree to which
society accepts this distribution, ranging from 0 to 100.

The degree to which people in a society acted in their interests or are integrated into groups.
This is an inverse measure, ranging from 0, indicating high levels of collectivism and low levels
of individualism, to 100 for countries with low levels of collectivism and high levels of
individualism. To obtain a direct indicator consistent with the logic of our hypotheses, we
recalculate the IDV as 100 — IDV.

The extent to which a society focuses on traditional masculine qualities for achievement,
heroism, assertiveness, and material rewards for success, ranging from 0 to 100.

The degree to which people in a society are contented with risk, uncertainty, and unstructured
situations, ranging from 0 to 100.

The extent to which the society has a long-time horizon, ranging from 0 to 100.

The extent to which a society allows members to freely enjoy life and control their own life or
restrains people’s enjoyment levels and life. This is an inverse measure, ranging from 0,
indicating a high degree of restraint, to 100 for countries with a low degree of restraint. To
obtain a direct indicator consistent with the logic of our hypotheses, we recalculate IND as 100 —
IND.

This indicator reflects perceptions of the extent to which a country’s citizens can participate in
selecting their government, as well as freedom of expression, freedom of association, and free
media.

This indicator measures perceptions of the likelihood of political instability and/or politically
motivated violence, including terrorism.

This indicator reflects perceptions of the quality of public services, the quality of the civil service
and the degree of its independence from political pressures, the quality of policy formulation
and implementation, and the credibility of the government’s commitment to such policies.
This indicator reflects perceptions of the ability of the government to formulate and implement
sound policies and regulations that permit and promote private sector development.

This indicator reflects perceptions of the extent to which agents have confidence in and abide by
the rules of society, and in particular the quality of contract enforcement, property rights, the
police, and the courts, as well as the likelihood of crime and violence.

This indicator reflects perceptions of the extent to which public power is exercised for private
gain, including both petty and grand forms of corruption, as well as “capture” of the state by
elites and private interests.

A dummy variable equal to 1 for common law countries and 0 for code law countries.

The value-added of agriculture as a percentage of GDP.

The value-added of the service sector as a percentage of GDP.

% of the population aged 65 and above as a percentage of the total population.

% of the population is female.

% of the population living in urban areas.

The value of all goods and other market services received from the rest of the world.
Unemployment as a percentage of the total labor force.

% of employment in the agricultural sector.

A dummy variable equal to 1 for newer EU member states that joined the EU in 2004 or later and
0 for older EU member states that established or joined the EU before 2004

Medina and Schneider
(2018)
Hofstede, et al. (2010)

World Bank (2019)

Richardson (2006), La
Porta et al. (1998)
World Bank

World Bank

World Bank

World Bank

United Nations

World Bank

World Bank

World Bank

destination country.” It is argued that immigration was a significant
factor in the UK political debates before the 2016 referendum on EU
membership and the resulting vote to leave the union (Yamen et al.,
2018).

Accordingly, the composition of the EU and the current threats to its
unity in addition to its position as an economic power are the main
factors for our focus on the EU countries. Having a better understanding
of the mechanisms that can be used to mediate the impact of culture on
tax evasion can enable EU policymakers to promote tax compliance in
new member states. This can potentially contribute to achieving a more
homogenous welfare provision across the union as “[t]here is a direct
link between tax compliance on the one hand and budgeted deficits and
investments in public goods on the other” and that “effective tax
collection is a precondition for the collective good provision and eco-
nomic growth, which may be especially important in transition coun-
tries” (Gérxhani, 2004, p. 730).

2.2. Literature review and hypotheses development

As mentioned earlier, the World Bank’s six WGIs are commonly used
as a proxy of [EQ. These indicators are voice and accountability, political
stability, government effectiveness, regulatory quality, rule of law, and
control of corruption (see Table 1 for full explanations). The discussion
provided in this section, leading to the study’s hypotheses, is based on
theoretical arguments and empirical evidence linking these six WGIs to
national culture and tax evasion.

2.2.1. The impact of national culture on the institutional environment
quality

The impact of national culture on institutions has been examined in a
few studies (Alesina & Giuliano, 2015; Cassar et al., 2014; Gray, 1988;
Guillén, 2001; Licht et al., 2007). The institutional environment of a
country can be seen as a collection of social beliefs and practices that are
linked to different functional areas within a society (Scott, 2013).

Theoretically, as a “collective programming of the mind”, culture
shapes a group’s perceptions and “way of thinking” (Hofstede, 1980, p.
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25); thus, it shapes a country’s institutional environment. Furthermore,
Aoki (2001) highlights the importance of cultural beliefs in shaping
institutions and questions whether the evolution of institutions is linked
to ‘cultural genes’. These arguments are consistent with Scott’s (1995, p.
33) view that “[i]nstitutions are transported by various carriers — cul-
tures, structures, and routines.” North (1990) advocates that national
culture shapes institutions in the long-term. Strange et al. (2009) high-
light the role of societies in creating and maintaining effective
institutions.

Empirically, a few studies report a significant association between
national culture and IEQ. Studying the interaction between national
culture and institutions, Cassar et al. (2014) assert that, when lacking
strong formal institutions, the cultural origin is significantly associated
with opportunistic behaviors and corruption. In addition, they report a
significant negative association between collectivism, one of the main
cultural dimensions, and corruption. Moreover, utilizing Hofstede’s
cultural dimensions and based on a sample of 50 countries, Licht et al.
(2007) report evidence of a significant association between national
culture and the level of rule of law, control of corruption, and voice and
accountability in a society. Furthermore, Daniel et al. (2012) examine
the impact of national economic culture and institutional environment
on corporate governance practice in 42 countries from six continents.’
They report a positive and significant association between a country’s
national culture and its [EQ. Accordingly, based on the above discussion,
we hypothesize that:

H1. A country’s national culture has a direct impact on its institu-
tional environment quality.

2.2.2. The impact of the institutional environment quality on tax evasion

The association between the various IEQ indicators and tax evasion
has been examined in prior research. For example, some studies exam-
ined the role government corruption plays in decreasing tax morale and,
thus, higher tax evasion (Ballas & Tsoukas, 1998; Smatrakalev, 1998;
Vaguine, 1998). The argument is that corruption leads to a legitimiza-
tion of tax evasion perception by taxpayers (Litina & Palivos, 2016).
Corruption has also been linked to corporate tax avoidance (Al-Hadi
et al., 2021).

Related to voice and accountability, other studies report evidence of
a link between tax compliance and voting in elections (e.g., Alm et al.,
1999; Feld & Tyran, 2002; Wahl et al., 2010). In addition, Alm and
Torgler (2006) report a positive association between the existence of
established democratic systems (political stability) and tax morale.
Moreover, Torgler and Schneider (2009) assert that better institutions
and greater government effectiveness motivate individuals to act le-
gally, including tax compliance. Richardson (2008) reports a significant
association between high tax evasion levels and lower levels of legal
enforcement and trust in government.

There is also evidence of a positive link between tax compliance and
the simplicity of tax systems (Awasthi & Bayraktar, 2015; Richardson,
2006) and auditing regulation strength (Benkraiem et al., 2021), both
reflecting a high regulatory quality. Furthermore, based on an exami-
nation of tax morale in 30 European countries, Frey and Torgler (2007)
report a positive association between institutional quality and tax
morale. Recently, Yamen et al. (2018) investigated the impact of the IEQ
on tax evasion and concluded that all the World Bank’s WGIs, except
rule of law, are significant determinants of tax evasion levels. Accord-
ingly, our second hypothesis is:

H2. Institutional environment quality has a direct impact on tax
evasion.

5 Daniel et al. (2012) tested the same hypothesis but used a different global
sample of countries, whereas our sample is made of only EU countries. In
addition, we examine a more recent period. Similar comments can also be made
for our second and third hypotheses.
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2.2.3. The direct and indirect impact of national culture on tax evasion
through its influence on the institutional environment

The direct impact of culture on tax evasion and morale has been
examined in many studies, albeit with conflicting results (Alm & Tor-
gler, 2006; Bame-Aldred et al., 2013; Ermasova et al., 2021; Hutchinson,
2019; Kountouris & Remoundou, 2013; Putnam et al., 2016; Richard-
son, 2008; Torgler, 2003; Tsakumis et al., 2007). Most studies report a
significant association between culture and tax evasion. Tsakumis et al.
(2007) is probably the first study to use Hofstede’s (1980) framework in
explaining international tax evasion differences. Covering 50 countries,
they report high levels of tax evasion in countries with higher levels of
uncertainty avoidance, collectivism, feminism, and power distance.
Building on Tsakumis et al.’s (2007) model, Richardson (2008) uses
various measures of tax evasion and adds several political, legal, and
religious variables. His results are consistent with Tsakumis et al. (2007)
regarding uncertainty avoidance and collectivism but not power dis-
tance and feminism.

Other cultural dimensions have also featured inconsistent results in
the literature. For example, theoretical analysis suggests that decision
makers in individualistic cultures tend to value firm targets over ethical
means needed to achieve their targets (Messner & Rosenfeld, 2012);
accordingly, it is more likely that firms will attempt to evade tax in such
societies (Bame-Aldred et al., 2013). Nevertheless, empirical studies
reach different conclusions as individualism is found to be negatively
associated with tax evasion in both Tsakumis et al. (2007) and
Richardson (2008) studies, but positively associated in Bame-Aldred
et al. (2013).

The above discussion indicates that prior research has mainly
focused on the ‘direct’ impact of national culture on tax evasion but did
not consider the mechanisms through which this impact takes place. The
literature on the indirect influence of national culture on tax evasion is
very limited. One example is Brink and Porcano (2016), which examine
the role of tax morale on the association between national culture and
tax evasion. They report a significantly positive (negative) association
between individualism and power distance (masculinity) and tax
morale. They also report a negative significant association between tax
morale and tax evasion. Lower levels of tax morale are noticed in
countries with higher tax evasion levels. However, only uncertainty
avoidance (positive) and masculinity (negative) were found to be
significantly associated with tax avoidance in their full model (different
results are reported for developed and developing countries).

In this study, we examine the indirect influence of IEQ as the above
discussion illustrates that national culture influences IEQ which, in turn,
impacts tax evasion. Accordingly, our third and fourth hypotheses are
formulated as follow:

H3. A country’s national culture has a direct impact on tax evasion.

H4. Institutional environment quality mediates the relationship be-
tween national culture and tax evasion.

Fig. 1 demonstrates our theoretical model including the main con-
structs and the hypothesized relationships.

3. Research design
3.1. Sample selection and data sources

This study is based on EU countries for a period of 15 years
(2004-2018). The sample begins in 2004 when the EU witnessed its
biggest expansion wave. Cyprus and Croatia were excluded from the
study due to the unavailability of data. This results in a final sample of
390 country-year observations from 26 European countries. Our sample
includes 15 older EU countries (225 country-year observations) and 11
newer EU countries for the countries that joined the EU after 2004 (165
country-year observations).

We obtain the data from three different sources: tax evasion data
from the database developed by Medina and Schneider (2018), national
culture from Hofstede (2019), and IEQ and related national
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Fig. 1. Theoretical model.

macroeconomic data from the World Bank’s database (World Bank,
2019).

3.2. Measurement of variables

3.2.1. Tax evasion

We use the size of the shadow economy as a proxy for tax evasion
which can be estimated at the micro or the macro levels (Schneider &
Buehn, 2012). Measured at the micro level, it is based on surveys,
questionnaires, or other indirect means such as the demand for currency.
At the macro level, the measurement is based on a few factors, including
the level of employment, the tax burden, and the degree of regulation
(Gemmell & Hasseldine, 2012; Medina & Schneider, 2018). We use the
MIMIC model (Multiple Indicators Multiple Causes) which is a macro-
economic measure of the shadow economy. The MIMIC model considers
different indicators that directly affect the development of shadow
economies’ sizes over time and can measure tax evasion more precisely
(Alm, 2012; Medina & Schneider, 2018; Schneider & Buehn, 2012;
Yamen et al., 2018).

In MIMIC models, the shadow economy is considered an unobserved
variable, which can be analyzed and measured using some observed
variables using a covariance matrix. This process uses a measurement
model that links observed indicators with the unobserved variable.
Then, it is followed by structural equation modeling to link the causal
variables with the unobserved variable. The MIMIC model is considered
a confirmatory technique as the model is constructed in advance based
on economic theories and literature. The main goal of such a confir-
matory analysis is to estimate the parameters by setting the observed
causes and indicators of the shadow economy and testing the model
fitness (Elgin & Schneider, 2016).

The standard MIMIC approach has been used in literature for a long
time (Chaudhuri et al., 2006; Dell’Anno, 2007; Dell’Anno & Solomon,
2008), but there was criticism regarding using the gross domestic
product (GDP) as a cause and indicator variable (Medina & Schneider,
2018). This critique has been addressed by taking advantage of the novel
method suggested by Henderson, Storeygard, and Weil (2012) that uses
the light intensity data collected by satellites as a proxy for real eco-
nomic activity rather than using the GDP.

3.2.2. Institutional environment quality

We follow several related studies (e.g., Daniel et al., 2012; Elamer
et al.,, 2020; Moussa et al., 2022; Yamen et al., 2018) in using the
Worldwide Governance Indicators developed by the World Bank to
measure IEQ. These indicators are frequently used by governments in
countries, such as the US, when allocating grants to foreign countries

because they are a reliable measure of IEQ (Thomas, 2010). The IEQ
score is calculated as a composite measure for the overall six indicators,
which are: voice and accountability (VA), political stability (PS), gov-
ernment effectiveness (GE), regulatory quality (RQ), rule of law (RL),
and control of corruption (CC). The IEQ score ranges from (—2.5) to
(+2.5), with a higher IEQ indicating a greater level of the institutional
environment at the country-level (World Bank, 2019). A description of
these six indicators is given in Table 1.

3.2.3. National culture

We follow several related studies (Ermasova et al., 2021; Khlif &
Khlif, 2016; Richardson, 2008; Tsakumis et al., 2007) in using Hof-
stede’s cultural dimensions model to measure national culture (NC). In
his original study of 50 countries and 3 regions, Hofstede (1980) studied
the influence of societal national culture on different ‘organizational
value systems’. He found that these value systems vary from one country
to another due to their different national cultures. Mainly using factor
analysis, his study of different subsidiaries of the large multinational
organization IBM in 72 countries led to the identification and develop-
ment of a few societal values, named ‘cultural dimensions’ that distin-
guish the national cultures of these countries and which reflect
fundamental society problems.

Hofstede conducted his survey twice, in 1968 and again in 1972,
yielding results from more than 116,000 questionnaires on work values.
Later, additional data were collected from another cross-national study
by Bond and Hwang (1986), leading to the fifth dimension, long-term/
short-term orientation. More recently, a sixth dimension, indulgence/
restraint, was added to the framework (Hofstede et al., 2010). The val-
idity and reliability of the framework are documented in many studies
(Doupnik & Tsakumis, 2004; Merritt, 2000; Newman & Nollen, 1996;
Richardson, 2008; Schuler & Rogovsky, 1998; Tsakumis et al., 2007).

Accordingly, using Hofstede’s framework, NC is measured in six di-
mensions: power distance (PDI), individualism (IDV), masculinity
(MAS), uncertainty avoidance (UAI), long term orientation (LTO) and
indulgence (IND), scoring from O to 100 (Hofstede, 2003, 2011). See
Table 1 for a detailed description of the six cultural dimensions.

3.2.4. Control variables

We included a broad set of country-level factors that might affect tax
evasion to control for the legal, social, and economic differences be-
tween countries. Like other related studies (Richardson, 2006; Witte &
Woodbury, 1985; Yamen et al., 2018), we control for the level of edu-
cation and knowledge as prior studies suggest that taxpayers’ positive
perception of taxation increases with the level of education and
knowledge, leading to lower tax evasion (Yamen et al., 2018).
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Fig. 2. Tax evasion behavior in the EU countries (2004 — 2018).

Accordingly, to control for differences in the level of education and
knowledge among EU member states, we use the Human Development
Index (HDI) data developed by the United Nations Development Pro-
gramme (United Nations, 2022). In addition, as the literature suggests
that countries belonging to a common legal system are more compliant
with tax rules (Richardson, 2006), we control for the country’s legal
system (1 for common law countries and O otherwise).

We also use several socio-demographic characteristics as control
variables by following related empirical studies (Hanno & Violette,
1996; Jackson & Milliron, 1986; Richardson, 2006; Yamen et al., 2018).
These include age (AGE), gender (FEMALE), unemployment (UNEM),
agriculture (AGR) as a percentage of the GDP, services income source
(SERV), urbanization (URBAN), imports of goods and services
(IMPORT), EU membership (EUM), and year dummies (TIME). For
example, the findings of prior studies suggest that female and older
taxpayers are largely more compliant than male and younger taxpayers,
which leads to a decline in the level of tax evasion (see, for example,
Hanno & Violette, 1996; Jackson & Milliron, 1986). Additionally, the
higher the unemployment rate, the higher the expected level of tax
evasion (Torgler & Schneider, 2009). Yamen et al. (2018) also find
similar evidence among EU countries. As a source of income, agriculture
has been found to be a factor linked to higher levels of tax evasion
compared to other sources of income (Wallschutzky, 1984). For brevity,
we do not develop direct theoretical links between each of these control
variables and tax evasion, but many studies suggest they can influence
tax evasion (e.g., Richardson, 2006; Yamen et al., 2018). Table 1 shows
the definition of all variables and data sources and their codes.

3.3. Structural equation modeling

To test the theoretical research model, we use structural equation
modeling (SEM) with maximum likelihood estimation. SEM has some
advantages that makes it a powerful statistical technique, for our study,
compared to multiple regression analysis. SEM combines multiple
regression, path analysis (or causal modeling), and confirmatory factor
analysis to evaluate multiple hypothesized causal relationships allowing
explicitly models measurement errors resulting in less biased estima-
tions for parameters (Hair et al., 2014, 2017). Moreover, it allows all the
variables to correlate (inter-correlations), and hence, the cause-effect
relationships among variables can be inferred (Bagozzi & Yi, 2012;
Moussa et al., 2020). As a confirmatory technique, it helps in validating
theoretical models that are based on hypothesized relationships (Daniel
et al., 2012). Finally, SEM simultaneously considers both direct and
indirect structural effects between latent variables (Hair et al., 2014).

4. Data analysis and results
4.1. Descriptive statistics

Fig. 2 provides an initial picture of the extent of tax evasion for all
EU, EU1 (pre-2004) and EU2 (post-2004) countries from 2004 to 2018.
The figure reveals a few interesting results. First, there has been a steady
decrease in the level of tax evasion over time in all EU countries. The
mean value of TE declined steadily from 21.70 in 2004 to 16.30 in 2018.
Second, similar decreasing patterns can be observed with respect to EU1
and EU2 countries. The level of tax evasion in EU1 (EU2) ranges from
6.72 (12.83) to 28.1 (35.3) with an average of 14.49 (24.74) and
decreasing steadily from 17.40 (27.50) in 2004 to 12.30 (21.80) in 2018.
Finally, the results also indicate that on average EU2 countries show
considerably higher levels of TE than EU1 (by 71%). The higher TE
levels in the newer EU member states (EU2) can be linked to the fact that
most of these countries are in Eastern and Central Europe, including
some former Soviet Union countries, that have, historically, exhibited
high corruption and low tax compliance levels (Alon & Hageman, 2013).
These findings are consistent with prior research (e.g., Alm & Torgler,
2006; Yamen et al., 2018) as the EU1 countries have been subject to
many directives and regulations, covering economic, social, and politi-
cal aspects, leading to higher levels of tax compliance compared to the
EU2 countries.

Table 2 reports the mean values of TE, NC, and IEQ across EU
countries. It is evident that Malta (28.8), Romania (26.5), and Greece
(26) have the highest levels of TE, followed by Italy (24.5), Bulgaria
(24.1), and Spain (23.4). The lowest scores are observed for Austria
(8.6), Netherlands (9.4), Germany (10.2), and United Kingdom (10.2).
Moreover, all EU2 countries’ TE averages are above the entire EU overall
average of 18.83 except for the Czech Republic (12.40) and Slovakia
(12.60). These results indicates that tax evasion is a more fundamental
problem in EU2.

Table 2 shows that all EU1 countries have higher averages for all IEQ
indicators (1.34) compared to EU2 countries (0.74). The results also
reveal that Eastern and Central European (in EU2) such as Romania,
Bulgaria, Slovenia, Greece, Poland, and Slovakia, show a higher level on
four cultural dimensions, power distance, collectivism, uncertainty
avoidance, and restraint, and a relatively low IEQ compared to other EU
countries. Romania, an EU2, exhibits the highest NC and lowest IEQ
values among the sampled countries. By contrast, the Scandinavian
countries of Denmark, Finland, and Sweden exhibit relatively higher IEQ
scores and lower TE and NC than other European countries. This evi-
dence supports prior studies (e.g., Alon & Hageman, 2013; Yamen et al.,
2018) that report a negative effect of IEQ on tax evasion.

Table 3 presents summary statistics and bivariate correlations among
the study variables. The correlations are consistent with the hypothe-
sized relationships. It is evident that NC variables are significantly
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Mean values of Tax Evasion, National Culture, and Institutional environment quality across countries.

Variable/Country Tax Evasion (TE) National Culture (NC) Institutional environment quality (IEQ)

PDI IDV MAS UAI LTO IND NC VA PS GE RQ RL CcC IEQ
Panel A (EU1)
Austria 8.60 11 45 79 70 60 37 40.75 1.39 1.16 1.65 1.51 1.86 1.67 1.54
Belgium 18.90 65 25 54 94 82 43 56.75 1.37 0.72 1.52 1.29 1.38 1.50 1.30
Denmark 14.50 18 26 16 23 35 30 24.25 1.59 1.00 2.06 1.77 1.94 2.34 1.78
Finland 12.20 33 37 26 59 38 43 43.00 1.55 1.34 2.08 1.77 1.98 2.28 1.83
France 12.70 68 29 43 86 63 52 58.75 1.25 0.40 1.49 1.19 1.45 1.39 1.19
Germany 10.20 35 33 66 65 83 60 48.25 1.39 0.81 1.61 1.61 1.69 1.82 1.49
Greece 26.00 60 65 57 100 45 50 68.75 0.85 0.07 0.49 0.60 0.53 0.05 0.43
Ireland 12.00 28 30 68 35 24 35 32.00 1.37 1.05 1.48 1.68 1.67 1.60 1.48
Italy 24.50 50 24 70 75 61 70 54.75 1.02 0.43 0.43 0.84 0.41 0.20 0.55
Luxembourg 10.40 40 40 50 70 64 44 48.50 1.57 1.39 1.70 1.71 1.81 2.01 1.70
Netherlands 9.40 38 20 14 53 67 32 35.75 1.56 0.97 1.82 1.81 1.83 2.04 1.67
Portugal 20.90 63 73 31 99 28 67 75.50 1.19 0.90 1.09 0.94 1.10 1.01 1.04
Spain 23.40 57 49 42 86 48 56 62.00 1.10 0.00 1.09 1.07 1.08 0.95 0.88
Sweden 11.60 31 29 5 29 53 22 27.75 1.59 1.13 1.92 1.73 1.94 2.20 1.75
United Kingdom 10.20 35 11 66 35 51 31 28.00 1.35 0.36 1.60 1.74 1.72 1.76 1.42
Average EU1 14.49 42.13 35.73 45.80 65.27 53.47 44.80 46.98 1.34 0.78 1.47 1.42 1.49 1.52 1.34
Panel B (EU2)
Bulgaria 24.10 70 70 40 85 69 84 77.25 0.48 0.25 0.13 0.61 —0.08 -0.16 0.21
Czech Republic 12.40 57 42 57 74 70 71 61.00 0.99 0.99 0.96 1.13 0.99 0.39 0.91
Estonia 20.00 40 40 30 60 82 84 56.00 1.12 0.65 1.05 1.46 1.18 1.13 1.10
Hungary 21.80 46 20 88 82 58 69 54.25 0.78 0.76 0.65 0.95 0.71 0.37 0.70
Latvia 18.50 44 30 9 63 69 87 56.00 0.80 0.50 0.78 1.04 0.79 0.34 0.71
Lithuania 21.20 42 40 19 65 82 84 57.75 0.92 0.77 0.84 1.09 0.82 0.39 0.81
Malta 28.80 56 41 47 96 47 34 56.75 1.20 1.20 1.07 1.23 1.33 0.85 1.15
Poland 21.20 68 40 64 93 38 71 68.00 0.95 0.72 0.60 0.91 0.61 0.51 0.72
Romania 26.50 90 70 42 90 52 80 82.50 0.44 0.16 -0.23 0.51 0.08 -0.16 0.13
Slovakia 12.60 100 48 100 51 77 72 67.75 0.94 0.92 0.84 0.99 0.54 0.28 0.75
Slovenia 21.40 71 73 19 88 49 52 71.00 1.03 0.99 1.03 0.73 1.00 0.90 0.95
Average EU2 24.74 62.18 46.73 46.82 77.00 63.00 71.64 64.39 0.88 0.72 0.70 0.97 0.72 0.44 0.74
Average all EU 18.83 50.62 40.39 46.23 70.23 57.50 56.15 53.52 1.15 0.76 1.14 1.23 1.17 1.06 1.08

Note: All variables defined in Table 1.

associated positively with TE, except MAS. Moreover, IEQ indicators
have a highly significant negative relationship with TE, suggesting that
the higher the IEQ, the lower the level of tax evasion. Moreover, NC
dimensions of power distance, collectivism, uncertainty avoidance, and
restraint maintain a negative association with IEQ. This result implies
that the cultural values of actors and their behavior in society shape the
effectiveness of institutional environment rules and practices.

4.2. Validation of measures

To assess the validity and reliability of the study constructs, we
perform a confirmatory factor analysis (CFA). Table 4 shows the sta-
tistics of the measurement analysis for both IEQ and NC constructs. All
IEQ indicators are highly significant (p < 0.001), and all factor loadings
exceed the recommended cut-off point of 0.60 (Kline, 2005). Moreover,
as shown in Table 4, all NC dimensions are greater than 0.60, except for
MAS and LTO. Thus, the NC construct is based on the other 4 cultural
dimensions.

To determine the construct reliability of each construct, we used
Cronbach Alpha and composite reliability (CR). Table 4 shows that all
values of Cronbach alpha and CR exceed considerably the recommended
threshold of 0.70, which supports the construct reliability of these
constructs (Hair et al., 2019). Moreover, to verify the convergent val-
idity of the measurement models, the average extracted variance (AVE)
was examined. All constructs are above the recommended threshold of
0.50, which indicates that the latent constructs account for at least 50%
of the variance in the items. This evidence largely supports convergent
validity (Hair et al., 2019). The goodness-of-fit of the structural models
is analyzed through Goodness-of-Fit Index (GFI), Adjusted Goodness of
Fit Index (AGFI), Comparative Fit Index (CFI), Normed Fit Index (NFI),
and Root Mean Square Residual (RMSEA). Moreover, the overall good-
ness fit indices of our measurement models (GFI, AGFI, CFI, and NFI
greater than 0.90 and RMSEA < 0.07) show a very good fit, and their

indicators are within the desirable and acceptable range.

To further examine the discriminant validity (i.e., measures of un-
related constructs do not correlate) of our NC and IEQ constructs, we
conduct a Heterotrait-monotrait (HTMT) analysis using partial least
squares structural equation modeling (PLS-SEM). The HTMT has proven
superior to other methods of evaluating discriminant validity (Henseler
et al., 2015). Based on the measurement validation analysis, all HTMT
ratios are below the maximum threshold of 0.85 as suggested by
Henseler et al. (2015), thus supporting the discriminant validity of these
constructs.

4.3. Structural model results and hypotheses testing

Table 5 reports the results of the structural model to examine the
relations between national culture (NC) and the other main variables,
IEQ and TE. As shown in Table 5, the overall fit measures are well above
the recommended values, suggesting that the model fits the data well
(Hair et al., 2014).

The results in Table 5 reveal a significant negative relationship be-
tween national culture and IEQ (B = — 1.082, p < 0.001), thus,
providing empirical support for H1. The analysis also shows a negative
relationship between IEQ and tax evasion (p = — 0.227, p < 0.001),
implying that H2 is empirically supported. This result offers empirical
support for the findings of Yamen et al. (2018), Awasthi and Bayraktar
(2015), and Hofmann et al. (2014), indicating that high regulatory
quality and control of corruption have a negative effect on tax evasion.
They suggest that better institutions and efficient government allocation
of resources will lead to greater tax compliance among taxpayers. This
result also supports the evidence of Alon & Hageman (2013) that a
higher level of corruption can incentivize businesses to evade paying
taxes.

Also, there is strong support for H3. The results indicate that national
culture is positively related to tax evasion levels (f = 0.164, p < 0.001).



Table 3
Descriptive statistics and correlations among variables.
~ ~ o < oL © & © o =1 b S a it a = > a 2 5 N S Q 3
Mean 18.83 50.62 40.39 46.23 70.23 5750 56.15 5352 115 0.76 114 129 117 106 108 224 596 17.20 62.65 51.32 73.34 860 59.75 0.12
Standard Dev.  7.12  20.40 17.11 2458 21.93 16.68 19.60 1234 0.33  0.41 060 043 060 0.80 049 144 572 244 649 1.09 1252 425 3170 0.32
Minimum 672 11.00 11.00 5.00  23.00 2400 2200 2467 031 -047 -0.36 015 -0.17 -0.30 -0.02 021 099 1049 43.15 4954 51.31 224  23.02 0.00
Maximum 35.30 100.00 73.00 100.00 100.00 83.00 87.00 74.67 1.80  1.62 235 205 210 247 196 1271 3257 2275 79.33 5421 98.00 27.47 187.17 1.00
1. TE 1
2. PDI 047" 1
3. 1DV 0.48" 054" 1
4. MAS 017" 021" -0.10% 1
5. UAI 0.48" 058" 056" 0167 1
6. LTO 0.11* 013" -0.17" 0.08 0.03 1
7. IND 0.69” 050" 038" 008 040" 0417 1
8.NC 0.67" 0.84" 0777 o0.12¢ 082" 013" 072" 1
9. VA -0.75" 063" -0.50" -0.17" -0.50" -0.15" -0.77" -0.76" 1
10. PS 041" .0.38" -0.19" -0.07 -0.32" -0.10 -0.40" -0.42" 058" 1
11. GE -0.77" -0.65" -0.51" -0.23" -0.56" -0.11* -0.75" -0.79" 0.92” 0.8 1
12. RQ 071" -0.72" -0.63" -0.16" -0.69" -0.03 -0.64" -0.86" 0.87" 0.54" 0.88" 1
13.RL 078" -071" -0.51"" -0.22" -0.54" -0.16" -0.78" -0.81" 0.93" 0.8 0.95" 090" 1
14.CC 075" -0.67" -0.49" -0.26" -057" -017" -0.77" -0.79" 093" 0537 0947 090" 095" 1
15. IEQ 0.77" -069™ -0.52" -0.21" -0.59" -0.14" -0.76” -0.81" 095" 0.677 0.977 093" 098" 0977 1
16. AGR 075"  0.44" 048" -0.11* 0347 007 065 060" -076" -047" -073" -066" -0.74" -0.69" -0.73" 1
17. EAGR 058" 045" 058" -010 039" -021" 048" 0597 -0.63" -039" -067" -061" -061" -056" -0.63" 073" 1
18. AGE 0.08 -0.14" 0.07 -025" 020" 017" 012 008  -0.10*+ -0.32° -0.06 -0.16" -0.08 -0.07 -0.13* 0.06 -0.09 1
19. SERV 046" -0.29" -0.33"" -0.11* -0.04 -0.02 -0.50" -0.36"" 0.50" 0.03 0.43"  0.37" 046" 042" 041" -0.60" -0.50" 0207 1
20. FemAL 052 0.09 002 -0.11* 0147 0387 0777 0327 -0477 -0247 -040" -0.33" -0.42" -046" -043" 0447 0277 0177 -028" 1
21. Urban -0.33" -0.34" -0.50" -026" -0.14" 010 -0.56" -0.47" 0.53” 0.147" 053" 050" 051" 0527 051" -0.43" -058" 0.197 064" -040" 1
22. UNEM 0.25" 026" 0.23" 0.06 0.22"  -0.09 0247 0307 -031" -0.46" -0.30" -0.41" -0.35" -0.37"" -0.39" 0.24” 0.18" 0.077 0077 0217 -013* 1
23. Import -0.03  0.02 -0.02  0.09 0.04 0177 -0.09 -0.01 009 048" 0.07 0157 0.11* 005 015" -021" -0.26" -0.40" 0.23” -0.13" 0.237 -0.24" 1
24. Legal -0.14" -0.19” -0.28" 0.21" -0.25" -0.37" -0.42" -0.36" 0177 o0.10¢ 015" 028" 024" 016" 020" -031" -020" -031" 023" -029" 017" -013" 0277 1

Notes: * significant at the 0.05 level, ** significant at the 0.01 level, and *** significant at the 0.001 level. All variables defined in Table 1.
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Confirmatory factor analysis (CFA) checking validity and reliability of the measurement models.

Constructs and Items

Standardized loadings

Goodness of fit indicators Acceptable standard fit

Institutional environment quality (IEQ) VA
PS
GE
RQ

CcC
Cronbach Alpha:
Composite reliability (CR):
Average variances extracted (AVE):

National culture (NC) PDI 0.677%**

IDV 0.688%**

UAI 0.761%**

IND 0.765%**
Cronbach Alpha: 0.804
Composite reliability (CR): 0.861
Average variances extracted (AVE): 0.590

GFI 0.992 >0.90
AGFI 0.977 >0.90
CFI 0.999 >0.90
NFI 0.997 >0.90
RMSEA 0.019 <0.07
GFI 0.999 >0.90
AGFI 0.995 >0.90
CFI 0.999 >0.90
NFI 0.999 >0.90
RMSEA 0.000 <0.07

Notes: All variables defined in Table 1. *** significant at the 0.001 level. Goodness-of-Fit Index (GFI); Adjusted Goodness of Fit Index (AGFI); Comparative Fit Index

(CFID); Normed Fit Index (NFI); Root Mean Square Residual (RMSEA).

Countries with high power distance, uncertainty avoidance, collec-
tivism, and restraint tend to be associated with lower levels of
accountability and higher levels of corruption, and thereby higher levels
of tax evasion. This evidence is largely in line with previous studies on
the influence of national culture on tax evasion (Ermasova et al., 2021;
Richardson, 2008; Tsakumis et al., 2007).

Finally, the direct effect of national culture on tax evasion is no
longer significant after controlling for IEQ as a mediator variable (f =
0.054, ns). As described by Baron and Kenny (1986), full mediation
occurs when the direct relationship between an independent variable
(NC) and a dependent variable (TE) is not significant after controlling
for the relationships from NC to IEQ (mediator) and from IEQ to TE.
Accordingly, IEQ fully mediates the relationship between national cul-
ture and tax evasion, which lends empirical support to H4 (see Fig. 3).
Specifically, this evidence suggests that institutions can improve their

Table 5
Results of structural models.
Hypothesis  Description of path Basicmodel ~ Mediation
model

H1 NC - [EQ —1.082%**

H2 IEQ - TE —0.227%*%*

H3 NC - TE 0.164***

H4 NC - TE 0.054
Control variables
AGR 0.147%** 0.072%**
EAGR 0.256%** 0.254%**
AGE 0.431%** 0.402%**
SERV —0.060 o
FEMAL 0.068*
URBAN 0.160%**
UNEM 0.166*
IMPORT 0.11 0.148%**
LEGAL 0.176%** 0.142%**
TIME (YEAR) —0.38 —0.38
EUM 0.53 0.460%**

R2 0.861 0.872

Goodness-of-fit indices
GFI (Goodness-of-Fit Index) 0.991 0.994
AGFI (Adjusted Goodness-of-Fit 0.930 0.949
Index)
CFI (Comparative Fit Index) 0.996 0.999
NFI (Normed Fit Index) 0.993 0.996
RMSEA (Root Mean Square 0.050 0.029
Residual)

Notes: * significant at the 0.05 level, ** significant at 0.01 level, and *** sig-
nificant at 0.001 level. All variables defined in Table 1.

quality to lessen the influence of cultural dimensions on higher levels of
tax evasion.

Moving to control variables, we find significant positive associations
between the level of tax evasion and the unemployment level (UNEM),
agriculture (AGR), and EU membership (EUM). This suggests the higher
the unemployment rate, the higher tax evasion (similar to Torgler &
Schneider, 2009; Yamen et al., 2018). Also, EU membership is highly
significant at (p < 0.001), implying a significant difference between EU1
and EU2. Specifically, the results show that tax evasion is higher in
newer EU countries (EU2), such as Romania and Greece, than in older
EU countries (EU2), such as the UK. This is consistent with the findings
of Yamen et al. (2018). Moreover, Table 5 shows that the time variable is
highly significant in the mediation model (p = 0.38, p < 0.001), sug-
gesting that the tax evasion level is decreasing over time in the EU.

4.4. Additional analysis

We extend our examination of the links among national culture, IEQ,
and tax evasion to see if the relationships are the same in older and
newer EU countries. Although we control for EU membership effects, the
association among the study variables can still vary between countries.
Previous studies (e.g., Alm & Torgler, 2006; Alon & Hageman, 2013;
Yamen et al., 2018) show differences between older and newer EU
countries. For example, Alon and Hageman (2013) find a high corrup-
tion level and low tax compliance in former Soviet economies. In
addition, Alm and Torgler (2006) show that there is high tax compliance
in several of the older EU member states. Thus, we re-run our models by
splitting the whole sample into two subsamples: EU1 (pre-2004) and
EU2 (post- 2004). The results, in Table 6, show a different image of the
role of IEQ in older versus newer EU countries. More specifically, the full
mediation effect of IEQ is evident for newer EU countries (EU2) (f =
-0.048, ns). This suggests that newer EU countries can reduce the
detrimental impact of cultural values on tax evasion by improving
governance and institutional quality, indicating that effective public
governance may lead to lower tax evasion. The results also indicate that
IEQ partially mediates the relationship between culture and tax evasion
in older EU countries (EU1). Overall, these results indicate that IEQ has a
mediating effect on the relationship between culture and tax evasion
levels, and this relationship is stronger in the newer EU countries (EU2).
This offers new evidence suggesting that the role of the institutional
environment is more prominent in newer compared to older EU
countries.

In addition, to ascertain whether the NC-TE relationship can be
mediated by each indicator of IEQ, we decompose the total score of IEQ
into its individual dimensions of VA, PS, GE, RQ, RL, and CC (see
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Fig. 3. SEM evaluation of the hypothesized relationships Note: *** significant at 0.001 level.

Table 6
Results of mediating relations in EU1 versus EU2 countries.
Description of EU1 - Model EU1 - Model
path Older EU Countries Newer EU Countries
Basic Mediation Basic Mediation
model model model model
NC - [EQ —0.021%** —0.025%**
IEQ — TE —7.878%** —7.321 %%
NC - TE 0.194%** 0.135%**
NC - TE 0.032* —0.048

Notes: * significant at the 0.10 level and *** significant at 0.01 level. All vari-
ables defined in Table 1.

Table 7). We find a significant negative association between tax evasion
and all IEQ indicators. The rule of law (RL) has the largest impact on the
level of tax evasion (f —3.107, p < 0.001), then the regulatory quality
(RQ) (B —3.066, p < 0.001), and government effectiveness (GE) (B
—2.799, p < 0.001). The result is consistent with prior studies (e.g.,
Awasthi & Bayraktar, 2015; Hofmann et al., 2014; Yamen et al., 2018),
suggesting that better-ranked countries on regulatory quality and gov-
ernment effectiveness index show lower engagement in tax evasion. We
also find that RL, RQ, and GE fully mediate the NC-TE relationship
which empirically validates the argument that EU countries are more
likely to rely on enhancing IEQ indicators to control the influence of
culture on tax evasion. In addition, there is a partial mediating effect of
control of corruption (CC) on the links between national culture and tax
evasion. Finally, the results show that there is no mediation for both
voice and accountability (VA) and political stability (PS).

Table 7
SEM results by individual dimensions of IEQ.

5. Conclusion, limitations, and future research

The study examines the mediating role of the IEQ on the relationship
between national culture and tax evasion. In general, the results are
consistent with previous research on the ‘direct’ association between
national culture and tax evasion. In addition, we find that IEQ fully
mediates the relationship between national culture and tax evasion,
suggesting that policymakers should aim at improving the quality of
national institutions to diminish the undesirable influence of culture on
tax evasion levels. Moreover, splitting the sample into older and newer
EU countries shows a partial mediation effect in older EU countries and a
full mediation effect in newer EU countries.

Although several studies examined the relationship between national
culture and tax evasion, there is a lack of research on the mechanisms
through which this influence takes place, and our study contributes to
filling this gap. Our findings should motivate other scholars to examine
the impact of other social and/or economic factors that can help in
controlling the influence of national culture on tax evasion. Moreover,
the mediating role of IEQ on the influence of culture can be also
examined in contexts other than tax evasion at macro and even micro-
levels.

Our results are subject to some limitations. First, our investigation is
focused on the EU due to the reasons highlighted in Section 2.1. Further
research can test our model on a wider scale. Second, our results should
be explained considering the limitations associated with our choice of
measures for national culture and tax evasion. We use Hofstede’s cul-
tural dimensions as a measure of national culture. Other studies can use
GLOBE cultural data (House et al., 2004), albeit being available for a

Model Model
(€9] 2
VA PS

Direct and indirect effects:

Model Model Model Model
®3) “@ ) 6)
GE RQ RL cC

NC —» VA
VA - TE
NC - TE
NC - PS
PS - TE
NC - TE
NC - GE
GE - TE
NC - TE
NC - RQ
RQ — TE
NC - TE
NC - RL
RL - TE
NC - TE
NC - CC
CC - TE
NC - TE

~0.025%+*
~1.616*
0.062+**
~0.004*
~1.719%%*
0.058+**

~0.0447+*
~2.799%%*
0.031
~0.027%*
~3.066"**
0.027
—0043%+*
~3.107%%
0.017

Notes: * significant at the 0.05 level, ** significant at 0.01 level, and *** significant at 0.001 level. All variables defined in Table 1.
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smaller number of countries compared to Hofstede’s. Moreover, future
research can utilize a different construct than the size of the shadow
economy as a proxy for tax evasion levels. Finally, although we propose
the IEQ as mechanisms through which policymakers can limit the
impact of national culture on tax evasion, we do not claim this to be a
short-term solution. The time it takes to realize a positive impact de-
pends on various factors, including the level of tax evasion in each
country and its own national culture. This issue can be investigated in
future research.
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