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Abstract
This bachelor thesis investigates the relationship of entrepreneurs’ trust in both formal and

informal institutions to entrepreneurial behaviour as measured by tax evasion proxy. The
impact of environment changes on entrepreneurship is particularly relevant to study in
transition economies such as Latvia. We base our study on a model developed by
Mickiewicz, Rebmann and Sauka (2010) that attempts to measure the link. Empirically, the
thesis draws on 348 telephone interviews with top managers and/or owners of companies in
Latvia, who were approached as their industry experts. According to the investigation we find
institutional distrust to be present in Latvia as suggested by previous research on transition
economies. Furthermore, there is partial support to the previous research on investigating the
factors influencing the relationship between entrepreneurs’ trust in institutions and
entrepreneurial behaviour namely probability of punishment, moral values and evaluation of

economic situation.
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1 Introduction
Recent entrepreneurship literature emphasizes the role of context determining not

only entrepreneurial behaviour but also the value companies create on various levels (Sauka,
2008). In this light, as argued by Baumol (1990), changes in the context lead to adaptation of
entrepreneurs to new “rules of game”. The rules are introduced by institutions and provide a

setting for entrepreneurial activity.

According to North (1990) institutions are set of rules that regulate people’s
behaviour. Those can be formal institutions meaning codified settings or informal institutions
- moral values and conventions. In his work North (1990) creates a distinction between
institutions and organizations as the last have evolved as a consequence of the institutional
framework. In this paper when referring to term institutions in general we address both
formal and informal institutions. Additionally, when referring to formal institutions we do not
distinguish between institutions and organizations, we use the concept for meaning codified
rules and organizations including parliament, government, tax authority and courts.

According to entrepreneurship literature, trust into institutions is seen as an important
social capital that is crucial in establishing effective market systems (Arrow, 1972; North,
1981; Putnam, 1993; Fukuyama, 1995; Stiglitz, 1999). Low level of trust in institutions is
seen as a straightforward indicator of imperfect institutional framework. Low institutional
trust sets barriers for efficient market economy as people are less willing to enter into partner
relations due to inefficient legal safeguards and sanctions in case of failure (Kolb, Veleva &
Welter, 2008; North, 1990). This implies a specific impact on entrepreneurship — trust in
institutions affects both behaviour and values companies create.

The transition setting is particularly suited for studying the impact of environment
changes on entrepreneurship. Transition countries have undergone tremendous political and
social changes that have reshaped the economic environment. The most important changes
are related to the switch from planned economy to the market economy i.e. private sector.
These changes in both formal and informal institutions shape legal and behavioural
environment which is of a specific interest in our study. Hohman and Malieva (2002) claim
that successful changes in formal institutions do not grant successful transition process, as a
lot is dependent on adjustment and change of informal institutions.

According to Van de Mortel (2002) transition process can be divided in three
transition stages and trust in institutions has a crucial role in passing them. Despite the

importance institutional trust has on the development of transition countries few authors have
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explored the relationship of institutional trust and entrepreneurs’ behaviour in transition.
Moreover, to a large extent the research of transition countries is limited to such countries as
Russia, Belarus, Moldova (e.g. Smallbone & Welter, 2001; 2006). There is no specific
research on smaller countries such as Latvia (also with different previous “tradition of market
economy” than Russia) which is the research object in this paper.

In general, it is hard to determine the transition stage of a country and answering this
question is not in the scope of our study. However, in case of Latvia we rely on the
manuscript by Aidis and Sauka (2008) who defined those stages for various countries
including Latvia basing their evaluation on European Bank of Reconstruction and
Development (EBRD) transition indicators and state that Latvia is in the advanced stage of
transition. According to Van de Mortel (2002) in the last stage of transition formal
institutions are already formed, and harmonization between formal and informal institutions
needs to be attained. The on-going harmonization process allows us to explore successfully
the relationship between trust in institutions and entrepreneurial behaviour.

Drawing on the above discussion, with this paper we aim to contribute to the existing
entrepreneurship literature by further exploring the topic linking concepts of entrepreneurs’
trust in both formal and informal institutions and entrepreneurial behaviour® in transition
setting. Empirically our paper provides deeper insights in the case of Latvia being one of the
post Soviet Union countries.

More specifically the paper has two main aims. First, we are interested in determining
the level of entrepreneurs’ trust in institutions and learn how this influences entrepreneurial
behaviour in transition context, namely Latvia. Secondly, we explore the relationship
between entrepreneurs’ trust in both formal and informal institutions and measure their
explanatory power in relation to entrepreneurial behaviour. Our research questions are
formulated as follows:

- What is the level of entrepreneurs trust in institutions in Latvia?
- How entrepreneurs trust in institutions affects entrepreneurial behaviour in Latvia?

Conceptually, the thesis draws on methodology developed by Mickiewicz, Rebmann
and Sauka (2010), attempting to measure entrepreneurs’ trust in institutions and its effect on
entrepreneurial behaviour. Empirically, the thesis is based on 348 telephone interviews with
higher level representatives and owners of the companies, who were asked to give their
expert view on the whole industry they operated in. The main question clusters were related

! The concept of entrepreneurial behavior is further operationalized for the measurement in the methodology
part of the thesis.
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to formal and informal institutions of Latvia as well as questions measuring the
entrepreneurial behaviour.

The rest of the paper is structured as follows. In section 2 a background for the study
is provided. Section 3 follows with literature review. In section 4 and 5 the methodology and
validity, reliability and biases of the research are presented. Section 6 provides data overview
and presents empirical findings. Section 7 discusses the findings and the last section 8

concludes and provides insights in further study needed.

2 Background of the Study
In order to build a link between entrepreneurs’ trust in institutions and its effect on their

behaviour in Latvia, this section provides general background of the political and economic
situation as well as social processes in the country.

Latvia has been incorporated in Soviet Union for around half a century. Starting from
World War 1l up until 1990s both politics and economics of Latvia were dictated under the
planned economy regime (Embassy of Latvia, n/d). In 1991 Latvia declared restoration of
independence and switched for democracy and liberalization of economy. During the past
two decades Latvia has been a transition economy (Encyclopedia of the Nations, n/d).

In 2004 Latvia joined the European Union and during the following years showed the
highest GDP growth rates among the EU countries (Eurostat, 2010) and together with Estonia
and Lithuania was called the Baltic Tiger. The real growth in 2007 was approximately 4
times higher than the average EU-25 figure, 11.9% and 2.9% respectively (Eurostat, 2010).
However, by the end of 2007 the real growth had ceased as a result of domestic real estate
bubble and global financial crisis (Latvijas Statistika, 2010).

Currently, Latvia seems to have underdevelopment in economics as well as politics.
In the Global Competitiveness Report done by World Economic Forum Latvia takes 84™
place from 139 according to the macroeconomics environment (Schwab, 2010). According to
Kalniete (2010) the fact that after regaining independence there were 15 governments in
Latvia appeared to be harmful for the development and stability of the country. According to
the ranking of institutions by World Economic Forum Latvia got 75" place out of 139.
Respondents of the study recognized such factors as inefficient government bureaucracy,
corruption, policy and government instability among the most problematic factors for doing
business in the country.

According to TNS Latvia research 36% of Latvian society trust courts and judicial

system, 20% trust government and 15% trust parliament. These figures are more than two
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times lower than e.qg. trust in Latvian army or television — 65% and 62% respectively. The
lowest trust level is related to political parties — only 6% of the society trust political parties
(TNS Latvia, 2011).

According to Latvian Ministry of Finance the shadow/illegal economy accounts for
around 32 percent of economic activity in 2010 (Leta, 2010) and one of Latvian Tax
Authority priorities currently is to effectively minimize the proportion of illegal economic
activities and increase the tax compliance (Diena, 2010).

The next section presents a summary of findings from the existing research on the

topics and frameworks needed to base empirical research on.

3 Literature Review
3.1. Institutions

In this work we look at institutions referring to the theory of North (1990), who
defines institutions as “rules of the game in a society”. Institutions are said to be constraints
that shape and guide people’s interaction and sets structure to daily life. Institutions have an
effect on economy by affecting exchange and production costs. North (1990) emphasizes
reduction of uncertainty in the society to be the most important role of institutions.

According to North (1990) institutions can be both formal and informal. Formal
institutions are the official rules set by people for society to follow; they include political,
judicial, and economic rules. However, formal institutions are not always associated with the
most efficient outcome for the society. North (1990) refers to informal institutions as
“invisible rules of the game”, meaning that they usually are not legally enforced. Informal
institutions are reflected in moral values, norms and culture of the society. Both forms tend to
compliment one another, which leads to stronger effect on economic welfare and society
well-being. However, characteristic difference between the two forms is the fact that formal
institutions can be changed very fast, for example, by changing law, while informal
institutions change and develop much slower and it is much harder to control their
development purposefully (North, 1990).

If looking on the effect of institutional framework on entrepreneurship, North (1990)
claims that formal institutions put constraints and create opportunities for entrepreneurship,
while informal institutions establish perception of entrepreneurial opportunities both
individual and collective. Moreover, informal institutions affect the way entrepreneurs
operate via established values and norms embedded deeply in the culture of the society. In

this work by institutions we mean both formal and informal forms of the issue.
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3.2.  Institutions and Trust
In the literature there is no single comprehensive definition of trust as there are

different areas of science as economics, marketing and philosophy amongst others which
approach the issue from different angles. Gambetta (1988) explained trust as “a subjective
probability of the trustee performing an action that is beneficial or at least not detrimental to
other parties”. Bachmann (2001) explains trust as one of the most common mechanisms for
coordinating social expectations and interaction of society by reducing uncertainty and
allowing to make specific assumptions about other parties’ behaviour. In the beginning of
“trust-based relationship” parties make assumptions that other parties will not act
opportunistically (Bachmann, 2001). Similarly Welter et al. (2004) explain trust as a form of
reducing uncertainty by providing information and as a way of managing opportunistic
behaviour.

In the works by Welter et al. (2004) and Welter, Veleva and Kolb (2008) the authors
define trust using its three forms: personal, collective and institutional. According to Welter
et al. (2004) existence of personal trust builds on “initial knowledge about the partner”. In
case of personal trust, partners think that another side will not behave in a harmful way to the
relationship even without any written rules. Collective trust is referred to group behaviour in
wider sense than only basic knowledge of a person; it is more dependent on shared norms and
mutual business conventions which are different in different areas of business. Institutional
trust is said to be trust into political, economic and legal frameworks and informal rules of
these areas (Welter et al., 2004).

From the three forms of trust defined in previous studies, this study focuses its
attention on trust in institutions or as previously introduced — institutional trust. Institutional
trust is seen to be crucial for an efficient market economy. In case of existence of institutional
trust, people easier enter into transactions even with limited knowledge about the partner, as
they believe to be protected by institutions in case of conflict (Welter et al. 2004). Thus, trust
in institutions is seen to be important issue in entrepreneurial environment. The issue of

institutional trust is discussed in more detail in the next section.

3.3. Institutional Trust
Referring to the theory developed by North (1990) institutional trust is approached

from two sides - trust into formal and informal institutions. Trust into formal institutions
stands for control (legal and political framework), while trust into informal institutions

represents the perspective of trust (culture). Trust is affected by both formal and informal
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institutions, but Welter et al. (2004) sees trust itself as a form of informal institutions. Just the
fact of existence of formal institutions is not enough due to the tendency of individuals to act
in an opportunistic and only partly rational way at the same time dedicating a lot of energy in
pursuing self-interests. Moreover, formal institutions need to be efficiently enforced and
legitimized through norms and values of the society to make the system work properly
(Welter et al, 2004).

During the past decade considerable number of researchers paid their attention to the
importance of trust in institutions, several of them are Braithwaite and Levi (1998), Putnam
(1993), etc. Such interest in the issue is explained by Pearce (2011), who claims institutional
trust to be a necessity for developed civil society and well functioning democracy, as it
connects citizens and institutions operating to represent their interests. Moreover, decrease of
confidence in institutions, especially the ones representing democracy is much more
important threat to democracy than loss of trust in particular politicians or other citizens. The
reason for this is the fact that politicians change over time and people change their attitudes
towards particular people relatively fast and easy. But institutions are impersonal and large
bodies and indicators of trust towards them fluctuate much less than towards particular
people. This means that trust in institutions is associated with better indication of public
attitudes and satisfaction (Newton & Norris, 1999).

In order to run business entrepreneurs need to follow both formal and informal
constraints shaped by formal and informal institutions. As stated above individuals tend to act
in an opportunistic and sometimes not fully rational way and pursue self-interests.
Entrepreneurs have their own interests while performing business and not always their
actions are rational and fair. Thus, for entrepreneurs it is important to have well developed
and trustworthy institutions in order to perform their business. In case of existence of
institutional trust entrepreneurs feel more secure as their interests are protected by formal
institutions. Moreover, development of business occurs easier if informal institutions are
highly developed.

Institutional trust facilitates entering into transactions with parties previously
unknown through reducing uncertainty and defining common rules of the game (Raiser,
1999, Zucker, 1986, Welter et al., 2004, Welter & Kautonen, 2005). In successful business
relationships trust in institutions is a need as establishment of personal trust takes much time
and effort (Zucker, 1986). In case of low institutional trust market entry, growth of business
and competition are constrained. At the same time it facilitates unproductive forms of

entrepreneurship (Welter et al., 2004).
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3.4. Institutional Trust in Transition Economies
Looking at different forms of trust, institutional trust appears to be the one with the

slowest development. This is confirmed in the research done by Welter et al. (2004), who
proved that natural development of institutional trust is slower than development of personal
and collective trust, especially in fragile environments. One of the reasons for slow
development is a need of “learning to trust into institutions”, which develops over time
through experiences with institutions (Welter et al., 2008).

Additional attention is paid to exploring trust in slowly developing countries and
countries experiencing transition process from centrally planned to free market economy.
Raiser (1999) argues that institutional distrust is common characteristic of countries which
are slow in economic, political and societal reforms. If personal trust is a viable form of trust
even without any formal institutions, institutional trust requires stability and some
predictability of the institutions (Raiser, 1999; Zucker, 1986).

Countries in the process of transition tend to experience lack of trust in institutions.
Leipold (as cited in Welter et al., 2004) finds mistrust in public institutions coming from the
experiences of social period when ties with family and friends were of great importance, but
institutions were not trustworthy. Contrary to mature market economies, during the transition
process trust framework is less developed, allocation of resources usually is not the most
efficient one and transaction costs are higher (Welter et al, 2004). Dogan and Higley (1998)
explain characteristic institutional distrust in post-Communist countries with a perception of
“Communist-era” leaders to be untrustworthy.

Van de Mortel (2002) proposed to divide transition process into three stages. Sauka
and Aidis (2008) defined those stages for various countries including Latvia basing their
evaluation on European Bank of Reconstruction and Development transition indicators.
According to this classification Latvia is in advanced stage of transition now. According to
Van de Mortel (2002) the last transition stage is associated with ongoing change of economic
behaviour. The change of formal institutions is usually completed in the early stages of the
process while changes in informal institutions take much longer time and are visible in the
end of the last stages of the process. Hohman and Malieva (2002) claim that successful
changes in formal institutions do not grant successful transition process, as a lot is dependent
on adjustment and change of informal institutions. In case this transformation does not take
place, the transition process may regress and return to the previous stage (Van de Mortel,
2002).
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Hypothesis 1: Taking into account that Latvia is in the advanced transition stage and
economic, political and social reforms are slow here, institutional trust among entrepreneurs
is low in the country.

Transition process affects entrepreneurial behaviour in an important way. According
to Van de Mortel (2002) people need to accept the new system and learn how to operate and
trust in it. Without this harmony between formal and informal institutions transition process
cannot be successful. The problem for entrepreneurs might arise due to the condition that
after transformation formal institutions require particular behaviour, which might not be
consistent with the one necessary for entrepreneurs to survive in the existing environment
(Welter, 2006)

3.5. Indicators of Institutional Trust
In order to reveal the level of trust in institutions researchers usually ask people

questions about their attitude towards political system, government, tax authority, and alike.
However, those indicators are not enough to reflect reliable information, due to different
understanding of what particularly is meant by trust. In order to deal with this problem
researchers also look at habitual behaviour, opinions and expectations about related areas
implying on level of trust (Glaeser, Laibson, Scheinkman and Soutter, 2000; Putnam, 1995).
In those researches different determinants of institutional trust were revealed (Folger &
Konovsky, 1989; Murphy, 2004; Welter et al., 2004; Ahmed & Braithwaite, 2005; Levi &
Stoker, 2000; Newton & Norris, 1999).

Government and institutions acting in ways people think to be fair is associated with
creation of institutional trust (Folger & Konovsky, 1989; Murphy, 2004). Existence of
perception that authorities “act fair” increases trust in motives, decisions and long-term plans
of the authority. Polite and respectful treatment of the authority towards people has
significant influence on the feeling of fairness. This means that, in case people perceive an
authority to act fair, treat them with respect and dignity, the level of trust into authorities will
be higher and people will be more willing to act according to the rules and decisions of the
authority (Ahmed & Braithwaite, 2005; Levi & Stoker, 2000).

Both expectations about actions of institutions and government and actual experience
play important role in creating trust. Welter et al. (2005) found that entrepreneurs who had
some positive experience when dealing with authorities or at least did not have negative
experience were much more positive in their opinion about institutions. Newton and Norris

(1999) argue that due to the fact that all citizens are affected by government actions, trust in
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institutions usually is randomly distributed among different personality, cultural and social
types. This means that overall those institutions performing well are recognized by the
society and society answers to the level of performance by the level of trust and further
actions. Moreover, Newton and Norris (1999) claim that actual performance of institutions is
the most important determinant in attitude towards them.

Among the determinants and indicators of trust in institutions is perception of
efficiency and actual power of institutions. Welter et al. (2005) argue that in case people
think authorities ensuring behaviour to act according to rules are strong enough, the level of
trust is higher. This means that if authorities responsible for detection corruption or some
other actions against the law are powerful and do their job efficiently people trust both the
controlling authority and those which are under control. Moreover, the higher is the
punishment for illegal actions, the higher is institutional trust (Welter et al, 2005).

3.6. Institutional Trust and Entrepreneurial Behaviour
Environment surrounding entrepreneur has an important effect on his behaviour.

Baumol (1990) has shown that the way entrepreneur acts is seriously affected by “the rules of
the game”. This means that a lot of entrepreneur’s behaviour can be at least partly explained
by the environmental conditions. Similarly Welter et al. (2004) claim that influential factors
are reflected in economic behaviour as, for example, strategy formulation, regulation of inter-
and intra- firm relationships, networking behaviour etc.

Among other conditions creating environment around entrepreneurship and affecting
entrepreneurial behaviour is trust. In case of “low-trust” environment new market entries and
free competition are burdened, enterprises experience slower growth, at the same time
unproductive and parasitic entrepreneurship are emboldened (Welter et al., 2004). The next

section presents studies on approaches entrepreneurial behaviour can be measured.

3.7. Ways to Measure Entrepreneurial Behaviour
Entrepreneurial behaviour can be addressed from various perspectives. In a research

by Chaudhari et al. (2007) nine components of entrepreneurial behaviour were selected in
order to test their relevance as measurements. Those components are innovativeness,
achievement motivation, decision making ability, risk orientation, co-ordinating ability,
planning ability, information seeking behaviour, cosmopoliteness and self confidence.
According to the results of the study all of the selected components are significant when

measuring entrepreneurial behaviour.
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In researches about the link between institutional trust and entrepreneurial behaviour
several authors used tax evasion as tool for evaluating entrepreneurial behaviour dependent
on the level of institutional trust (Murphy, 2004; Andreoni et al., 1998; Pommerehne, Hart &
Frey, 1994).

Relevance of tax evasion level being a tool for measuring entrepreneurial behaviour is
well explained by rational choice model (Murphy, 2004). According to this model people are
motivated entirely by economic welfare. Opportunities and risks are evaluated and in case
probability of being caught and possible punishment are small enough compared to the gain
from non compliance the law is obeyed. In context of tax payments taxpayer loses money
paid in taxes. If taxpayer evades, he gains, but there is a probability of detection which most
probably will result in punishment and even greater loss than when paying taxes. According
to the rational choice model taxpayer evaluate possible gain, loss, probability of detection and
magnitude of punishment (Murphy, 2004). Thus, the level of tax evasion among
entrepreneurs is a result of serious considerations and calculations, which can be approached
as an indicator of rational entrepreneurial behaviour. In the next section a direct relationship

between institutional trust and level of tax evasion is discussed.

3.8. Direct Effect of Institutional Trust on Tax Evasion
In different countries researchers devoted their time in order to explore the

relationship between trust and tax compliance. It appears that level of trust in institutions
usually has significant effect on such expression of entrepreneurial behaviour as tax evasion.
For example, Scholz and Lubell (1998) looked at the situation in USA and found that the
level of trust in government significantly influenced the level of tax compliance, where a
decrease in governmental trust increased the level of tax evasion. Dissatisfaction with
authorities is associated with low level of trust in them, which leads to unwillingness to pay
taxes (Andreoni et al., 1998; Adams & Webley, 2001; Murphy, 2004). Webley et al. (1991)
proved experimentally that people who are satisfied with government are more wiling to pay
taxes in full amount, while those who did not trust government were more likely to enter into
evasion.

In this context the same relationship should be true also in Latvia, thus, we introduce
the second hypothesis.

Hypothesis 2: Institutional trust is negatively related to the level of tax evasion in

Latvia.
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As explained previously, direct questions about the level of trust are explanatory, but
they also might show not fully reliable results due to different understanding of the issue,
different valuation systems, etc. In order to deal with this problem other indicators which
indirectly imply on the level of trust in institutions are recognized and presented in the next

section.

3.9. Indirect Indicators of Institutional Trust and Their Relationships with Tax Evasion
Different researchers investigated relationships between tax evasion and different

indicators of trust. Positive experience with authorities is among the most important sources
of institutional trust. For example, Pommerehne, Hart and Frey (1994) analyzed the
relationship between government public good provision, waste by government,
considerations of fairness and taxpayers’ compliance. In the model it is assumed that in each
period people decide how much to pay in taxes referring to the experience of the previous
period. It is found that the greater is the gap between person’s optimal choice of public good
provision and its actual level the more others have underpaid taxes. Moreover, the higher
government waste is perceived to be, the less people were willing to pay taxes.

The way how government spends taxpayers’ money affects behaviour regarding
paying taxes. Spicer and Lundstend (1976) argue that taxpayers will not be satisfied if believe
that their tax payments are spent in an inappropriate way. Ahmed and Braithwaite (2005)
argue that in this case people are building their opinion through perceptions of the fairness of
exchange, meaning that people have beliefs about the ways taxes should be spent. In case real
action differs from expectations satisfaction and trust towards government decreases.
Moreover, this will motivate them to pay only part of full tax liability, thus, encouraging tax
evasion.

Hypothesis 3: Perception that government wastes taxpayers’ money has positive
relationship with tax evasion level in Latvia.

Among other determinants of institutional trust which appears to have effect on tax
evasion is a “perception of the fairness of tax burden” (Andreoni et al., 1998). This means
that if taxpayers perceive to be treated unfair by the tax system and responsible authorities,
tax evasion is more likely. One of the possibilities is that taxpayer might believe to be treated
unfair by the nominal tax system in comparison to others. Another possibility is violation of
tax rules by tax evasion of other people resulting in unfair dispersion of tax payments among
people. Ahmed and Braithwaite (2005) also agree that the concept of fairness is much more
important for people if measured in relative terms by comparison to others. In case of
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perception of unfair treatment tax payers could evaluate costs of cheating and find it
rationally more beneficial. This is proven in the experiment done by Spicer and Becker
(1980), where individuals told to pay higher taxes than others evaded by higher amounts if
compared to those who were told that their taxes were lower than taxes of other people.

Hypothesis 4: Entrepreneurs’ perception of fairness of tax system has significant
effect on tax evasion in Latvia.

Strong influence on tax compliance is coming from receiving tax funded benefits.
Empirical tests showed that positive experience connected with receiving public goods
financed by taxes tends to improve institutional trust, resulting in decrease of tax evasion,
while an opposite experience of non-receiving such benefits results in lower levels of trust
and tax payments (Alm, Jackson & McKee, 1992; Scholz & Lubell, 1998).

Hypothesis 5: Belief of entrepreneurs to receive benefits financed by taxes has
negative effect on tax evasion.

Trust into institutions also reveals in perception of power and efficiency of controlling
institutions. This means that while deciding on behaviour concerning tax evasion, taxpayers
evaluate possible gain, loss, probability of detection and punishment (Murphy, 2004). The
study by Andreoni et al. (1998) also confirms rational choice theory by experimental results.
Experimental studies show that the probability of audit and penalty rate has positive
correlation with compliance, meaning the higher is the probability of audit and the higher the
penalty rate, the higher is tax compliance.

Hypothesis 6: The probability of detection not paying taxes has inverse relationship
with tax evasion in Latvia. That is, if entrepreneurs think there is a small probability of
detection, they will evade paying taxes more than if the probability of detection is high.

Informal institutions are revealed in forms of moral values, feeling of duty and
emotional connection. All these indicators reveal the framework of informal institutions and
affect entrepreneurs’ behaviour in their way of dealing with tax payments (Kagan & Scholz,
1984). People may be concerned about social problems and damaging their reputation a lot,
which might affect their decision whether to evade or not. In their work Ahmed and
Braithwaite (2005) explain one of the reasons of voluntary paying of taxes by so called “tax
morale”, explained more in a study by Frey (1997), who refer to the belief of people that tax
paying is the right thing to do.

Hypothesis 7: If entrepreneurs in Latvia think that paying taxes is the right thing to

do, the level of tax evasion is low.
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The next section of this thesis explains methodology used in order to perform

analysis.

4 Methodology
From the research perspective trust is a specific topic, due to lack of certainty in how

to measure it. Putnam (1995) suggests to look not only on direct answers about the level of
trust, but to pay attention to behavioural indicators. The reason for this is threat that
respondents might understand meaning of trust differently, while actual behaviour clearly
implies on respondents’ attitudes. Glaeser, Laibson, Scheinkman and Soutter (2000) asked
two types of questions in their survey: direct questions about level of trust and questions
about behaviour indirectly indicating level of trust.

The methodology used in this research is developed by Prof. Tomasz Mickiewicz,
University College London, Dr. Anna Rebmann, University College London and Dr. Arnis
Sauka, Stockholm School of Economics in Riga. The methodology is consistent with
suggestions of knowledgeable researchers in the field to measure trust both directly and on a
behavioural level. As suggested by Gerxhani (2007) two main approaches could be used in
the survey: direct questions about respondents (non)compliance with taxes and gradual
approach, which suggests to embed sensitive questions into non sensitive ones. Respondents
are asked to answer direct questions not about themselves but instead about, for example,
their environment and friends. These answers are considered to indicate respondents’
behaviour as well (Gerxhani, 2007). In our case all the respondents were approached as
industry experts instead of individual company representatives.

According to the review by Gerxhani (2007) questionnaire method is the most
suitable for investigating the issue of tax evasion. This method is advantageous as it provides
detailed insights “on the dynamics behind (non)compliance”. Main reasoning of using
telephone interviews for data collection is provision of accurate data collection which suites
the needs of the research question and the model used to answer it. Additionally, interviews
over the phone are more convenient as time on arranging physical meetings and the time to
travel do not need to be wasted. Furthermore, telephone interviews are less personal, thus,
interviewees feel more comfortable on answering delicate questions. Finally, during the
interviews the interviewer has a possibility to explain questions in case of incomprehension,
thus, the proportion of questions answered is higher.

In order to gather data a survey with 29 questions was created (see appendix A). The

questions can be divided into three types: Likert scale questions asking to what extent
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respondents agree with the statements, multiple choice questions and open ended questions
mostly defining respondents’ demographic indicators.

The questions in the first section reveal respondents’ attitude towards the Latvian
taxation system. They are followed by the questions regarding attitude towards the Latvian
tax authority and the severity of the punishment for tax evasion. Section three aims to reveal
attitudes towards the political system and political institutions. The perceived benefits from
the social system and other redistribution mechanisms are addressed in section four. Moral
values and believes are determined in section five. Attitudes towards national economic
performance are addressed in section six. Sensitive questions on misreporting are asked in
section seven. Finally, sections eight and nine disclose general information about the
company and respondent respectively.

Prior to launching the survey and starting data gathering piloting of the questionnaire
was performed. This allowed improving formulation of the questions which granted higher
response rate and more valid responses.

The link between entrepreneurs’ trust in institutions and behaviour is measured using
a proxy - tax evasion. In our model tax evasion is a dependent variable. In order to
operationalize it, three multiple choice questions were asked related to underreporting of net
profit and number of employees employed as well as legal salaries vs. illegal salaries paid.
All the possible answers included the same proportions and were later codified using values
from 1to0 5.

In order to answer to the first research question about the level of trust as noted before
we examine in more detail both direct questions asking about the level of trust as well as
related behavioural questions. To avoid biases related to respondent’s interpretation of the
concept and level, direct questions are complemented with other related questions. For
example, we asked: “How much confidence do you have in Latvian parliament?” The
answers were recorded on a 4-point Likert scale: “Not at all”, “Not very much”, “Quite a lot”,
“A great deal”. Then more elaborative question on Latvian democracy followed: “On the
whole, how satisfied are you with the way democracy works in Latvia?” The answers were
recorded on 4-point Likert scale: “Not at all satisfied”, “Not very satisfied”, “Fairly satisfied”
and “Very satisfied”. Based on these answers mean analysis and hypothesis testing to
evaluate statistical significance of the results are performed. This enables us to evaluate the

level of entrepreneurs trust in institutions.
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In order to answer to the second research question about entrepreneurs trust in
institutions and how it affects entrepreneurs’ behaviour OLS linear regression analysis was
made. We utilize a set of independent and control variables as described in appendix B.

The regression analysis allows examining which factors determine tax evasion and,
thus, we can speculate about the entrepreneurs’ behaviour.

Questionnaire was prepared in Latvian, Russian and English as a large share of
owners and representatives of companies do not speak Latvian. However, only questionnaires
in Latvian and Russian were used as none of the respondents wanted to answer in English.

Empirically, thesis draws on a randomly sampled 348 telephone interviews with
companies’ top managers and/or owners. The length of the interview was approximately 15
minutes. The sample was provided by Lursoft database - the official registry of Latvian legal
entities. The interviews were conducted in Latvia during a period November, 2010 - January,
2011,

The next subsection explains reasoning and provides methodology for creation of

indices used in regression analysis.

5 Creation of Indices and Amendments in Data Set
Indices were created in accordance with the model used. Creation of indices allows

reducing the number of variables via merging the ones measuring the same issue. Moreover,
justified ability to create indices implies on the level of reliability of the results, namely, if
variables indicating similar issues are possible to merge into an index, results are more
reliable, as people have answered in a same way to similar questions.

When creating indices a rule of thumb was used regarding the indicator of Cronbach’s
alpha. For merging three and more variables Cronbach’s alpha needs to be greater than 0.7 in
order to provide consistent index. Individual variables were excluded if deleted they granted
higher Cronbach’s alpha. In cases where index was created from two variables, correlation
coefficient higher than 0.6 was lowest accepted for merging the two variables. Those
variables, which according to the model were supposed to be merged in index, but were
excluded due to the result of Cronbach’s alpha, are added as separate variables in the
regression. Created indices are shown in appendix B.

In order to merge some of the variables into indices several amendments were made in

the data set, those changes are summarized in appendix C.



Gudino, Liseks 19

6 Validity, Reliability and Bias of the Study
The research can be useful and valuable only if it is consistent with indicators of

internal and external validity and the results are reliable. In this part of the thesis issues of
validity and reliability are discussed and possible biases in the work are presented.

Level of internal validity represents how valid are inferences regarding causal
relationships (Trochim, 2006a). To be confident in internal validity estimators of causal effect
should be unbiased and consistent. Different techniques were used in order to maximize
internal validity of the study. Firstly, the mechanism of sample selection was accurately
developed in order not to influence availability of data. We chose telephone interviews as
they are maximally anonymous, at the same time they allow to gather a lot of valuable
information and give explanations in case of uncertainties. Moreover, as in the focus of our
study are entrepreneurs, respondents were approached via telephones during working time.
This eliminates possibility to exclude anybody from the sample.

In our study there is a threat to internal validity, which is hard to control and predict.
During the process of data collection and recording different mistakes could be made causing
errors in variables. However, as interviewers had printed copies of a survey and they just
needed to circle the answer, we consider possible errors to be insignificant. Another threat to
internal validity is outliers. In our study most of the measurements are taken in 5-point Likert
scale, which sets limits to answers. Due to this we eliminate possibility to have outliers which
could affect results in a significant way.

External validity mainly refers to the process of generalization. It is important that
results obtained from the sample are valid and representative enough to make predictions
about entire population. Another angle of external validity refers to the possibility of making
conclusions about other populations (Shuttleworth, 2009). In order to draw conclusions about
population, sample needs to be large and random. In our case sample size is large enough and
random. Altogether 866 telephone calls were made. The attained response rate was 40.2%
which is considered to be very good, especially taking into account the specifics of the topic
which included very sensitive questions. Overall, 312 respondents (36%) said they were not
willing to answer the questions, 112 respondents (12.9%) were busy and could not talk at the
moment of calling, 94 respondents (10.9%) asked to call back later but did not answer at the
specified time.

Main threats regarding external validity come from people, places and time. External
validity is high if conclusions of the study also hold for other people in other places and time

(Trochim, 2006Db). In our case we can say that other countries as, for example, other Baltic
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states should have similarities in their trust framework and its effect on entrepreneurial
behaviour. However, due to differences in development of the countries a research should be
made before generalizing. Hence, knowing that institutional trust is the one with the slowest
development we conclude that from this angle external validity is high enough. By this we
mean that also after some time our findings and conclusions should be valid for Latvia.

Measures are considered reliable if repeating the research it produces the same results
(Trochim, 2006c¢). It is hard to predict whether the results of this research would be the same
if research was repeated. However, the fact that we used different indicators of trust and tax
evasion (both direct and indirect questions were asked about the issues) and could merge
them into indices adds reliability to our measures.

Although we have considered different threats and tried to develop our work in a way
to get valid and reliable results, there is still a possibility to have some biases in the results.

The questionnaire includes sensitive questions about tax compliance. Thus, there is a
risk of receiving not honest answers. In order to avoid this problem, all interviewees are
approached as industry experts and asked to express their view on industry level not their
own company. All the questions are formulated indirectly and unanimity to all the
respondents is granted. Moreover, the most sensitive questions are asked in the end of the
interview because then interviewees are already warmed up and feel more secure and free.

In most of the questions interviewees are asked to express their attitude towards the
issue according to the scale of given values. Results of the questionnaire could be biased due
to different valuation systems of respondents. The most common difference comes in
valuation of median value, as some respondents perceive it as “don’t know”, while some
choose it if they are indifferent about the issue. In order to reduce this kind of uncertainty and
bias, after asking a question and before receiving an answer, interviewer defines meanings of
all the values.

In the next section results of the study are introduced.

7 Results
This paper is focused on the effects of different determinants of institutional trust on

tax evasion used as a proxy for entrepreneurs’ behaviour. Additionally demographic
characteristics were included in order to provide descriptive statistics of the sample.
Variables were chosen, indices were created and regression was run in accordance with

Mickiewicz, Rebmann and Sauka’s model (2010).
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7.1.  Descriptive Statistics
Overall 348 questionnaire forms were filled after interviewing owners/ managers of

the companies of Latvia. Some respondents did not answer all the questions. In order to deal
with missing data, the missing values were imputed through expectation maximization

algorithms.

Demographics

51.4% of respondents were females, 46.8% males, but in 1.7% cases the gender was
not stated. The largest part of the respondents (32.2%) was in an age group of 30-39 years.
Slightly less represented age group is 40-49 years old (29.9%). A part of respondents older
than 50, but not older than 59 years is 22.1% large. Other groups were much smaller — all
below 10%. 53% of the companies were founded after the year 2000. Most of the respondents
have bachelor’s degree (55.7%), quite a large share have secondary school education (29%),
11.2% and 1.5% of respondents have master’s and doctor degrees respectively. 79.3% of
respondents are Latvians, 15.2% Russians and the rest were other nationalities. Significantly
dominating group of owners is domestic only — 90.8%. 3.4% of owners are foreigners, while
for 4.3% of the surveyed companies’ ownership structure is mixed. More than a half of
respondents’ businesses are located in Riga (54.6%). If looking at division by industries more
than a half of the companies provide different services (50.6%). More than one fifth deals
with trade (22.7%), while 12.1% constitute production and processing industry. 7.2% of the

companies are in construction industry. Other results are shown in Appendix D.

Indicators of Trust

There are 3 main indicators of trust in institutions in the model: trust in political
system (TPOLSYS), trust in government (TGOV) and trust in tax authority (TTAUTH).
These indices are operationalized by questions measured in Likert scale, thus, by exploring
the mean values the level of trust in institutions can be determined.

The mean value of trust in political system is 2.6922 (5-point Likert scale: 1 is “Not at
all”, 2 is “Not very much”, 3 is “Neither trust nor distrust”, 4 is “Quite a lot”, and 5 is “A
great deal”). In order to test whether mean value is statistically different from value 2
indicating “not very much”, a hypothesis testing is done and it results in t-value=12.331.
Knowing this result we have to reject a hypothesis stating that there is no significant

difference between mean value of trust in political system and value 2. Thus, we conclude
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that mean value of trust in political system is significantly different from “not very much” in
positive direction.

The mean value of trust in tax authority is 3.3419. The result of t-test is 7.417, thus,
we have to reject a hypothesis that there is no statistical difference between mean value of
trust in tax authority and value 3. From all three indicators of institutional trust, trust in tax
authority has the highest mean value. Due to statistical difference of the mean from 3 (neither
agree nor disagree), we can conclude that in this case trust in tax authority has some positive
meaning.

The mean value of trust in government is 2.0592. The value of t test is 1.488. In this
case we fail to reject hypothesis stating that there is no difference between mean value and
value of 2. This means that on average respondents not very much trust government. For

more detailed results of all hypothesis tests see appendix E.

7.2. Regression Results
The regression was run in accordance with Mickiewicz, Rebmann and Sauka’s model

(2010), which has 19 independent and 10 control variables measuring effect of different
indicators of trust and demographic characteristics on the dependent variable — level of tax
evasion. According to R squared value, independent variables explain 23% of the variance of
dependent variable. The ANOVA test states the regression model to be significant (Sig. =

0.000) (Appendix F). Below there is a table showing regression results.
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Coefficients?

Model Standardized
Unstandardized Coefficients Coefficients
B Std. Error Beta t Sig.

1 (Constant) 3.560 .885 4.022 .000
TPOLSYS -.053 .061 -.060 -.860 391
TGOV -.012 .091 -.010 -.131 .896
TTAUTH -.017 .063 -.017 -.275 784
FTSYS .100 .091 .064 1.093 .275
STAXSY -.005 .046 -.007 -.117 .907
GOVSUPENTRE .024 .041 .034 .587 .558
NEEDSUP -.038 .045 -.046 -.836 404
PUNISH -.385 .066 -.350 -5.839 .000
UREPconseq .088 .059 .084 1.478 .140
SRSINFLU .039 .045 .048 .870 .385
FOLSRS -.076 .043 -.098 -1.749 .081
CHEATTAX -.066 .038 -.098 -1.729 .085
INCDIF -.002 .044 -.003 -.046 .964
RESP -.055 .048 -.067 -1.149 .252
GOVPERCH .059 .059 .065 1.013 312
ECSIT -.110 .065 -.102 -1.692 .092
LAT .287 .249 .128 1.153 .250
RUS .057 .269 .023 212 .832
RIGA -.043 .213 -.024 -.203 .839
VIDZEME -.294 .239 -.116 -1.227 221
KURZEME -.059 .237 -.023 -.247 .805
ZEMGALE .008 .258 .003 .032 974
SECOND -.069 450 -.035 -.154 .878
BACH -171 440 -.094 -.387 .699
MASTER -.220 .459 -.080 -.480 .632
HELPCOUNT .076 .042 .103 1.808 .072
BELATCOM .005 .060 .005 .088 .930
RECSUP .016 .043 .021 .363 717
AGE -.007 .005 -.088 -1.547 .123

a. Dependent Variable: TAVOID
Table 1: Regression results
Source: Created by authors
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There is a set of independent variables which are not significant even at 25 percent
significance level. According to the regression results these independent variables do not
have any explanatory power on dependent variable in our sample. These variables include:
trust in political system (TPOLSYS), government (TGOV) and tax authority (TTAUTH),
fairness of tax system (FTSYS, STAXSY), benefits entrepreneurs receive from government
(GOVSUPENTRE, NEEDSUP, RECSUP), influence of state revenue service (SRSINFLU),
attitude towards redistribution of income (INCDIF), attitude towards social protection
(RESP), impact of economic crisis on attitudes towards government (GOVPERFCH) and
feeling of attachment to society (BELATCOM).

There is one independent variable being significant at 15 percent significance level —
severity of punishment if caught (UREPconseq). However, the beta coefficient for the
variable is positive (0.088) indicating the more severe is the punishment the greater is tax
evasion. Possible explanation could be an assumption that if punishment is severe, than
people will engage in tax evasion only for large amount of money. This means that they will
not risk to be punished for small gain. However, there is no empirical proof for this in our
work, thus, in order to explain this a further research would be needed.

Variables of law abidingness (FOLSRS, CHEATTAX), evaluation of economic
performance (ECSIT) and feeling of attachment to the country (HELPCOUNT) are
significant at 10 percent significance level. The first three variables have negative beta
coefficient stating reverse relationship between positive increase in perception of the factor
and tax evasion. The last HELPCOUNT has positive beta coefficient estimate, meaning the
more entrepreneurs feel attached to the country the greater is tax evasion holding all other
factors constant.

The strongest effect on dependent variable comes from a variable indicating a chance
of being caught if trying to evade (PUNISH). The beta magnitude is -0.385 and it is
significant at 1 percent significance level.

Demographic variables such as binary variables for Latvian nationality (LAT) and
Vidzeme region (VIDZEME) are statistically significant at less than 25 percent level. Age
variable (AGE) is statistically significant at less than 13 per cent level. The beta value for
Latvians is positive 0.287. Region Vidzeme and age have negative coefficients of -0.294 and
-0.007 respectively.

The next section provides discussion of the results, which also results in giving

answers to the hypotheses set.
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8 Discussion of the Results
The results of the studied sample support the links between the entrepreneurs trust in

institutions and their effect on entrepreneurial behaviour as described in the literature.
However, there are also independent variables that lose their explanatory power and do not
support the evidence from the literature review. This section focuses on answering the
hypotheses and research questions set, tries to find reasoning to the results.

In response to our first research question regarding the level of entrepreneurs trust in
institutions the results show that the lowest trust level among entrepreneurs is in government
with mean value 2.0592 out of 5. The result for trust in political system is better (2.6922) and
hypothesis testing recognized significant difference from value representing “not very much
trust”, which means that trust in political system is significantly higher than trust in
government. From all three institutions researched the highest trust is in tax authority with
mean value 3.3419. Hypothesis testing recognized that the mean value is significantly higher
than 3, which represent “neither trust nor distrust”. Thus, we can conclude that trust in tax
authority posses some positive meaning.

Relatively low result for trust in government can be associated with a tendency of
Latvian governments to lose stability and ministers’ involvement in different scandals.
Slightly better result for trust in political system can be explained by the fact that there were
occasions of change in government made by Latvian parliament because of society’s
dissatisfaction with the work of government. The tax authority has the highest trust level if
comparing among analyzed institutions. It has tried to position itself as an open and
cooperative institution for entrepreneurs. It seems that people do not associate recent increase
in tax rates with the tax authority and understand that the tax authority is not the one issuing
the rules about tax rates, otherwise the level of trust in institutions should be much lower.
From the results we can conclude that the level of trust in institutions in Latvia is relatively
low according to our 5-point Likert scale since positive attitude of entrepreneurs towards
institutions is revealed by the values 4 and 5. This is consistent with the first hypothesis
stating that Latvia similarly to other transition economies has low level of trust in institutions
among entrepreneurs.

According to the previous researches institutional trust has inverse relationship with
the level of tax evasion (Webley, 1991; Scholz & Lubell, 1998; Andreoni et al. 1998; Adams
& Webley, 2001; Murphy 2004). In this research institutional trust is measured with three
indices: trust in political system, trust in government and trust in tax authority. The results of

the regression are consistent with the findings of previous researches as estimates of the
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coefficients have negative sign. However, the effects of all three indicators of trust on the
level of tax evasion are statistically insignificant. This means that even if entrepreneurs
estimate their trust in institutions with higher confidence (greater trust) there would not be
any significant behavioural change i.e. the level of tax evasion would not be influenced
holding all other factors constant. Thus, we have to reject hypothesis 2, which states that trust
in institutions is negatively related to the level of tax evasion in Latvia. The fact that all three
indices consist of several variables measuring trust into particular institutions both directly
and indirectly and that there are three different indices representing trust in different
institutions adds reliability to the results. The results regarding effect of institutional trust on
the level of tax evasion can be explained by the fact that the works reviewed and used as a
basis for the hypothesis analyzed developed economies where trust in institutions is higher
and, thus, the link between trust and entrepreneurs’ behaviour (tax evasion) is also
established and developed, which does not apply to transition economies such as Latvia.

When paying taxes people usually have their own opinion of how this money should
be spent. In case reality differs from *“the way it should be done” people are not satisfied and
trust towards government decreases (Spicer & Lundstend, 1976; Ahmed & Braithwaite,
2005). Thus, after studying the literature about the issue we formulated hypothesis 3, which
mainly states that perception of money waste from the government side is associated with
higher level of tax evasion. In the survey used for data gathering respondents were asked to
express their attitude towards the way government spends taxpayers’ money. This variable
was a component of an index measuring trust in government. As previously mentioned,
according to our results we do not find a significant relationship between trust in government
index and tax evasion. On the same grounds, we conclude that entrepreneurs’ behaviour is
not affected by the perception of government wasting taxpayers’ money (tax evasion proxy is
not influenced by changes in the index). We assume that lack of causality in this case is
because entrepreneurs decide whether to pay or not basing their decision on other factors than
perception of government wasting money. For example, probability of being punished or
severity of punishment if caught might play much more important role in this case for
entrepreneurs.

The level of trust in tax authority is affected by the existing tax system. Andreoni et
al. (1998) claim, that in case people believe to be treated unfair by the tax system in both
nominal and relative terms, they are more likely to change their behaviour in favour of tax
evasion. In this research perception of the fairness is measured by direct question about

satisfaction with tax system in Latvia and index consisting of relative comparison to the
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amount other companies are paying in taxes. After running the regression both those
measures were insignificant. Thus, we conclude that according to the studied sample the level
of tax evasion among entrepreneurs is not affected by the perception of fairness of tax system
in both nominal and relative terms and reject hypothesis 4. If entrepreneurs change their
perception of fairness of tax system, still it would not change entrepreneurs’ behaviour
regarding tax evasion. The results show that respondents have quite similar opinion about tax
burden regarding their own company and other companies in the industry. This means that in
most cases if respondent thinks that his company should pay less in taxes, he thinks that other
companies should also pay less.

After studying the works by Alm, Jackson and McKee (1992) and Scholz and Lubell
(1998) we set a hypothesis 5 consistent with the findings of the researchers: entrepreneurs’
confidence in receiving benefits financed by taxes has negative effect on tax evasion. The
relationship was tested using three variables and all three appeared to have insignificant
effect on tax evasion. Thus, we reject hypothesis 5 and conclude that government benefits to
the companies and individuals do not affect entrepreneurial behaviour. In this case we again
explain this result by a condition that when deciding on whether to evade or not entrepreneurs
are more concerned about other factors than received benefits from the government.
However, in order to reveal true reasoning further research would be needed.

Andreoni et al. (1998) claims that probability of audit and penalty rate has positive
relation with tax compliance. In consistence with this finding we set hypothesis 6. The
variable measuring respondents’ perception of probability of being caught if evading has the
strongest effect on tax evasion. According to our results if the probability of being caught if
evading is increased by 25% then the level of tax evasion is decreased by 9.625% holding all
other factors constant (more detailed explanation on this result is in appendix G). This result
is significant even at 1% significance level, thus, we approve hypothesis 6. We find support
for rational choice model described by Murphy (2004) that if the value of possible benefits
from tax evasion is decreased by the estimated costs of punishment, entrepreneurs are more
willing to comply with the rules. In addition to direct punishment costs there are also costs of
reputation which also motivate tax compliance, however, it was not measured in the scope of
our study.

Moral values are said to have significant direct relationship with behaviour of people
(Kagan & Scholz, 1984). In our analysis we looked at two variables which were
operationalized by different questions. Firstly, respondents were asked to evaluate whether

cheating on taxes can be justifiable. The variable measuring this issue has statistically
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significant negative beta estimate. By this we conclude the more respondents find cheating on
taxes to be unjustifiable, the lower is the level of tax evasion. However, in economic terms
the effect is quite weak. If the perception of tax cheating being unjustifiable is increased by
one unit, the tax evasion diminishes by 1.65%. In another question respondents were asked to
express their agreement on the thought that people should follow the decisions of the State
Revenue Service even they do not agree with them. Statistically significant result allows
concluding that the more people think that following the rules is the right thing to do the
lower is the level of tax evasion. In economic terms this means that in order to decrease tax
evasion by 1.9% the entrepreneurs’ law abidingness perception should increase by one unit
which in our case equals 25% holding all other factors constant. Regression results on both
variables are consistent with the findings of previous studies discussed in the literature review
of this work and support our hypothesis 7.

Several control variables appeared to have significant effect on the level of tax
evasion. Index representing attitude and expectations about economic situation consists of
respondents’ evaluation of present economic situation if compared to the one a year ago and
their expectations about the future economic situation. Improving the perception of economic
situation by one scale unit decreases the tax evasion by 2.75%. The more people are positive
in their attitude and expectations about the economic development of the country, the less is
tax evasion. We assume that the finding might also be related to the condition that in good
economic situation entrepreneurs do not have cash flow problems, thus, can “afford” paying
taxes.

The feeling of attachment to the country was also included in the regression model as
a control variable. It reflects the concern of people about whether their actions help the
country. The result of estimate (0.076) is unexpected as the positive sign means the more
people are concerned whether their actions help the country, the more they evade tax
payments (a=10%). If perception of helping the country is increased by one unit of our Likert
scale, the tax evasion increases by 1.9% holding all other factors constant. The phenomenon
is rather hard to explain and demands further research. It might be speculated that people
believe that they themselves can better allocate money via spending than tax system does in
helping the country.

To sum up the discussion above we can answer our second research question that
entrepreneurs trust in political system (parliament), government and tax authority does not
affect the entrepreneurial behaviour. Similarly, we do not find support for trust in fairness of

tax system, benefits entrepreneurs receive from the government having significant
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explanatory power on entrepreneurial behaviour. On the other hand, in line with the literature
we find that a chance of being caught, law abidingness and evaluation of economic situation
are reliable determinants of entrepreneurial behaviour in Latvia. Contradictory evidence is
related to feeling of attachment to the country. According to our sample we find an opposite
relation to behaviour to what has been observed in the previous researches.

From the results demographic factor age can be described as having a significant
negative impact on entrepreneur behaviour at alpha less than 12%, however, the economic
effect is quite weak. If the age of an entrepreneur increases by one year then the level of tax
evasion decreases by 0.175% holding all other factors constant. This can be associated with
the fact that the older generation was raised up in the Soviet Union times, when law
abidingness was very strong and they are “used” to pay taxes.

From all other demographic factors none has statistically significant effect on
entrepreneurial behaviour. Being Latvian (LAT) and being from region Vidzeme
(VIDZEME) are significant only at 25 percent significance level, which is the highest
significance level after age from demographic indicators. Thus, we conclude that from all
demographic indicators only age has some significant effect on tax evasion, while other
indicators appeared to be insignificant. We explain regional differences to have not
significant effect because Latvia is relatively small country to possess important differences

among regions.

9 Conclusions
According to Baumol (1990) environment significantly affects entrepreneurs’

behaviour. One of the elements creating environment is trust in institutions which is also a
part of social capital needed to establish effective market systems (Arrow, 1972; North, 1981,
Putnam, 1993; Fukuyama, 1995; Stiglitz, 1999). This implies a specific impact on
entrepreneurship — trust in institutions affects both behaviour and values companies create.

The issue of institutional trust gains additional importance in transition economies.
Significant political and social changes affect also economic environment, i.e. switching to
market economy. Hohman and Malieva (2002) claim that successful changes in formal
institutions do not grant successful transition process, as a lot is dependent on adjustment and
change of informal institutions.

Latvia is a good example of transition economy that has entered the advanced stage of
transition (Aidis & Sauka, 2008). In this stage formal institutions are already formed and

harmonization between formal and informal institutions need to be attained (Van de Mortel,
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2002). In our thesis we explored the relationship between trust in institutions and
entrepreneurial behaviour during the harmonization process.

After conduction of 348 telephone interviews with top managers and owners the data
enabled us to contribute to the existing entrepreneurship literature by further exploring the
topic linking concepts of entrepreneurs’ trust in institutions and entrepreneurial behaviour as
measured by tax evasion proxy. Empirically our paper provides deeper insights in the case of
Latvia being one of the post Soviet Union transition economies.

In our thesis we found partial confirmation for the theory on institutional distrust in
transition economies. There is a lack of trust in government among entrepreneurs in Latvia.
The level of trust in political system is slightly higher and on average entrepreneurs cannot
distinguish whether they trust or distrust political system, answering that they have neutral
opinion. From the three institutions explored the tax authority has the highest level of trust,
which is significantly higher than neutral position measuring in positive direction of trust
level. The results are associated with the processes in the country. Since regaining
independence the Latvian government has been rather unstable compared to parliament,
while tax authority has followed a rather stable development strategy.

Our results only partially confirm the links of trust in institutions having influential
power in explaining the entrepreneurial behaviour. We do not find trust in government,
political system and tax authority to have significant influence on entrepreneurial behaviour
as stated in previous studies. Similarly, fairness of tax system, perception of government
wasting taxpayers’ money and benefits entrepreneurs receive from government fail to explain
entrepreneurial behaviour in Latvia according to the studied sample.

On the other hand, as suggested by the literature we found moral values of law
abidingness, evaluation of economic situation and probability of punishment in particular
playing a significant role in explaining entrepreneurial behaviour. However, there is a
contradictory finding related to feeling of attachment to the country. We found that the more
entrepreneurs are concerned whether their actions help to the country, the worse is
behavioural aspect of tax evasion. One of the explanations could be that people believe that
they themselves can better allocate money via spending than tax system does in helping the
country. However, in order to find precise answer further research would be beneficial.

Demographic factors are not very helpful in explaining the relationship between
entrepreneurs’ trust in institutions and how it affects entrepreneurial behaviour in case of
Latvia. We found that only age has statistically significant explanatory power, however, the

economic effect is weak.
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Although we tried to maximize validity and reliability and minimize biases of our
thesis, there are still some shortcomings present. The minor issues include possibility that
respondents were not honest while answering due to the specifics of the topic studied and
possible different understanding of the Likert scale values. We also consider that our work
would benefit from involving experts of the field including representatives of institutions
studied. Knowing opinions of professionals, we could better explain reasons and causes of
our results.

With the purpose to better understand the nuances explaining the relationship of
entrepreneurs trust in both formal and informal institutions with entrepreneurial behaviour in
Latvia further research is suggested. Currently our thesis applies an existing model developed
by Mickiewicz, Rebmann and Sauka’s (2010). The model is well supported by the existing
literature; however, many explanatory variables lose their power in explaining the
relationship. Under the current setting we are not able to provide supported facts and explain
the insignificant relationships. Thus, further research would be needed in order to discover
why some explanatory variables lose their significance. Eventually the theory on
entrepreneurs trust in institutions and its effect on entrepreneurial behaviour could be

expanded after the research.
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Appendices
Appendix A

Interview questions: English
Good day,
Entrepreneurship department of the Stockholm School of Economics in Riga conveys a research about shadow
economy in Latvia and factors that affect it. Experts from different fields are asked to comment on the situation
by answering to the interview questions. We would like also you to participate in the research as an expert of
your own industry. Some questions might seem delicate, thus, we guarantee anonymity. All the results will be
aggregated and presented purely in statistical terms, identity of the company or respondent will not be included
in our database. The database will also be used for writing a thesis paper on a similar topic.

Attitude towards the Latvian tax system
1. Please evaluate your satisfaction with the tax system in Latvia

Not at all satisfied Unsatisfied Neither satisfied Satisfied Very satisfied
nor unsatisfied
1 2 3 4 5
2. In your opinion, do the following groups should pay more or less tax?
Should pay... | Much A bit Pay fair | A bit less Much less
more more share

Your business 1 2 3 4 5
Any Small businesses 1 2 3 4 5
Businesses in Your industry 1 2 3 4 5
Large businesses 1 2 3 4 5
All businesses 1 2 3 4 5

3. Overall, how dissatisfied or satisfied are you with the way the government spends

taxpayers’ money? (Please circle a number)

Not at all satisfied Unsatisfied Neither satisfied Satisfied Very satisfied
nor unsatisfied

1 2 3 4 5




Gudino, Liseks 40
Attitude towards the Latvian state revenue service
4. Please evaluate your satisfaction with the performance of the State Revenue Service in Latvia
o o Neither satisfied o o
Not at all satisfied Unsatisfied o Satisfied Very satisfied
nor unsatisfied
1 2 3 4 5
5. To what extent do you agree with the following statements about the State Revenue Service:
The State Revenue Service ... Strongly ) ) Strongly
) Disagree Neither Agree
disagree Agree
competently administers the tax system 1 2 3 4 5
administers the tax system fairly 1 2 3 4 5
acts in the interest of all citizens 1 2 3 4 5
is generally honest in the way it deals with
1 2 3 4 5
people
listens to powerful interest groups not to
. 1 2 3 4 5
ordinary people
is corrupt 1 2 3 4 5
6. The following questions relate to the power that you perceive the State Revenue Service as having.
a. To what extent do you disagree or agree with the following:
The State Revenue Service ... Strongly ) ) Strongly
) Disagree Neither Agree
disagree Agree
can't do much if a small business decides to
. 1 3 4 5
defy it
can't do much if a self-employed taxpayer L 3 A .
decides to defy it

b. If a typical firm in your area of activity underreports its income to State Revenue Services

what do you think the chances are that it

will get caught?

About zero/0% About 25%

50/50

About 75%

Almost certain/100%

¢. If a small business underreports the number of employees it employs, what do you think the

chances are that it will get caught?

About zero/0% About 25%

50/50

About 75%

Almost certain/100%

d. If a small business underreports the salary of employees it pays, what do you think the chances

are that it will get caught?

About zero/0% About 25%

50/50

About 75%

Almost certain/100%

e. If a firm did get caught seriously underreporting how severe are the typical consequences:

It will suffer
Not severe at all, ] )
o some financial
minimal impact )
penalties

It will suffer serious
financial penalties and

become unprofitable

It will suffer serious
financial penalties

and may go out of

business

A company will go

out of business

1 2

3

4
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Attitudes towards the political system and political institutions

7. 1 am going to name a number of organizations. For each one, could you tell me how much confidence

you have in them: is it a great deal of confidence, quite a lot of confidence, not very much confidence or

none at all? (Read out and code one answer for each)

A great deal Quite a lot Not very much None at all
The Government 1 2 3 4
Parliament 1 2 3 4
The Civil Service 1 2 3 4
The State Revenue Service 1 2 3 4
The Courts 1 2 3 4

8. On the whole, are you very satisfied, fairly satisfied, not very satisfied or not at all satisfied with the

way democracy works in your country?

Very satisfied Fairly satisfied Not very satisfied Not at all satisfied
4 3 1
9. To what extent do you agree with the following statements?
Strongly | Slightly Neither agree Slightly Strongly
agree agree nor disagree disagree disagree
The government cares about what people
) 5 4 3 2 1
think
You can generally trust the government to
o 5 4 3 2 1
do what is right
The government is run by those with power
) ) ) 5 4 3 2 1
looking for their own interests
The government knows what it is doing 5 4 3 2 1
uite a few people running the government
Q peop ges 5 4 3 2 1
are corrupt
The government wastes a lot of money we
) 5 4 3 2 1
pay in taxes
People like me have no say in what the
5 4 3 2 1
government does

Benefits

10. Please evaluate your satisfaction towards government support for entrepreneurship in Latvia

Neither satisfied
Not at all satisfied Unsatisfied o Satisfied Very satisfied
nor unsatisfied
1 2 3 4 5
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11. a) What is the likelihood that you may need some welfare support from the state within next five

years (unemployment benefits, income support, health benefits, pensions)

) ) Neither satisfied ) ]
Not likely Likely o Unlikely Very unlikely
nor unsatisfied
1 2 3 4 5

b) If you did need some welfare support from the state within the next five years, how likely is

that you would receive the needed support?

) ) Neither satisfied ) )
Not likely Likely o Unlikely Very unlikely
nor unsatisfied
1 2 3 4 5
Beliefs

12. How would you place your views on this scale?
e 1 means you agree completely with the statement on the left;
e 10 means you agree completely with the statement on the right;
e and if your views fall somewhere in between, you can choose any number in between.

(Choose one number for each issue):

Incomes should be We need larger income differences

made more equal as incentives for individual effort
1 2 3 4 5 6 7 8 9 10

The government should People should take more

take more responsibility to ensure responsibility to

that everyone is provided for for provide for themselves
1 2 3 4 5 6 7 8 9 10

13. Please tell me whether you think “Cheating on tax if you have the chance” can always be justified,
never be justified, or something in between?

e 1 means you think it is always justifiable;

e 10 means you think it is never justifiable;

e and if your views fall somewhere in between you can choose any number in between.

IAlways justifiable Never justifiable
1 2 3 4 5 6 7 8 9 10

14. Please choose one of five options for each of those statements:

Strongly | Slightly Neither agree Slightly Strongly

agree agree nor disagree disagree disagree

a. I’m not really concerned whether my 5 4 3 2 1
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actions benefit or help the country as a
whole
b. Being a member of the Latvia community
o 5 4 3 2 1
is important to me
c. People should follow the decisions of the
State Revenue Service even if they disagree 5 4 3 2 1
with them

National Economic Performance

15. a) Compared to the period 12 months ago, do you think that the general economic situation in

this country is...?

a lot better a little better the same a little worse a lot worse
5 4 3 2 1

b) What about 12 months from now, do you think that the general economic situation in this

country will be...?

a lot better

a little better

the same

a little worse

a lot worse

5

4

3

2

1

16. How your assessment of the government performance changed since 2007?

It is a lot better It is a little better It is the same It is a little worse It is a lot worse
5 4 3 2 1
Misreporting

17. Please estimate approximate degree of underreporting business income (net profits) by firms in your
area of activity (year 2009):

O Firms in the industry report all of their actual business income

O Report more than three quarters but not all of the actual business income

O Report more than a half but less than three quarters of their income

O Report more than one fourth but less than half of their income

O Report less than one fourth of their income

18. Please estimate approximate degree of underreporting number of employment employed by firms in

your area of activity (year 2009):

Firms in the industry report all of their employees

Report more than three quarters but not all of the actual employees

Report more than a half but less than three quarters of their employees

Report more than one fourth but less than half of their employees

Report less than one fourth of employed

19. Please estimate approximate proportion of official (reported salary) vs. unofficial (salary actually paid

but not reported) (year 2009)

No unofficial salary is being paid

Report more than three quarters but not all of the paid salaries

Report more than a half but less than three quarters of the paid salaries
Report more than one fourth but less than half of the paid salaries
Report less than one fourth of the paid salaries

ooooao

ooooad
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Information about the business
20. In what region is your company based?

21. Sector (s)

22. In which year did your company start operation? Year

23. Please tell me what is the ownership status of your company:
1 = domestic only
2 = foreign only
3 = mixed: domestic with some foreign ownership
4 = mixed: domestic with some institutional owners - banks/financial institutions
5 = mixed: domestic with some institutional owners — large publicly quoted firms

6 = mixed: domestic with some government/government agencies/local government

24. What is the approximate % of your net sales profit, sales turnover, employment and % change

(increase/decrease as compared to 2009)

Total number

% change (for decrease use minus Net sales profit Sales turnover employees (including
sign) part-time)

% change (increase/decrease as

compared to 2009)

% change (increase/decrease as
compared to 2007)

Information about the owner-manager
25. What is the total number of years of your business experience?

26. What is your highest level of education?
27. What is your age in years?
28. Gender M/ F

29. Please tell me your ethnicity

Thank you for your response!
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Interview questions: Latvian

Labdien,

Rigas Ekonomikas augstskolas Uzneméjdarbibas fakultate veic petijjumu par enu ekonomiku Latvija un
faktoriem, kas to ietekmé. Saja petijuma dazadu nozaru eksperti tiek liigti komentét situaciju atbildot uz
vairakiem anketas jautajumiem. Vélamies lugt ar1 Jis iesaistities §aja petijuma, ka savas nozares
ekspertam. Més apzinamies, ka dazi jautajumi var Skist delikati, tapéc més garantéjam anonimitati. Visi
rezultati tiks apkopoti un analizéti tikai statistiski, neidentificéjot atseviSkus uznpémumus vai

respondentus. St pétijuma rezultati tiks izmantoti ari bakalaura darba rakstiSanai.

Attieksme pret Latvijas nodoklu sistému

1. Cik apmierinats/-a Jus esat ar Latvijas nodoklu sistemu kopuma?
1 - pilniba neapmierina
5 — pilniba apmierina

Pilniba neapmierina | Dalgji neapmierina Griti pateikt Dalgji apmierina Pilniba apmierina

1 2 3 4 5

2. Vai, Jusuprat, sekojosam uznémumu grupam biitu jamaksa lielaki vai mazaki nodokli?
1 — daudz lielaki
5 — daudz mazaki

Nodokli biatu jamaksa... | Daudz Nedaudz | Maksa Nedaudz | Daudz
lielaki lielaki atbilstoSi | mazaki mazaki
A | Jasu uzpémumam 1 2 3 4 5
B | Jebkuram mazam uznémumam 1 2 3 4 5
C | Uznémumiem jusu industrija 1 2 3 4 5
D | Lieliem uznémumiem 1 2 3 4 5
E | Visiem uznémumiem 1 2 3 4 5

3. Kopuma vai Jiis esat apmierinats/-a ar to, ka valdiba téré nodoklu maksataju naudu?
1 — pilniba neapmierina
5 — pilniba apmierina

Pilniba neapmierina | Dalgji neapmierina Griiti pateikt Dalgji apmierina Pilniba apmierina

1 2 3 4 5

Attieksme pret Latvijas ienémumu dienests

4. Vai Jus apmierina Valsts lepemumu dienesta darbiba?
1 - pilniba neapmierina
5 — pilniba apmierina

Pilniba

L Dalgji neapmierina Griti pateikt Dalgji apmierina Pilniba apmierina
neapmierina

1 2 3 4 5
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5. Vai Jus piekritat sekojoSiem apgalvojumiem par Valsts Ienémumu dienestu?
1 — pilniba nepiekritu
5 — pilniba piekritu

Valsts Ienemumu dienests... Pilniba Dalgji Grati Dalgji Pilniba
nepiekritu | nepiekritu pateikt piekritu piekritu
A | kompetenti parvalda nodoklu sistemu 1 2 3 4 5
B | parvalda nodoklu sistému godigi 1 2 3 4 5
C | rikojas visu pilsonu intereses 1 2 3 4 5
D | kopuma rikojas godigi pret cilvékiem 1 2 3 4 5
E | icklausas specigas interesSu grupas nevis 1 2 3 4 5
parastos cilvekos
F | ir korumpéts 1 2 3 4 5
6. Jusuprat, cik liela ir Valsts Iepémumu dienesta ietekme sekojoSos jautajumos:
a. Vai Jus piekritat sekojoSam:
1 - pilniba nepiekritu
5 — pilniba piekritu
Valsts lepemumu dienestam... Pilniba Dalgji Griti Dalgji Pilniba
nepiekritu | nepiekritu pateikt piekritu piekritu
A | Ir maza ietekme gadijumos, ja mazie 1 2 3 4 5

uznémumi neatbalsta ta ricibu

B | Ir maza ietekme gadijumos, ja
pasnodarbinatie nodoklu maksataji 1 2 3 4 5
neatbalsta to ricibu

b. Gadijumos, ja tipisks jiasu sféras uznémums neuzrada savus ienakumus Valsts Ienémumu
dienestam pilna apjoma, Jasuprat, cik liela ir iespéja, ka tas tiks atklats?

Gandriz 0% | Ap 25% | 50/50 | Ap 75% | Gandriz 100% |

¢. Gadijumos, ja mazais uzpeémums neuzrada patieso darbinieku skaitu, Jusuprat, cik liela ir
iespeja, ka tas tiks atklats?

Gandriz 0% | Ap 25% | 50/50 | Ap 75% | Gandriz 100% |

d. Gadijumos, ja mazais uznémums neuzrada darbinieku algas pilna apmera, kada, Jusuprat, ir
iespeja, ka tas tiks atklats?

Gandriz 0% | Ap 25% | 50/50 | Ap 75% | Gandriz 100% |

e. Gadijumos, ja tiek atklats, ka uznémums ir slépis patieso informaciju, cik nopietnas, Jiisuprat,
ir tipiskas sekas?

Nav nopietnas, Neliels naudas
minimala ietekme sods

. Nopietns naudas
Nopietns naudas sods — . _
sods un uzpémums Firma partrauks

n uznémums vairs o .

UL UZREUINS vaz varétu partraukt uznémejdarbibu

nav konkurgtspg&jigs -
darbibu

1 2 3 4 5
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Attieksme pret politisko sistému un politiskam iestadém

7. Es nosaukSu vairakas institiicijas. Vai Juis varéetu pateikt, cik loti Jiis uzticaties katrai no tam?

1 - pilniba uzticos
4 — pilniba neuzticos

Pilniba Dalgji Vairak Pilniba
. . neuzticos -

uzticos uzticos o neuzticos

neka uzticos
A | Valdiba 1 2 3 4
B | Saeima 1 2 3 4
C | Ierédnieciba 1 2 3 4
D V_alsts lenémumu 1 2 3 4
dienests

E | Tiesas 1 2 3 4

8. Kopuma, vai Jiis apmierina veids, kada demokratija darbojas Latvija?

1 — pilniba neapmierina
4 — pilniba apmierina

Pilniba apmierina

Dalgji apmierina

Dalgji neapmierina

Pilniba neapmierina

4 3 2 1
9. Cik loti Juis piekritat sekojoSiem apgalvojumiem?
1 — pilniba nepiekritu
5 — pilniba piekritu
Pilniba Dalgji Griti Dalgji Pilniba
piekritu piekritu pateikt | nepiekritu | nepiekritu
A Valdibai riip tas, ko doma cilveki 5 4 3 2 1
B Kopuma Jiis varat uzticéties valdibas
. L . 5 4 3 2 1
ricibai, ka ta biis pareiza
C Valdibu sastada tie, kas ar savu varu
M . 5 4 3 2 1
cenSas piepildit savas intereses
D Valdiba zin, ko dara 5 4 3 2 1
E Sal1dz1n_o§1 nedaudz cilvéku pie varas ir 5 4 3 2 1
korumpéti
F Valleei .1zsl,<1ez lielu daJu nodoklu 5 4 3 2 1
maksataju naudas
G Tadi cilveki ka es nenosaka valdibas ricibu 5 4 3 2 1

Pabalsti

10. Cik loti Juis apmierina valsts atbalsts uznémeéjdarbibai Latvija?

1 - pilniba neapmierina
4 — pilniba apmierina

Plln?ba_ Dalgji neapmierina Griti pateikt Dalgji apmierina Pilniba apmierina
neapmierina
1 2 3 4 5

11. a) Cik liela ir iesp€ja, ka jums varétu biit nepiecieSams kads materials atbalsts no valsts puses nakoSo

5 gadu laika (bezdarbnieka pabalsts, veselibas apripe, pensija, u.c.)?

1 - ]oti maza iespgja
5 —|oti liela iesp&ja

Loti maza iesp&ja Maza iespgja

Griiti pateikt

Liela iesp&ja

Loti liela iespgja

1 2

3

4

5
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b) Ja jums buitu nepiecieSams kads materials atbalsts no valsts puses nakamo 5 gadu laika, cik
liela iesp€ja, ka Jiis to sanemtu?

1 — loti maza iesp€ja
5 —loti liela iesp€ja

Loti maza iesp&ja Maza iespgja Griiti pateikt Liela iesp&ja Loti liela iesp€ja
1 2 3 4 5
Parlieciba
Es veletos dzirdét Jusu viedokli sekojosos jautajumos:
12. Kuru viedokli Jiis atbalstat skala no 1 Iidz 10, kur
a)
1 — Ien€mumiem sabiedriba ir jaklist vienlidzigakiem
10 — Mums ir nepiecieSamas lielakas iep€mumu atskiribas, lai motivétu individus
| 1 2 3 4 5 6 7 8 9 10
b)
1 — Valdibai biitu jauznemas atbildibu par to, lai visi biitu nodro$inati
10 — Cilvekiem pasiem biitu jariipgjas par savu labklajibu
| 1 2 3 4 5 6 7 8 9 10 |
13. Jusuprat, vai “Smauk$anas ar nodokliem, ja pastav tada iespéja” ir attaisnojama?
1 - pilniba attaisnojama
10 — nekad nav attaisnojama
1 2 3 4 5 6 7 8 9 10
14. Vai piekritat apgalvojumiem skala no 1 Iidz 5, kur
1 - pilniba nepiekritu
5 — pilniba piekritu
Pilniba Dalgji Grti Dalgji Pilniba
piekritu piekritu pateikt nepiekritu nepiekritu
A | Mani Tsti nesatrauc vai mana darbiba
- L _ 5 4 3 2 1
palidz valstij kopuma
B | But par Latvijas sabiedribas daJu man ir 5 4 3 2 1
svarigi
C | Cilvékiem batu jaievéro Valsts
iep€mumu dienesta noteikumi pat, ja vini 5 4 3 2 1
tiem nepiekrit

Valsts ekonomiska situacija

15. a) Ka Juas vertejat valsts ekonomisko situaciju, salidzinot ar laika periodu pirms 12 méneSiem?

1 — daudz sliktaka
5 — daudz labaka

Daudz labaka

Nedaudz labaka

Bez izmainam

Nedaudz sliktaka

Daudz sliktaka

5

4

3

2

1

b) Jusuprat, kada bis ekonomiska situacija valsti péc 12 méneSiem?

1 — daudz sliktaka
5 — daudz labaka

Daudz labaka Nedaudz labaka Bez izmainam Nedaudz sliktaka Daudz sliktaka
5 4 3 2 1
16. Ka Jus vertejat valdibas darbibu, salidzinot ar 2007.gadu?
1 — daudz sliktaka
5 — daudz labaka
Daudz labaka Nedaudz labaka Tadi pati Nedaudz sliktaka Daudz sliktaka
5 4 3 2 1
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Enu ekonomikas apméri

17. Ludzu novertgjiet, cik liela méra uznémumi jiisu industrija uzrada patiesos uznémuma ienakumus
(2009. gads):

O
O
O
O
O

Uznémumi mana industrija uzrada visus ienakumus

Uzrada vairak ka % ienakumu, bet mazak ka patiesie ienakumi
Uzraditie ienakumi svarstas robezas no s 1idz %

Uzraditie ienakumi svarstas robezas no 1/4 lidz 1/2

Uzraditie ienakumi ir mazaki par 1/4 patieso ienakumu

18. Lidzu novéertéjiet, cik liela méra uznémumi uzrada patieso darbinieku skaitu jasu darbibas sfera
(2009. gads):

ooooo

Uznémumi mana industrija uzrada visus esoSos darbiniekus
Uzrada vairak ka ¥4 darbinieku, bet mazak ka patiesais skaits
Uzradttais darbinieku skaits svarstas robezas no 'z Iidz %
Uzraditais darbinieku skaits svarstas robezas no 1/4 Iidz 1/2
Uzraditais darbinieku skaits ir mazaks par 1/4 no patiesa skaita

19. Ladzu novertejiet aptuvenu attiecibu starp oficialo un neoficialo algu (samaksato, bet nedeklareto
algu) jusu darbibas sfera (2009. gads):

ooooag

Visas algas tick maksatas oficiali

Vairak ka % algu tiek maksatas oficiali

Oficialo algu apmérs svarstas robezas no 1/2 Iidz 3/4
Oficialo algu apmers svarstas robezas no 1/4 lidz 1/2
Oficialo algu apmers ir mazaks par 1/4

Informacija par uznémumu

20. Kura regiona atrodas Jusu uzpémums? (Vidzeme, Latgale, Zemgale, Kurzeme, Riga)
21. Industrija

22. Kura gada uznémums tika dibinats? Gads

23. Kada ir uznémuma ipasnieku struktiira? Kas ir ipasnieki?

1. Tikai vietgjie

2. Tikai arzemnieki

3. Jaukta: vairakums viet€jie un dala arzemnieki

4. Jaukta: vietgjie un dala institucionali IpaSnieki — bankas/ finansu institcijas
5. Jaukta: vietgjie un dala institucionali ipaSnieki — publiskas akciju sabiedribas
6. Jaukta: viet€jie un dala valsts Tpasums

24. Aptuveni procentuali, ka ir izmainijies uznémuma apgrozijums, pelna un stradajoso skaits salidzinosi
ar iepriekséjo (2009) gadu?

% izmaina (samazinajumam lietot
zimi)

Darb. Sk. (t.sk. darb.
uz pusslodzi)

[73%1]

Tira pelpa Apgrozijums

S1 gada (2010) raditaji

% izmaina (palielindjies/samazinajies
pret 2009.9.)

% izmaina (palielindjies/samazinajies

pret 2007.9.)

Informacija par IipaSnieku-menedzeri

25. Cik ilga ir Jusu profesionala pieredze? Cik gadus esat uznémejs?

26. Kada ir Jusu izglitiba? (vidgja, bakalaurs, magistrs, doktorantiira)

27. Kads ir Jusu vecums?

28. Dzimums Vir / Siev

29. Kada ir Jusu tautiba?

Paldies par Jusu atsaucibu!
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Interview questions: Russian
30pascmeyiime,

Daxynemem IIpeonpunumamenvcmea Puoicckoil Llxonvt Dkonomuxu npogooum ucciedosauue KaAcamerbHo
menegoll skoHoMuxy 6 Jlameuu u enuawowux Ha Heé akmopos. Muvl npocum cneyuanucmos om pasHvix
ompacinetl nNPOKOMMEHMUPOSAMb CUMYAYUIO OMEeYas HA 60NPOCchl unmepsvio. Mul xomenu Ovl, 4mobbl u Bei
NPUHATY Y4acmue 8 Uccre008anul 8 kavecmse cneyuanucma om Baweii ompacau. Hexomopuie sonpocwt mozym
nOKA3ambCa OeNUKAMHBIMU, NOIMOMY Mbl 2APAHMUPYEM AHOHUMHOCIYb. Bee pesynbmamul 6yoym 0600wenvt u
npeoCcmasnenvl UCKIIOUUMETbHO 6 6Ude CMAMUCMUYECKUX OAHHLIX, HA36aHUe KOMRAHUU U JUYHOCTb
pecnonoeHma He 6yOym 6KIOUeHbl 8 Hauty Oa3y Oanuwlx. Baza OanHbIXx makdce Oyoem UCNONb3e8ambCa O
HANUCAHUA OUCCEPMAYUY HA AHATIOSUYHYIO THEMY.

OTHouIeHNe K HAJIOTOBOii cucteme JlaTrBun
1. Onennre creneHb Banieii y10B/1eTBOPEHHOCTH HAJIOTOBOI1 cucTemoii JlarBun

Kpaiine neyno- Heynosnerso- 3aTpyaHsIOCh VY noBnerso- Kpaitne yno-
BJIETBOPUTENILHO pUTEIBHO OTBETHUTH pUTEIBHO BJIETBOPUTENILHO
1 2 3 4 5

2. Ho—BameMy, AOJIZKHBI JIM CJIelyolIMe rpynnsbl mjiaTuTtb 00J1bIIIE MJIM MeHbIIIe HAJIOT0B?

JosxkHbl muiatuth... | lopazgo | Hemuoro | Ilaarsar mo Hemuoro | I'opasno
0oab1e 0oabiie CHpPaBeJINBOCTH | MeHbIlEe MeHbllIe
Bare npeanpusitre 1 2 3 4 5
JIro60e manoe nmpennpustue | 1 2 3 4 5
Ipennpusitust B Bareit 1 2 3 4 5
UHILyCTPUH
Kpynusle npeanpusrus 1 2 3 4 5
Bce npeanpusrus 1 2 3 4 5
3. B nesiom, Hack01bK0 BhI y10B1€eTBOpEHBI TeM, KAK FOCYAAPCTBO TPATHUT JIeHbIH
HAJIOTOILIATEIbIIUKOB ?
Kpaiine neyno- Heynosnerso- 3aTpyaHsIOCh VY noBnerso- Kpaitne yno-
BIIETBOPUTEIIHHO PHUTEIBHO OTBETHUTh PHUTEIBHO BIIETBOPUTEIIHHO
1 2 3 5

OtHomeHue K Ciy:k0e rocy1apcTBeHHbIX 10X010B JIaTBHH

4. Hackonbko Bol ynoBiaerBopeHbl padotoii Ciry:k0bI rocyiapcTBeHHBIX 10X010B JlaTBUHN?

Kpaitne Heyno- Heynosnerso- 3aTpyaHAIOCH Y noBneTBo- Kpaiine yno-
BJIETBOPUTEJLHO pUTENBHO OTBETUTD pUTENBHO BJIETBOPUTEJILHO
1 2 3 4 5
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5. CornacHbl 11 BblI co cienyrommumu yreep:xaenusiMa o Cirysk0e rocyapcTBeHHbIX 10X010B?
Ciyx06a rocynapCTBEHHBIX JOXOJOB... IMonHoe YacruuHoe | 3aTpyansitocs | Yactuunoe | IloaHoe
Hecorjacue | HecorJjacue OTBETHThb corjacue | corjacue

KOMIIETEHTHO aIMUHHUCTPHPYET

1 2 3 4 5
HaJIOTOBYIO CHCTEMY
aJIMUHHUCTPHUPYET HAJIOTOBYIO CHCTEMY 1 ) 3 A .
YECTHO
JieficTByeT B HHTEpecax BCeX IpaxkaaH 1 2 3 4 5
B LIEJIOM, YECTHO OOXOIUTCS C JIFOABMU 1 2 3 4 5
MIPUCITYIIMBAETCS K BIMATEIILHBIM

1 2 3 4 5
Kpyram, a He K OOBITHBIM JIFOASIM
ITOIBEPIKCHA KOPPYIIIIUH 1 2 3 4 5
6. B cienyonux BONpocax oleHMBaeTcsl HACKOJIbKO BIUATeNbHA, No-Bamemy, Ciyx0a
rocyAapcTBEHHbIX 10X0/10B.

a. CoruacHbl i1 BeI co cieqylomuMn yTBepKkIeHUAMU:
Ciyx0a rocy1apCTBEHHBIX JOXO/IOB... IMonHoE Yactuunoe | 3atpyaustock | Yactuunoe | Ilomnoe
Hecorylacue | Hecoryiacue OTBETHTh corjlacue | coriacue

MaJIO 4TO MOXET CZEeJaTh, ECIU MaJIble
MPEeANPUATHS HE MTOAJIEPKUBAIOT €€ 1 2 3 4 5
JIecTBHA
MaJIo 4TO MOXET CAENATh, CCIIH
CaMO3aHsThIe HAJOTOIUIATeNBIUKY HE 1 2 3 4 5
MOICPKUBAIOT €€ AeUCTBUS

b. Ecain Tunuunas ¢pupma B Baueii cepe nesTebHOCTH 3aHMIKAET CBEIEHHUS O CBOUX JIOX0/1aX,

KaKoBa, no-Bauemy, BeposATHOCTH, YTO ITO OyaeT 0OHApPYKeHO?

Bmnska k 0% Oxo10 25%

50/50

Oxom0 75%

bauska xk 100%

c. Ecam magoe npeanpuaATHe 3AHUKACT CBEACHUA 0 KOJIHIECTBE CBOUX paﬁOTHI/lKOB, KakoBa, I1o-

Bamemy, BeposITHOCTB, YTO 3TO OyaeT 00HApYxKeHO?

Bmmska x 0% Oxom0 25%

50/50

Oxomo 75%

Bauska x 100%

d. Eciin maJioe NPEANPUATHE 3AHUKACT CBCACHUSA 0 3apijaTax CBOUX paﬁOTHl/lKOB, KaKoBa, I110-

Bamemy, BeposiTHOCTB, YTO 3TO OyaeT 00HApYxKeHO?

Bmmska x 0% Oxom0 25%

50/50

Oxomo 75%

Bauska x 100%




Gudino, Liseks

e. Eciau 3anm:keHne cBeieHUit oﬁﬂapymm;aeTcsl, HAaCKOJbKO Cepbéilﬂbl, no—Bamemy, TUIIHYHBbIC

nmocJaeaACTBudA AJsd l'lpeIll'IpﬂﬂTl/lﬂ?

Bonpmoit mpad u
HesnauurenbHsle, Bonpmoii mrpad u
He6onbmoit BO3MOXHOE [Ipennpusitue
MHHUMAaJIbHOE HOTeps! KOHKYpEeH-
mrpad MpeKpalieHue MIPEKpaTUT paboTy
BIIMSTHHE THOCIIOCOOHOCTH
JIeSITEIIEHOCTH
1 3 4 5

OTHoOlIeHMe K MOJUTHYECKOH CHCTEME U MOJUTHYEeCKUM YUYPECKACHUAM

7. 51 Ha30BYy HeCKO0JIbKO opranuszanuii. Moskere i Bbl olleHUTh KakoBa cTeneHb Bamero nosepus

Ka)K10i U3 HUXx?

Omytumoe ITomHoE
TTonHoE moBepue Cnaboe noBepue
JIOBEpHE HeJoBepue
IIpaBHUTEIIBLCTBO 1 2 3 4
Ceiim 1 2 3 4
I'ocynapcTBennas
1 2 3 4
rpaxkIaHcKast ciyx0a
Ciyx0a rocyapCcTBeHHBIX
1 2 3 4
JIOXOJIOB
Cynbl 1 2 3 4
8. B nesiom, HackobK0 Bac ynoBierBopsieT To, kak padoTaer n1eMokpatus B JlarBun?
Kpaitne e
Kpaiine ynosierBopsier VY noBneTBopsieT He ynosnersopser
YIOBIIETBOPSICT
4 3 2 1
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9. HackoibKko Bl coryiacHsbl €O cieIy0IMMHU YTBePKIeHHsIMHI?
ITonnoe | Yactmunoe | 3arpynsstoch | YactmuHoe ITonmHoe
corjacue | corjacue OTBETHUTh Hecoryacue | Hecoriacue

IIpaBHUTEIBECTBO 3a00TAT MBICIIH JIFOACH 5 4 3 2 1
B 1ieniom, penieHusiM paBUTEILCTBA

5 4 3 2 1
MO>KHO JJOBEPSITh
[IpaBHUTEIBCTBO COCTOMT U3 JIFOICH,
UCIIOJIb3YIOIINX BJIACTh B COOCTBEHHBIX 5 4 3 2 1
UHTEpecax
IIpaBHUTEIBECTBO 3HACT YTO JAETAET 5 4 3 2 1
Cpenu CTOSIIIMX Y BIACTH JIIOJICH,

5 4 3 2 1
JIOBOJIbHO MaJI0 KOPPYMIITHPOBAHHBIX
Becomyto pomto nener
HAJIOTOTLIATE IBIIUKOB ITPABUTEIHCTBO 5 4 3 2 1
pasbazapuBaer
Jlroau BpOZE MEHSI HE MOTYT TIOBIHSATD

5 4 3 2 1
Ha JIeUCTBUS MPABUTEIHCTRA

ITocoOusI M JILTOTHI

10. Hackoabko Bel y1oB/IeTBOpeHBI MOAAEPKKOI, 0Ka3bIBaeMOi NPEeANPUHAMATEIbCTBY

NPpaBUTEJIbCTBOM JlarBun?

Kpaitne Heyno- Heynosnerso- 3aTpyaHAIOCH Y noBneTBo- Kpaiine yno-
BJIETBOPUTEIIFHO PHUTEIBHO OTBETHUTH PHUTEIBHO BJIETBOPUTEIIEHO
1 2 3 4 5
11. a) KaxoBa BepoSITHOCTH TOro, 4To Bam noHano6urcsa MatepuajbHas MOAdEPKKA €O CTOPOHBI

rocyJapcTBa B TeUeHHMH ciaeayrmux S jet (mocodue mo 6e3padoruie, nocoore no 60J1e3HH, NEHCUsI, U

ap.)?
Kpaitne 3aTpyaHsIOCh
MainoBeposTHO Beposrtao Kpaiine BeposiTHO
MAaJIOBEPOSITHO OTBETHUTH
1 2 3 4 5

b) Ecan Bam nonagoouTcs MaTepuajJbHas MoAd€epPKKa CO CTOPOHBI rocyaiapcrea B TECHCHHH

Caeayruumx 5 jer, kakoBa BEPOATHOCTD TOI'0, YTO BbI eé l'[OJ'ly‘lﬂTe?

Kpaiine 3aTpyaHAIOCH
MarnoseposiTHO Bepostrao Kpaiine BepostHO
MaJIOBEPOSITHO OTBETHUTH
1 2 3 4 5
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Yoexnenus
12. Kak 0b1 Bl BbIpa3uJjin cBOEé MHeHHE MPU MOMOIIY cjeayomeil mKajapi?

e 1 o3HauyaeT MOJIHOE COTJIACHE C YTBEpPKIEHHEM CJIeBa;
e 10 o3Ha4aeT MOJTHOE COTJIACHE C YTBEepP:KACHHEeM CIIpaBa;
e ecam ke Banre MHeHHMe HaxXoMTCsI I/1e-TO MeKAY NPUBEAEHHBIMH YTBEPKIeHUSIMH, BbIOepHTe

COOTBETCTBYIOLIECE YMCTI0 MEKAY HUMM.

JloxobI B 00LIECTBE JOJLKHEL Heo0xoaumo yBeTUUUTh pa3HUILY B CTaTh
OoJiee paBHBIMU JIOXO0JIaX C [EJIbI0 MOTHUBAIIUH WHAUBUAIYYMOB

1 2 3 4 5 6 7 8 9 10
[IpaBHUTENBECTBO JOKHO OTBEYAThH Jronu camu TOKHBI 3a00TUTHCS
3a TO, YTOOKI Bce ObLIN 00eCIeUYeHEI 0 CBOEM OJIaronoxy4uu

1 2 3 4 5 6 7 8 9 10

13. Mo-Bamemy, «YKIOH OT YyIUIaThl HAJOIOB, €CJIM €CTh TaKasi BO3MOKHOCTH» MOXKET OBbITh
OonpaBIAaHHbIM?

e 1 o3HauaeT uTO, no-Bamemy, oH Bcerna onpasiaH;

e 10 o3HauaeT 4yTo, MO-Bamemy, OH HUKOT/1a HE OTIPaB/aH;

e ccim ke Bamme MHeHME HAXOIWTCS TNIE-TO MEXIY NPUBECIEHHBIMH YTBEPXKICHUSIMH, BBIOCpPHUTE
COOTBETCTBYIOIIEE YUCIO MEXKIY HUMHU.

Bcerna OorpaBaaH Hukorna ne orpaBaaH

1 2 3 4 5 6 7 8 9 10

14. Coraacubl Ju Bbl co cieayromumMu yTBep:kIeHusiMu ?

[Momnoe | Yactmunoe | 3arpynsstoch | YactuaHoe ITonmHoe
corjacue corjacue OTBETHUTH HECOTJIacHe | HecorJlacue
a. S He oyeHb 0OECIIOKOEH TEM,
SIBJISIIOTCS JTM MOH JCHCTBHUSA 5 4 3 2 1
MOJIC3HBIMU IS CTPAHBI B IIETIOM
b. BBITE Y4acTbIO JIATBUIICKOTO
5 4 3 2 1
C00011IeCTBa BAKHO JJIS MEHS
C. JIromu MOJKHEI CIIENOBATh PaBUIIAM
Ciry>x0BI TOCYTapCTBEHHBIX IOXO/0B,
5 4 3 2 1
JIaKe eCITM ¢ dTUMH MpaBUIIaMH He
COIJIACHBI
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IKOHOMHYECKASI CHTYALIMS B CTPaHe

15. a) Kak Bl olleHHBaeTe TEKYIIYI0 JKOHOMHYECKYI0 CUTYAIHI0 B CTPaHe, 110 CPABHEHHIO C

curyanmeii 12 mecsinieB Ha3aja?

T'opasno my4qme

Hemuoro nyurmie

Taxkas xxe

Hemuoro xyxe

T'opazno xyxe

5

4

3

2

1

b) Kakoii, mo-Bamemy, 3xoHOMHYecKasi CUTyanusi B cTpaHe Gyaer yepe3 12 Mecsies, no

CPaBHEHMIO C TeKyLlel cuTyanueii?

T'opasno myume

Hemuoro nyurie

Taxkas xxe

Hemuoro xyxe

T'opazno xyxe

5

4

3

2

1

16. Kak Bama oneHnka pa6oTsl NpaBUTeIbCTBA H3MeHMIach ¢ 2007 roga?

T'opazno nyume

Hewmmnoro nyue

Taxkas xxe

Hewmnoro xyxe

Topazno xyxe

5

4

3

2

1

MaciTad TeHeBOii IKOHOMUKH
17. Tloxkanyiicra, oneHUTe NPHUOJHM3UTENBHO CTENEeHb 3aHMKeHHs CBeJeHHHl 0 goxomax ¢upmaMu B
Bameii cepe geareannoctu (2009 rox):

O ®dupMbl B MOCH HHIYCTPUH NPESIBABISIOT BCE CBOU JOXO/IbI
O [peawsaBIAIOT HE BCe OXO/bI, HO Oosiee 3/4 CBOMX JI0XOI0B
O [MpenwssistoT 6onee 1/2, Ho MeHee 3/4 cBOMX 1OXOJ0B

O [MpenwssistoT 6onee 1/4, Ho MeHee 1/2 cBOMX 10X0J0B

O [penpsBisior meree 1/4 ot 00mmero o0pEMa J0X0I0B

18. Moxanyiicra, oueHuTe NPUOIU3UTENbHO CTelleHb 3aHM)KEHUS] CBeleHHH O CBOMX padoTHHMKaX
¢pupmamu B Baweii cdepe nesreabnocru (2009 ron):

O ®up™Mbl B MOEH HHAYCTPHUHU NPEIBSIBIAIOT BCEX CBOMX PAOOTHUKOB
O [penpsBrsioT He BceX, HO Ooinee 3/4 cBonx pabOTHUKOB

O [peawsBisioT 6onee 1/2, Ho menee 3/4 cBoMX pabOOTHHUKOB

O [peawsBisioT 6onee 1/4, Ho menee 1/2 cBoux pabOTHHUKOB

O IpenbsiBisitoT MmeHee 1/4 0T ux yrciaa pabOTHUKOB

19. Tloxkamyiicra, ouleHHWTe MNPHOJM3UTEJBHO COOTHOLIEHMEe O(GUUUANBHOH W HeopUIHMAILHOM
(BBINIAYEHHOIi, HO He 3a/leKJIapupoBaHHoii) 3apmiaar (2009 rox):

Bce 3apmats! BRIIUIAYMBAIOTCS OQHUITTATHHO

Bonee 3/4 3apruiaT BBITIIAYABAIOTCS O(QUIIHATIHEHO

Bonee 1/2, Ho MeHee 3/4 3apIuiaT BBRITUIAYHBAIOTCS O(DUITHATTEHO

Bonee 1/3, Ho MeHee 1/2 3apIuiaT BRITUIAYHBAIOTCS O(DUITHATTEHO

Menee 1/4 3aprmiat BEIIUTAYHBAOTCS O(PHUIHAIBEHO

ooooao
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Hudopmanus o npeAnpusiTun
20. B kakoM pernoHe HaxoauTcsi Baure npexnpusitue? (Bumzeme, Jlatrane,

3emrane, Kypseme, Pura)

21. Unpycrpus

22. B kakoM roay 0b1J10 OCHOBaHO npeanpusitue? ['ox
23. KaxoBa cTpykTypa Biaasenus npepnpustueMm? Kro B1agensuni?
1. Tonbko MeCTHEIE
2. ToJIbKO WHOCTPAHIIBI
3. CmemanHas: OOJBITUHCTBO MECTHBIE U 9aCTh WHOCTPAHITBI
4. CMenraHHas: MECTHBIE U YaCTh HHCTUTYIIMOHHBIC — OaHKHM/ (PHMHAHCOBBIC YUPEKICHUS
5. CMeliaHHas: MECTHBIC U YACTh HHCTUTYIIMOHHBIC — OTKPBITHIC aKITHOHEPHBIC 00IIECTBA

6. CMmemaHHas: MECTHEIC U YaCTh rocyapCcTBe€HHas COOCTBEHHOCTH

24. IIpud1u3NTEIbHO, HACKOJIBKO % U3MEHUWINCH 000POT, NPUOBLIb, M KOJHYECTBO PA0OTHHKOB

NpeAnpUATHSA, 10 CPaBHEeHUIO ¢ mpeabIayuMm (2009) rogom?

Kon-Bo pabounx (B T.4.
% m3MeHeHue (U1 yMEHBIICHUS UYucrast npuOBLIIH O6opot
Ha TI0JT CTaBKH)
HCIIOIb30BaTh 3HAK MUHYCA)

ITokazarenu storo roaa (2010)

% m3MeHeHne (poCcT/maeHue mo

cpaBHenuto ¢ 2009 ronom)

% u3MeHeHue (POCT/maicHue o

cpaBHenuto ¢ 2007 rozom)

HNudopmauus o Baajeblie-MeHeIKepe

25. Kak naBHo Bbl padoraere? CKoJIBKO JIeT 3aHUMAaeTech NMPeINPUHIMATEIbCTBOM?
26. Kakoe y Bac o0pa3oBanue? (cpennee, bakanaBp, MarucTp, JOKTOP)
27. Ckoabko BaM moJHbIX JeT?

28. Bam moa M /XK

29. Kakoii Bbl HanmoHajJbHOCTH?

Baarogapum 3a Bamy 0T361BYHBOCTD!
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Appendix B
Model and Indices
. . Cronbach’s
Dependent Variable Operaﬂ:;?éﬁ:d 2 Index name Cronbach’s Alpha ExclliJr:j;ngrom Alpha if
4 item deleted
Tax Evasion 17,18, 19 TEVADE 0.841
. . Cronbach’s
Independent Variables Operatlonz_:lllzed by Index name Cronbach’s Alpha Exclyded W31 Alpha if
questions index .
item deleted
Trust in political system 7b, 8 TPOLSYS 0.583
Trust in government 3, 7a,9a,b,c,d,f,g TGOV 0.773 9e (GOVcorr) 0.791
Trust in tax authority 5a,b,c,d,e,f, 7d TTAUTH 0.507 5f (SRScorrupt) 0.656
Fairness of tax system 1 (STAXSY) 0.837
2a,b,ce FTSYS 0.554 0.904
2d (PAYTAXIb) | ¥
Benefits entrepreneurs receive
from government
- Business benefits GOVSUPENTR | 0.127
10 GOVSUPENTRE E
- Personal benefits 11a NEEDSUP 0.159 NEEDSUP 0.230
11b RECSUP RECSUP -0.06
Punishment
- Chance of being caught (if
trying to evade) 6b,cd PUNISH 0.896
6a (A & B) SRSINFLU 0.830
-Severity of Punishment if caught
6e UREPconseq
Moral Values
- Law-abidingness
14c FOLSRS 0.288
13 CHEATTAX
- Duty to society to
contribute to common good / 12a INCDIF
. LS 0.373
attitude towards redistribution
- . 12b RESP
&/social protection
. . Cronbach’s
Control Variables Operatlonf_:lllzed 557 Index name Cronbach’s Alpha Exclyded W) Alpha if
questions index .
item deleted
Other variables
-Evaluation of economic situation | 15a,b ECSIT 0.676
- Impact of economic crisis
on attitudes towards government 16 GOVPERFCH
- Feeling of attachment 14a HELPCOUNT 0.490
14b BELATCOM
Demographic variables
dummy: RIGA,
. VIDZEME,
- Region 20 KURZEME,
ZEMGALE
dummy:
- Education 26 SECOND, BACH,
MAST
- Age 27 AGE

Source: Created by authors based on Mickiewicz, Rebmann, Sauka (2010) model.
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Appendix C
Amendments in the Data Set
Scale
. changed to 5- Scale
O point Likert reversed
scale
6 b,cd X
7 X
9 X
12 X
13 X
14a X
17,18,19 X

Source: Created by the authors
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Appendix D
Sample Descriptive Statistics: Demographics
Males Females Missing
GENDER 46.8% 51.4% 1.7%
20-29 30-39 40-49 50-59 60-69 70-79
AGE 8.3% 32.2% 29.9% 22.1% 6.2% 1.5%
Earlier than | 1991-1999 2000-2009 2010 Missing
1990
FOUNDATION | 0.6% 41.2% 52.4% 0.6% 5.2%
Secondary Bachelor’s Master’s Doctor Missing
school degree degree
EDUCATION 29% 55.7% 11.2% 1.5% 2.6%
Latvians Russians Other Missing
NATIONALITY | 79.3% 15.2% 3.8% 1.7%
Domestic Foreign Mixed Missing
OWNERSHIP 90.8% 3.4% 4.3% 1.4%
Riga Vidzeme Kurzeme Zemgale Latgale Missing
LOCATION 54.6% 14.1% 14.7% 8.9% 5.7% 2%
Services Trade Production & | Construction | Other Missing
processing
INDUSTRY 50.6% 22.7% 12.1% 7.2% 6.6% 0.8%

Source: Created by the authors
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Appendix E
Trust in Institutions Level: t-test Results
One-Sample Statistics
N Mean Std. Deviation | Std. Error Mean
TPOLSYS 348 2.6922 1.04717 .05613
One-Sample Test
Test Value = 2
95% Confidence Interval of the
Mean Difference
t df Sig. (2-tailed) Difference Lower Upper
TPOLSYS 12.331 347 .000 .69217 .5818 .8026
One-Sample Statistics
N Mean Std. Deviation | Std. Error Mean
TTAUTH 348 3.3419 .85990 .04610
One-Sample Test
Test Value = 3
95% Confidence Interval of the
Mean Difference
t df Sig. (2-tailed) Difference Lower Upper
TTAUTH 7.417 347 .000 .34191 .2513 4326
One-Sample Statistics

N Mean Std. Deviation | Std. Error Mean

TGOV 348 2.0592 74278 .03982
One-Sample Test
Test Value =2
95% Confidence Interval of the
Mean Difference

t df Sig. (2-tailed) Difference Lower Upper

TGOV 1.488 347 .138 .05923 -.0191 1375
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Appendix F
Regression Analysis: Model Summary and ANOVA Test

Model Summary

Model Adjusted R Std. Error of the
R R Square Square Estimate
1 .480° 231 .155 .82483

a. Predictors: (Constant), AGE, SECOND, SRSINFLU, FTSYS,
UREPconseq, ZEMGALE, FOLSRS, HELPCOUNT, INCDIF,
KURZEME, RUS, GOVSUPENTRE, NEEDSUP, MASTER, VIDZEME,
RECSUP, ECSIT, CHEATTAX, STAXSY, TTAUTH, BELATCOM,
RESP, PUNISH, TPOLSYS, GOVPERCH, TGOV, LAT, RIGA, BACH

ANOVA”
Model Sum of Squares df Mean Square F Sig.
1 Regression 60.126 29 2.073 3.047 .000?
Residual 200.701 295 .680
Total 260.827 324

a. Predictors: (Constant), AGE, SECOND, SRSINFLU, FTSYS, UREPconseq, ZEMGALE,

FOLSRS, HELPCOUNT, INCDIF, KURZEME, RUS, GOVSUPENTRE, NEEDSUP, MASTER,
VIDZEME, RECSUP, ECSIT, CHEATTAX, STAXSY, TTAUTH, BELATCOM, RESP, PUNISH,
TPOLSYS, GOVPERCH, TGOV, LAT, RIGA, BACH
b. Dependent Variable: TAVOID
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Appendix G
Calculations of Economic Impact

Variable Bgtg Tax evasio_n Eponomic
coefficient | scale (1 unit) impact

PUNISH -0.385 25% -9.625%
CHEATTAX -0.066 25% -1.65%
FOLSRS -0.076 25% -1.9%
ECSIT -0.11 25% -2.75%
HELPCOUNT 0.076 25% 1.9%

AGE -0.007 25% -0.175%

Source: Created by the authors
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