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Abstract: The paper examines the attitudes and perceptions of Serbian 
businesses regarding justifiability of tax evasion and assess factors that make 
tax evasion morally acceptable. Using survey of 1,049 businesses in Serbia, 
the paper finds strong evidence that the negative evaluation of the tax 
authorities is associated with lower tax morality. Both the ordered logit model 
(OLM) and the partial proportional odds model (PPOM) as a desirable 
alternative to OLM were used in the analysis. The perception of the risk of 
being caught and the overall tolerance of tax evasion are also associated with 
lower tax morality of businesses (business owners and managers). Results 
suggest that in the next period it would be important for the Serbian tax 
authorities to improve how businesses perceive their activities and 
significantly improve their perception and relationship with business 
taxpayers.  

Keywords: tax morality, business owners, informal economy, tax compliance. 

Moralnost neformalnog poslovanja: Poreski moral sektora 
preduzeća u Srbiji – empirijska analiza 

Apstrakt: Rad razmatra stavove i percepcije poslovnog sektora u Republici 
Srbiji u pogledu opravdanosti izbegavanja plaćanja poreza i istražuje okolnosti 
u kojima se poreska evazija smatra prihvatljivom. Na osnovu ankete 1.049 
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preduzeća i preduzetnika dobijamo robusne rezultate u pogledu uticaja 
stavova o kompetencijama i radu poreske uprave na poreski moral. Rad 
analizira podatke koristeći logit model poređanog izbora i parcijalni 
proporcionalni model izgleda kao bolji pristup. Percepcija rizika otkrivanja 
neplaćanja poreza, kao i mišljenja o opštoj tolerantnosti poreske evazije u 
društvu takođe su povezani sa nižim poreskim moralom vlasnika i direktora 
preduzeća i preduzetnika. Rezultati ukazuju sa je u predstojećem periodu za 
poboljšanje usklađenosti sa poreskim propisima u Srbiji od izuzetnog značaja 
da poreske vlasti poboljšaju percepciju i odnos sa poreskim obveznicima 
sektora preduzeća. 

Ključne reči: poreski moral, vlasnici preduzeća, siva ekonomija, poreska 
usklađenost 

1. Introduction 

Based on the economic model of tax evasion (Allingham & Sandmo, 1972) 
individuals choose the level of tax compliance by comparing the benefits of 
tax evasion and costs, i.e. the perceived probability of detection and 
punishment. While deterrence matters, one of the main implications in 
empirical literature is that tax compliance is significantly higher compared to 
the level that can be explained by the standard economic model (Torgler, 
2007; Kirchler, 2007; Dell’Anno, 2009). Consequently, there is an increasing 
body of research arguing that it is not possible to fully understand tax 
compliance decisions without considering ethical dimensions, and that 
recognizes tax morality as the key determinant to explain the levels of tax 
compliance (Alm, 2018; Alm & Torgler, 2011). 

Tax morality is most often defined as an intrinsic motivation for tax compliance 
(Luttmer & Singhal, 2014). Still, in theoretical and empirical literature on tax 
compliance, tax morality (or tax morale, as it is frequently referred to in 
literature) was commonly examined without referring to the specific factors 
that affects tax morality (Feld & Frey, 2002). More recently, tax morality has 
become one of the key issues in the empirical research on tax compliance 
(Lago-Peñas & Lago-Peñas, 2010), and has been related to the various 
environmental factors that the taxpayer takes into consideration when 
reaching his tax compliance decisions (Filippin, Fiorio, & Viviano, 2013). 
However, most of the literature on tax morality was devoted to individuals, and 
so far, only a few studies have focused on firms (Alm & McClellan, 2012; 
Mickiewicz et al., 2017).  

In recent years, tax compliance and the shadow economy in Serbia have 
attracted increasing interest from policymakers and academics. This is not 
surprising as the informal sector plays a significant role in Serbia’s economy. 
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Researchers have begun to emphasize the importance of policies that affect 
the intrinsic factors in tax compliance decisions in Serbia (Ranđelović, 2017), 
while others found that there is a significant negative correlation between the 
size of informal sector and tax morality (Krstić & Radulović, 2015, 2017). 
Hence, in the context of ongoing tax reforms in Serbia, it is expected that the 
issue of tax morality will be increasingly important. 

Following empirical literature (Alm & McClellan, 2012; Mickiewicz et al., 2017; 
Bird et al., 2008; Torgler et al., 2007; Lago-Peñas & Lago-Peñas, 2010) the 
article examines determinants that shape tax morality of businesses (owners 
and managers) in Serbia. The paper exploits novel data set for more than 
1,000 businesses (firms and entrepreneurs) collected in 2017 that provide 
information about the attitudes towards paying taxes and informal economy, 
perceptions towards the tax system and experiences with tax authorities.  

The aim of this study is to analyse determinants of tax morality in the business 
sector in Serbia. This aim is relevant not only for tax policy but has wide-
ranging implications both for business sector and tax authorities. On the one 
hand businesses have substantially more opportunities to evade taxes than 
individuals. Also, the significance of withholding taxes in Serbian tax system 
makes the tax morality of business owners and managers even more 
important. On the other hand, given that deterrence is far from being efficient, 
better understanding of tax morality may contribute to the reduction of tax 
evasion by suggesting new compliance mechanisms.  

By examining the tax morality of Serbia’s business sector, this paper makes 
several contributions. Firstly, the paper presents the initial results on what 
affects tax morality in Serbia. Secondly, it adds to the existing empirical 
literature on the determinants of tax morality in transition countries. Thirdly, by 
empirically examining potential factors that affect tax morality of business 
owners and managers, the paper contributes to the relatively scarce literature 
that is focusing on businesses. 

The paper is organized as follows: Section 2 provides a literature review and 
a general framework for examining the determinants of tax morality; Section 3 
describes the empirical methodology and data; Section 4 presents the results; 
and the final section provides tentative conclusions and potential suggestions 
for further research. 

2. Determinants of tax morality 

As stated in the introduction, literature mostly addresses the tax morality of 
individuals. These studies use data sets such as the World Values Survey 
(WVS), the European Values Survey (EVS), etc. These surveys directly ask 
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individuals about their attitudes towards tax evasion. For example, the WVS 
asks respondents to rate the justifiability of “cheating on taxes if one has a 
chance.” Based on these surveys, empirical literature on tax morality of 
individuals either examines either a single country (Torgler, 2005; Martinez-
Vazquez & Torgler, 2009; Cyan et al., 2014), two countries (Torgler et al., 
2008; Bilgin, 2014), or a large data set covering a number of countries (Alm & 
Torgler, 2006; Heinemann, 2011; Torgler, 2012; Lago-Peñas & Lago-Peñas, 
2010). 

In literature, besides pure intrinsic incentive (e.g. feeling of pride or self-
esteem), tax morality is associated with a set of underlying motivations for tax 
compliance. Luttmer & Singhal (2014) identifies other elements, which include 
reciprocity (subject’s view on state-run institutions based on the quality and 
the quantity of public goods they provide, or observations about the 
impartiality of the tax system), peer-related and general social influences 
(subject’s perception about the compliance of others), long-standing cultural 
factors, and information imperfections (subject may have a wrong perception 
about the probability of detection and punishment). Alternative classification of 
determinants is provided by Pope & Mohdali (2011) who divide factors that 
can affect individual tax morality in two groups. The first group is related to the 
external environment that influences attitudes of businesses, i.e. government 
(tax administration, legislation) and society (culture, traditions). The second 
group is related to individuals’ attitudes i.e. moral and religious beliefs. 
Similarly, Lago-Peñas & Lago-Peñas (2010) differentiate between individual- 
and contextual-level variables. Based on the review of literature they 
observed four types of variables: (1) socio-demographic characteristics, (2) 
political and social attitudes, (3) fiscal parameters including deterrence, and 
(4) contextual level variables (including regional characteristics, culture, 
language fragmentation, etc.). However, in some cases this distinction is 
rather arbitrary, e.g. Feld & Frey (2007) state that tolerance and bribery 
provide disincentives to comply because of perceived unfairness.  

To analyse the tax morality of businesses, Alm & McClellan (2012) uses data 
from the Business Environment and Enterprise Performance Survey of 57,000 
businesses from 79 countries. However, as these surveys do not have a 
specific question regarding the morality of cheating on taxes, authors 
approximated tax morality by using “taxes as obstacle” and obtaining tax 
morality as a residual error term after controlling for other effects. Mickiewicz 
et al. (2017), similar to this paper, uses a survey of businesses (owners and 
managers) conducted in Latvia in 2010. It examines how various institutional 
factors affect tax morality of business owners and managers. More specifically 
they distinguish three institutional aspects: (1) normative, (2) cognitive, and 
(3) regulatory. The normative aspect examines the effect of the perceived 
legitimacy and the performance of the government and the tax authority on 
tax morality. The cultural-cognitive aspect examines how the owner’s and 
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manager’s identification with the national policy affects tax morality. Finally, 
the regulatory aspect implies the calculation of the costs and benefits of non-
compliance compared to paying tax. The finding was that the tax morality of 
business owners and managers in Latvia is affected by all three institutional 
aspects. 

Following relevant literature, the modelling approach included not only 
variables describing the characteristics of a respondent (firm or sole 
proprietor), but also variables that reflect attitudes, perceptions and other 
contextual factors to help explain tax morality. More specifically, several 
groups of factors were used to examine determinants that affect tax morality 
of businesses in Serbia. For each group of factors, a relevant hypothesis was 
developed to be tested in the empirical model. 

First, businesses’ perception of the tax authority may affect tax morality. The 
views of business owners and entrepreneurs are based on how businesses 
are approached and treated by the tax authorities (inspection). Fair and 
predictable treatment improves the respect and reputation of the tax 
authorities and thus leads to compliance. Contrarily, unfair and unpredictable 
treatment tends to diminish intrinsic incentive to be compliant (Feld & Frey, 
2002; Torgler, 2007). Explicit questions were used for business’ perception of 
tax administration performance and whether the business has any objections 
to the performance of the tax administration (if the business stated that the tax 
administration either displayed inconsistency in implementing regulations, or 
showed incompetence, or created unnecessary administrative burdens, or 
instigates corruptive behaviour). 

Hypothesis 1: Businesses that disapprove of the tax authorities’ 
actions and the treatment of tax payers (negatively perceive tax 
authorities) will judge underreporting to be less unacceptable 
(unethical) than taxpayers who have a favourable view. 

Second, tax morality may depend on businesses’ perception of the 
prevalence of evasive behaviour in a society or in a particular sector. If 
businesses believe that many businesses evade taxes, this could crowd out 
intrinsic motivation to comply with taxes. Compliant businesses might get 
annoyed, which decreases the ethical costs of non-compliance (Luttmer & 
Singhal, 2014). To proxy for this “peer effect”, the businesses’ estimate of the 
percentage of turnover that is not reported for tax purposes was used, as well 
as the estimate of the percentage of unregistered businesses. Two scales 
were used testing Hypothesis 2a and 2b, constructed based on respondent 
assessments of (1) the percentage of turnover for which taxes are not paid, 
and (2) the percentage of businesses that are unregistered. Both 
assessments are related to the sector in which the respondents operate. 
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Hypothesis 2a: Businesses that notice many other registered 
businesses evading taxes have lower tax morality i.e. they will judge 
informal activities as being less unethical. 

Hypothesis 2b: Businesses that notice that many others do business 
completely informally have lower tax morality. 

Similarly, prevalent corruption increases the expectations of bribe offers and 
significantly harms tax morality and increases tax evasion (Jahnke & Weisser, 
2018; Torgler, 2006). Views of businesses on the prevalence of tax related 
bribery (very common = 4, common = 3, some occurrences = 2, no 
occurrences = 1) were used to assess the impact of corruption on tax 
morality. 

Hypothesis 2c: Businesses that state that the use of bribery to evade 
taxes is common have lower tax morality. 

Lastly, the perception that tax evasion is a practice that is tolerated in Serbia 
may be a significant detriment to tax morality. The views of business owners 
and managers on the extent to which tax evasion practices are tolerated in 
Serbia were used to assess the impact of general tolerance on tax morality. 

Hypothesis 2d: Businesses that perceive that tax evasion is a practice 
that is tolerated will judge informal activities to be less unethical. 

Third, businesses’ perception of the tax system as fair and equitable also 
affects tax morality. Businesses are incentivized to comply if they believe that 
there is a fair and equitable exchange between public goods provided by the 
state and the paid tax (Torgler, 2003; Torgler, 2005; Torgler & Schneider, 
2007). Two dummy variables were used to proxy if businesses stated that tax 
evasion is mostly affected by 1) inefficient and inequitable tax spending or 2) 
the existence of privileged companies.  

Hypothesis 3a: Businesses that see the tax system as unfair and 
unequitable will judge informal activities to be less unethical. 

Furthermore, literature observes that higher tax rates (tax burden) negatively 
affects tax morality (Bird et al., 2008). Thus, businesses’ perceptions of the 
tax burden were used as an additional predictor in the model. 

Hypothesis 3b: Businesses that believe that the tax burden is high 
have lower tax morality i.e. will judge informal activities to be less 
unethical. 

Fourth, complexity may result both in unintentional and intentional non-
compliance. As argued in Luttmer and Singhal (2014) “information 
imperfections and decision-making biases are not always considered in the 
context of tax morale, but they clearly represent deviations from a fully rational 
model of tax compliance”. Hence, complexity costs may affect compliance 
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decisions, or, in other words, they reduce the moral costs (e.g. feeling of guilt, 
compunction) of evading taxes (Torgler, 2003). Complexity was proxied by 
using dummy variables for companies that stated that complicated tax laws 
and rules are among the top three obstacles to doing business in Serbia. 

Hypothesis 4: Businesses that state that complicated tax procedures 
and unclear tax laws represent a key issue affecting their operations 
have lower tax morality. 

Fifth, businesses’ trust in the government (public officials) affects their 
willingness to comply. If businesses find that the government is trustworthy, 
they will be more willing to comply. The following question was used as a 
proxy for general trust in the government: Do you believe that the state is 
decisive in the fight against the informal economy?  

Hypothesis 5: Businesses with low trust in government intentions to 
curb informal economy (tax evasion) will judge informal activities to be 
less unethical than taxpayers with high trust in government. 

Sixth, recent studies (Blanthorne & Kaplan, 2008) suggests that deterrence 
factors may affect tax morality, i.e. tax morality could be affected by a self-
serving bias, whereby people adjust their norms/attitudes according to their 
self-interest. Similar findings obtained in a real effort laboratory experiment 
shows that individuals with an evasion opportunity judge tax evasion as less 
unethical (Blaufus et al., 2015). Hence, following Mickiewicz et al. (2017) an 
additional hypothesis is formulated: 

Hypothesis 6: Businesses that perceive a lower likelihood of being 
caught evading tax will judge informal activities to be less unethical. 

The variable was developed from the following statement: Evaluate the 
probability that a company operating informally would be discovered? 
(between 0%=1 and 100%=11). 

Controls are included for business performance in the previous year, whether 
the business is incorporated, whether business is a VAT payer, and also for 
regional and sector fixed effects. Business performance can be another 
important factor for tax morality. However, the relationship between business 
performance and tax morality is not clear. It might be argued that loss-making 
businesses will judge informal activities to be less unethical compared to 
successful businesses. Hence, a parallel could be drawn with literature on the 
tax morality of individuals, which shows that those who report having 
economic problems are more likely to justify tax evasion. In our case this 
might be explained by the fact that loss-makers have to evade paying taxes to 
survive. On the other hand, loss-making businesses may blame tax evaders 
for not being able to have better business results. Also used is the number of 
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employees, as a proxy for size. However, as this variable did not significantly 
change the findings, the paper did not report these results.  

3. Data and Methodology 

The survey was conducted in 2017, on a single-stage stratified sample of 
registered businesses. Companies and/or small privately-owned businesses 
(sole proprietors) not formally incorporated and registered were not included 
(Krstić, 2015; Krstić & Radulović, 2018). A total of 1,049 businesses were 
surveyed (61% of all respondents were owners, 25% managing directors and 
13% chief financial officers). The results are obtained using weights to make 
the sample representative at the national level and by stratum (region, sector 
and size). 

Literature suggests attitudes towards the justifiability of tax evasion as an 
adequate proxy for tax morality (Alm & Torgler, 2011). Surveys usually ask 
individuals (not businesses) about attitudes towards tax evasion (Onu, 2016). 
For example, the WVS asked respondents to rate the justifiability of “cheating 
on taxes if you have a chance.” While direct information on a firm’s “tax 
morality” is not available, this article specifies tax morality as a dependent 
variable by using the following question “What is your attitude to the 
justification of informal business activities?” It is our belief that this question 
adequately captures tax morality since for the purpose of the survey informal 
business is defined as “actions taken by individuals and firms to reduce their 
legally due tax obligations, by underreporting incomes or sales to evade 
consumption and profit taxes and ‘envelope wages’ to evade payroll tax 
and/or social security contributions” (Krstić, 2015; Krstić & Radulović, 2018)..  

Table 1 Frequencies and cross-tabulation of tax morale measure (weighted) 

Informal activity in Serbia is justifiable Freq. Percent 

Strongly disagree (not justifiable at all) 580.6 56.7 

Mainly disagree (mainly not justifiable) 247.8 24.2 

Neutral (both is and isn’t justifiable) 159.0 15.5 

Mainly agree (mainly justifiable) 33.8 3.3 

Strongly Agree (entirely justifiable) 2.8 0.3 

Total 1,024 100 

 Source: Author research  

The morality indicator has been represented by a 5-point Likert scale. 
However, as those who strongly justify tax evasion represent only 0.3% of the 
sample, the ordinal variable is collapsed into four categories. Alternatively, the 
dependent variable could be dichotomized, and binary logistic regression 
applied, but information would be lost, and this could substantively alter the 
conclusions. For the sake of clarity, the reverse score is used – the higher the 
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index value, the higher the tax morality is. Hence, variable Tax Morality equals 
1 if the respondent strongly agrees that “informal activity in Serbia is 
justifiable” and 4 if they strongly or mainly disagree with the previous 
statement. Tax morality is estimated using sampling weights to ensure that 
the results are representative (Table 1).  

Detailed explanations of the variables used in the regression analysis are 

presented in Table 2.  

Table 2 Description of variables in the regression analysis (unweighted) 

Variable Obs Mean Std. Dev. Min Max 

Morality 1,024 3.4 0.9 1 4 

Disapproval of Tax Authority 880 0.4 0.5 0 1 

Tolerance 999 2.2 0.9 1 4 

Unreported Turnover 899 2.8 1.7 1 8 

Unregistered  969 2.6 1.5 1 8 

Detection Probability 977 6.1 2.7 1 11 

Bribe Prevalence 794 2.4 0.7 1 4 

Trust in Government 990 2.9 0.8 1 4 

VAT 1,047 0.6 0.5 0 1 

Complicated Tax Procedures 1,039 0.1 0.3 0 1 

High Tax Burden  1,039 0.4 0.5 0 1 

Sole Proprietor 1,049 0.5 0.5 0 1 

Loss Making 1,042 0.1 0.3 0 1 

Foreign Ownership 1,049 0.0 0.2 0 1 

Belgrade 1,049 0.3 0.5 0 1 

Vojvodina 1,049 0.3 0.4 0 1 

ln(Age) 1,041 2.5 0.7 0 4.6 

Source: Author research  

The limitations of the data are mainly related to the several variables in the 
model that may not capture individual-level effects adequately and to the 
possible bias in the survey responses, i.e. respondents may be more likely to 
answer in a socially-desirable way (Beck & Ajzen, 1991). As stated in Torgler 
(2005, p.141), “it can be argued that a tax payer who has incurred in some 
illegal behaviour in the past will tend to excuse this kind of behaviour 
declaring a high tax morale.” However, it is our opinion belief that it is 
reasonable to assume that attitudes and perceptions are relevant in 
explaining why businesses act in certain ways, i.e. whether they will evade or 
not.  

Given that tax morality represents an ordered categorical variable, ordered 
probit or ordered logit represent appropriate econometric methods (Long, 
1997; Long and Freese, 2014). For the empirical investigation, we first employ 
a standard ordered logit model (OLM). The OLM can be expressed as follows:  
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(1) 

where C represents the number of outcomes of the dependent variable. 

The OLM imposes proportional odds assumption on the data, i.e. it assumes 
that the coefficients that describe the relationship between various categories 
of the response variable will remain the same (Williams, 2016). Hence, the 
OLM is a restrictive but parsimonious model. Furthermore, if the proportional 
odds (parallel lines) assumption is violated, estimating an OLM will lead to 
inconsistent results. 

To relax the proportional odds assumption, one can use a generalized 
ordered logit model. In the generalized unconstrained model, each 
independent variable has a different impact on various categories of the 
ordinal outcome variable. The expressions for the proportional odds and 
generalized model are the same, except that in the proportional odds model 
the β’s are the same for all values of j (Williams, 2006).  

 
(2) 

The problem with this approach is that it relaxes all variables from the 
proportional odds assumption even though the assumption may be violated by 
one or several of them (Williams, 2006). Hence, an unconstrained generalized 
model; while it is rather flexible, it has more parameters and it is not 
parsimonious. 

The third option, the partial proportional odds model (PPOM), relaxes the 
proportional odds assumption only for those variables where this assumption 

is violated. In the PPOM, some of the β coefficients will be the same for all 

values of j, while others can differ. The PPOM also allows a variable to gain or 

lose statistical significance and/or change coefficient sign for various values of 

the dependent variable. On the one hand, PPOM is somewhat more difficult to 

interpret than the OLM. On the other hand, PPOM provides additional insights 
which would not be observed in case of the OLM. The PPOM can be 
expressed as follows. In our example, the β’s for all except one variable are 

the same for all values of j but the β’s for X3 differ. 
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  (3) 

In our study, the dependent variable has four categories, so C = 4, hence for J 
= 1 category 1 (completely or mainly justified) is compared to categories 2, 3, 
and 4; for J = 2 the comparison is between categories 1 and 2 (informality is 
completely or mainly justifiable and neutral) and categories 3 and 4; and for J 
= 3, we compare categories 1, 2, and 3, and category 4 (completely 
unjustifiable).  

The test devised by Brant (1990) is commonly used to test the proportional 
odds assumption. However, the Brant test is not appropriate for our study as 
survey weights were use. Wald tests were used to test the proportional odds 
assumption. More specifically, results are obtained using Williams (2006) 
Stata command gologit2, which allows the estimation of the PPOM. This 
command allows identification of any independent variable that violates the 
proportional odds assumption. The autofit option was used, which only 
relaxes the proportional odds constraint for those variables where it is 
violated. The Stata command calculates Wald tests for each variable, in order 
to examine whether the variable meets the proportional odds assumption. In 
the event that the result of the Wald test is statistically insignificant, the 
variable will be constrained to have equal coefficient across equations. 
Finally, the autofit option was set to equal 0.025 of significance, which is 
consistent with Williams (2006) suggestion that the default level of 
significance (0.05) may not be sufficiently strict in cases when multiple 
variables are being tested. 

4. Results 

Table 3 shows the predictors in our models. Table first presents the results 
based on the standard OLM to provide for point of reference for the PPOM. 
Table 3 presents results both as coefficients and as the proportional odds 
ratios. The effects of the constrained variables in the PPOM model can be 
understood similarly to those in the OLM. The OLM model also presents the 
cut points for the adjacent levels of the response variable. By allowing a 
variable to vary across the values of the dependent variable, the PPOM 
requires somewhat different presentation. As the dependent variable (tax 
morality contains four ordered categories) there are three levels 
simultaneously examined in the model. Level one presented as 1 vs. 2, 3 and 
4 corresponds to the comparison between the category 1 and all of the other 
ordered categories of tax morality. Three levels are presented separately 
within the table for two variables that violated the proportional odds 
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assumption. Only one set of estimates is reported for other variables that did 
not violate the proportional odds assumption. 

Table 3. Determinants of tax morale 

 H OLM PPOM 

  Coeff. or z stat Coeff. or z stat 

Disapproval of Tax Authority 1 -0.680*** 0.507 (-2.89) -0.732*** 0.481 (-3.16) 
Unreported Turnover 2a 0.121 1.128 (1.24) 0.094 1.098 (1.06) 
Unregistered presence  2b -0.182* 0.834 (-1.79) 

   
(1 vs 2,3,4)  

   
-0.431*** 0.650 (-3.23) 

(1,2 vs 3,4)  
   

-0.307*** 0.735 (-3.03) 
(1,2,3 vs 4)  

   
-0.0776 0.925 -0.39 

Bribe Prevalence 2c -0.123 0.884 (-0.85) -0.135 0.873 (-0.91) 
Tolerance 2d -0.466*** 0.628 (-3.61) -0.435*** 0.647 (-3.32) 
High Tax Burden  3b -0.121 0.886 (-0.60) -0.114 0.892 (-0.56) 
Complicated Tax Procedures 4 -0.285 0.752 (-0.82) -0.338 0.713 (-1.01) 
Trust in Government 5 -0.0911 0.913 (-0.64) -0.130 0.878 (-0.92) 
Detection Probability 6 -0.065* 0.937 (-1.81) -0.064* 0.938 (-1.78) 
VAT  0.0438 1.045 (0.20) 0.034 1.035 (0.15) 
Sole Proprietor  -0.263 0.769 (-1.31) -0.307 0.735 (-1.45) 
ln(age)  0.277 1.319 (1.55) 0.248 1.282 (1.38) 
Belgrade  -1.285*** 0.277 (-5.31) 

 
 

 
(1 vs 2,3,4)  

   
0.134 1.144 (0.20) 

(1,2 vs 3,4)  
   

-0.812*** 0.444 (-1.39) 
(1,2,3 vs 4)  

   
-1.601*** 0.200 (-5.88) 

Vojvodina  -0.577* 0.562 (-1.94) -0.528* 0.590 (-1.89) 
Central Serbia        

Foreign Ownership  -0.451 0.637 (-1.08) -0.530 0.588 (-1.10) 
Loss Making  0.785** 2.191 (2.17) 0.859** 2.361 (2.32) 
Industry  -0.173 0.841 (-0.59) -0.133 0.876 (-0.45) 
Construction  0.235 1.264 (0.58) 0.207 1.230 (0.50) 
Trade  -0.167 0.846 (-0.64) -0.172 0.842 (-0.64) 
Transport  -0.966*** 0.381 (-2.59) -0.992*** 0.371 (-2.73) 
Catering  -0.289 0.749 (-0.56) -0.301 0.740 (-0.58) 

Other sectors        
cut1  -6.414*** 

  
   

cut2  -4.341*** 
  

   
cut3  -2.933*** 

  
   

Constant (1 vs 2,3,4)     7.161***  (6.77) 
Constant (1,2 vs 3,4)     4.844***  (4.84) 
Constant (1,2,3 vs 4)     2.966***  (3.13) 

N  571 571 

Wald chi2   85.07 109.32 
Pseudo R2 (McFadden)  0.090 0.121 
AIC  1148.78 1129.50 
BIC  1253.12 1251.23 

*p<0.1, **p<0.05, *** p<0.01, robust standard errors in parentheses. Results adjusted for sampling design. 
Two-tailed test. For variables in violation of the parallel lines assumption results present comparison between 
outcomes. 

Source: Author research  

Negative attitudes towards the tax authority significantly decrease tax 
morality. Businesses that state that tax authorities are inconsistent or 
unpredictable in application of tax rules, or that inspections are time 
consuming, corrupt or have other issues with the application of tax rules, are 
much more likely to justify evasion at least to some extent. The odds of higher 
tax morality are 0.51 times lower (0.48 in PPOM) in cases where the 
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businesses disapprove of the tax authority. The obtained results are rather 
robust, as respondent disapproval of the actions of tax authorities and the 
treatment of tax payers has a negative effect on tax morality and the result is 
statistically significant at 1% across different specifications supporting 
Hypothesis 1. 

While the results do not provide support Hypothesis 2a regarding the 
registered businesses “peer effect”, having a higher level of perceived 
competition from informal business reduces tax morality by about 16.6%, thus 
supporting Hypothesis 2b. Additional implications of the second model 
(PPOM) on Hypothesis 2b will be discussed later. Similar results are obtained 
for the perceived tolerance of tax evasion. A one-unit increase in perceived 
tolerance would result in the ordered log-odds of 0.47 (0.44 in PPOM) of 
having a higher level of morality while the other variables in the model are 
held constant, providing support for Hypothesis 2d. The detection probability 
coefficient is of the expected negative sign and statistically significant at the 
0.1 level, for both the OLM and the PPOM model. That is, tax morality is lower 
for businesses that perceive higher probability of being caught. The 
perception of bribe prevalence has an expected sign, but it is not significant, 
failing to support Hypothesis 2c. Similarly, the odds ratio for high tax burden, 
complicated tax procedures and trust in government is not statistically 
significant for tax morality, providing no support for hypotheses 3, 4 and 5.  

Neither complexity nor equity or perception of high tax burden have a 
statistically significant effect on tax morality. The inclusion of a variable for 
perceived equity does not contribute to the model. As the Bayesian 
Information Criterion (BIC) provides strong support for the model without 
perception of fairness, the final model  excludes this variable and do not 
report results.  

To present the effects of the most significant independent variables on tax 
morality, Figure 1 plots the predicted probabilities of each category of tax 
morality, while holding all the other independent variables fixed at their mean 
values (Greene & Hensher, 2010; Williams, 2012). Predicted probabilities are 
obtained from estimates of the OLM model. Figure 1 shows how the 
probability of an average business owner’s/manager’s morality outcome 
varies with the change of an independent variable. The horizontal axis shows 
the value of the morality variable at which the predicted probability of the tax 
morality outcome is obtained. The vertical axis shows the values of the 
predicted probabilities for each tax morality outcome. Each panel has four 
lines plotting the relationship between tax morality and the relevant 
independent variable.  

Panel A (Figure 1) plots the predicted probabilities for each outcome and the 
perceived tolerance as an independent variable. As perceived tolerance 
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increases, the probability of a respondent justifying informal activity increases. 
The line in Panel A representing the predicted probability that an average 
business thinks tax evasion is completely unjustifiable, when perceived 
tolerance is very low (x axis = 1), shows that the predicted probability of 
thinking tax evasion is completely unjustifiable is 0.69. As perception of the 
prevalence of tax evasion tolerance increases, the probability that an average 
business believes that tax evasion is completely unjustifiable decreases. In 
other words, when perceived tolerance is high (x = 4) the predicted probability 
that an individual will not judge informal activities to be completely unethical 
drops to 0.40. Panel B plots the predicted probabilities for each morality 
outcome and businesses’ expectation of the detection, holding all other 
independent variables constant. In Panel B – as beliefs about the probability 
of detection increase from “0%” (1) to “100%” (11), the predicted probability of 
“completely unjustifiable” falls from 0.63 to 0.49. Similar trends are seen in 
Panel C, which shows the relationship between the views on the share of 
unregistered businesses and tax morality. 

Figure 1. Predicted probabilities for the 4-category version of tax morale 

Panel A Panel B 

  
Panel C  

 
Source: Author research  
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With respect to control variables, performance coefficients and location of the 
business are statistically significant. Results support an alternative hypothesis 
that loss-making businesses report higher tax morality. The odds of higher tax 
morality are 2.19 times higher (2.26 in PPOM) in cases where businesses 
report losses. Hence, firms that face financial difficulties were less prone to 
evading taxes compared to those with fewer financial constraints.  

Two controls – respondents that are within the VAT system and sole 
proprietors – failed to meet a required level of statistical significance. Sectoral 
dummies are not statistically significant except for the transport sector, which 
is significant and negative in both the OLM and the PPOM models. The 
location of the business is important, and tax morality is, on average, 
significantly lower in Belgrade than in Central Serbia. This is consistent with 
literature, which reports that individuals living in rich regions are less prone to 
tax compliance. A possible additional explanation is that citizens and 
businesses in Central Serbia believe that they have an obligation to support 
their local community. 

For two unconstrained variables, Unregistered presence and Belgrade, 
examining the pattern of coefficients reveals additional insights that would 
have been neglected had only the OLM model been presented. The PPOM 
results for two variables can be interpreted in the following manner: negative 
coefficients indicate that higher values of the Unregistered presence variable 
increase the probability of businesses having lower tax morality. The results 
report that the effect of pervasive unregistered informality perception is more 
extreme at lower levels of morality. For Belgrade, the pattern shows that 
Belgrade-based businesses are less likely to report strong support for evasion 
(the positive coefficient in the first row), but Belgrade-based businesses are 
much more likely to justify at least some level of informality (the negative 
coefficients in the other two rows). 

5. Conclusions 

The results provide first evidence of the factors that affect the tax morality in 
Serbia’s business sector. While factors related to individuals should have 
similar effects on firms (Alm and McCllelan, 2012), the results suggest that 
business owners and managers are more influenced by specific tax 
administration and less by general government issues. Strong evidence has 
been found that the disapproval of the actions of tax authorities and the 
treatment of tax payers is associated with lower tax morality. However, this is 
not the case for the general trust in government. A possible explanation is that 
satisfaction with the government and with public services is not as an 
important contributor to tax morality as in the case of individuals. Hence, in 
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the next period it would be important for the tax authorities to improve how 
businesses perceive their activities and improve legitimacy and their 
relationships with business taxpayers.  

Evidence was also found that tax morality is affected by perceived tolerance, 
and that tax morality in Serbia may be affected by a self-serving bias. This 
suggests that tax morality is partly eroded because the lack of enforcement 
efforts, hence signalling to business owners and managers that compliance is 
only somewhat important.  

However, there are some obvious limitations of the study. First, the data set 
does not contain relevant information on sex, age, nationality and level of 
education of business owners and managers, which could provide additional 
insights. This does not allow for the examination of how identity-related 
factors affect tax morality. This requires further investigation, since better 
understanding of the determinants that affect tax morality is critical both for 
the tax authorities and businesses. 
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