Actions against tax evasion

MpoTuBOAEHCTBUE YKAOHEHUIO OT YyNAaTbl HAAOroB

Original Paper

https:/ /doi.org/10.15826/jtr.2022.8.1.110

The Impact of the Size of Enterprises on Tax Evasion
in the Forestry Industry of Russia

Iu.E. Labunets © <, I.A. Mayburov
Ural Federal University, Ekaterinburg, Russian Federation
04 ulya.ev_84@mail.ru

ABSTRACT

The problem of low tax revenues and a large shadow sector is relevant to many
countries and industries, and the forestry industry in Russia is no exception. This
study examines the forms of tax evasion in various segments of the forestry industry
to evaluate the impact of the size of businesses and the level of tax audit risk on the
frequency of same-type tax responses. The hypothesis is that same-type tax responses
in the form of tax evasion are observed in businesses of all sizes of the forestry
industry. The frequency of these tax responses correlates with the level of tax audit
risk. The representative sample of micro-, small and mid-sized businesses comprises
7,910 enterprises. For each enterprise included in the sample we calculated the level
of tax audit risk for the period of 2017-2020. Audit risk was calculated as a cumulative
indicator of the incidence of non-compliance, which was detected by comparing the
calculated and normative values of the criteria described in the Federal Tax Service’s
Concept of the System of Planning of On-Site Tax Audits. The study found that the
businesses of all sizes from all sectors of the forestry industry resorted to tax evasion.
The specific forms and structural elements of their responses were described. The
correlation and regression analysis has shown that there is a strong direct relationship
between the level of tax audit risk and the frequency of same-type tax responses.
The occurrence of same-type tax responses points to the weaker impact of economic
factors within the traditional model of tax behaviour. These findings can be of interest
to the tax authorities and policy-makers seeking to raise tax revenues collected from
enterprises of the Russian forestry industry.
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AHHOTAIWI

ITpobrema HM3KMX HaJIOTOBBIX MOCTYIUIEHUI VI BBHICOKOV IOV TEHEBOTO CeKTopa
B JIECOITPOMBIIIUIEHHOM KOMIUIeKce Poccum siBisieTcst OueHb akTyaslbHOVI TeMOVL. 3Ha-
HIe 0CODEHHOCTEeVI M Pa3IMIHEIX (OPM ITPOSBIIeHVS OJHOTVITHBIX HaJIOTOBBIX peak-
VYT B BUJIe YKJIOHEHWs OT YIUIaTEI HaJloTOB B OTPAacIeBEIX CeTMeHTaX HeoOXommMo
U1 CHVDKEHW JT0JIV TeHeBOro ceKTopa. Llesibro vcciiesioBaHist ABJIsieTcst OlleHKa BIIv-
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SHV MacITaboB OM3Heca M yPOBHS HaJIOTOBOTO PUCKa Ha YacTOTY VCIIOIB30BaHVISA
OTHOTVITHBIX HAJIOTOBBIX PEaKITNI B BU/Ie YKIIOHEHVIS OT YIUIaThl HaJIOTOB ITPeIIpy-
ATVISIMV JIECOITPOMBIIIIEHHOTO KoMIulekca Poccum. T'urioTesa vcciieioBaHs 3aKiTio-
4JaeTcs B TOM, UYTO OJHOTUIIHBIE HaJIOTOBble PeakLVM B BUe YKIOHeHNs OT yIUIAThl
HaJIOTOB IIPVUCYTCTBYIOT BO BCeX KaTeTOPHsIX MacIiTaba JesTelTbHOCTY TIPeIITPUsSTI
oTpacJier JIeCOIIPOMBIIIIEHHOIO KOMIUIeKCa, IIPY 3TOM YacTOTa MCII0/Ib30BaHMs Ha-
JIOTOBBIX PeaKII B3aMOCBg3aHa C yPOBHeM HaJIoroBoro pucka. Ml copmMuposaim
penpeseHTaTUBHYIO BRIOOPKY MUKPO, MaJIBIX VI CPeHVIX TIPeIITPUSATIVI OTpacyIev jie-
COIPOMBIIIUIEHHOro KomIuiekca Poccum B Kommmuectse 7910 npegnpuaTnit. YposeHb
HaJIOTOBOTO PVICKa /IS KaXKIOTO TIPeIIIPUSATISA-PECTIOH IeHTa BEIOOPKY yCTaHaBIIV-
BaJICs 3a KavK/plil rof, nccsregyemoro nepuopa 2017-2020 rr. On ompepiensics Kak
aKKyMYJIMPOBaHHBIVI TI0Ka3aTeslb HapyIIeHWV, BBISB/IEHHBIX ITyTeM COIIOCTaBIIeHVISd
pacueTHbIX 3HaUeHMI KpuTepues KoHIenym IiaHMpoBaHs BbIe3IHBIX HaJIOTOBBIX
ITPOBEPOK C HOPMaTVWBHLIM 3HaueHMeM Kputepues. [To pesyrbraTaM mccieioBaHNs
BBISIBJIEHO VICITOJIb30BaHe OJHOTUITHBIX HaJIOTOBBIX peaKLUi B Bijle YKIIOHeHMs OT
YTUTaTHI HaJTOTOB ITPEIITPUATHSMY BCeX VCCTIeyeMbIX KaTeroput MacIiTaba v BUIOB
HeATeSTbHOCTM OTpacyiell JIeCOPOMBIIIIEHHOTo KomIulekca Poccrm. OmperierneHsr
dOopMBI OTHOTUITHBIX HAJIOTOBBIX PeaKIINil, OIMCAHbI X CTPYKTYpPHBIE 3JIeMeHTEL.
KoppemnsmoHHo-perpeccMOHHEIN aHaIi3 TT0Ka3asT HaIidue CYUTBHOV ITPSIMOTA CBSI-
3V My YPOBHEM HaJIOTOBOTO PYCKA ¥ YaCcTOTOVI MCITOITb30BAHIISI 3THX HaJIOTOBBIX
peaxinit. ITpucyTcTBIe OJTHOTWUITHBIX HaJIOTOBBIX PeaKInil B Blfe YKJIOHEeHUs OT
yIUIaThl HAJIOTOB YMeHbIIIaeT BIMSHIE 3KOHOMUUYECKUX (HaKTOPOB TPaJULVIOHHOM
MOIeJIVI HaJIOroBOTo ToBeeHs. [TpakTidecKkas 3HAUMMOCTD VICCIIeOBAHVIS COCTOUT
B TOM, YTO IIOJIyYeHHbIe pe3yJIbTaThl MOTYT ObITh MCIIOJIb30BaHbl HAJIOTOBLIMIL Opra-
HaMW [ Pa3sBUTHS OTPACiIeBOro IOIX0/1a B HAJIOTOBOM aIMUHUCTPUPOBAHIV IIPe/-
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IIPVSTI JIECOITPOMBIIIUIEHHOr0 KoMIuTekca Poccum.

KJIFOUEBBIE CJIOBA

HaJIOTOBble peaKLyy, HaJIoroBoe IoBejleHe, yKJIOHeH e OT HaJIOIOB, JIECOITPOMBIIII-
JIEHHBIVI KOMIUIEKC, HAJIOTOBBIVI PYCK, MaciuTab OnsHeca

1. Introduction

Tax evasion is one of the most signi-
ficant barriers to increasing tax revenues.
Russia’s forestry industry is no exception
in this respect: while the annual volume
of wood production and export-import
operations are growing steadily, the share
of tax revenues from this industry in Rus-
sia did not exceed 1% from 2012 to 2021.
The share of the shadow sector in the
forestry industry of Russia in this period
ranged from 37 to 40% of total GDP. Such
a large shadow sector impedes efficient
problem-solving in the sphere of wood
processing, it is detrimental to the deve-
lopment of competitive markets, and in
general complicates the achievement of
priority objectives of the industry.

The forestry industry in Russia is cha-
racterized by a high number of enterprises
and comparatively small share of sectoral
leaders in the total volume of production.
The forestry industry is dominated by
micro-, small and mid-sized enterprises.
It should be noted that micro- and small
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enterprises lack the necessary technical,
human and financial resources to make
full use of the digital technology and thus
maintain sufficient transparency and com-
pleteness of their accounting records on
all the stages of wood production.

The problem of low tax revenues
and the large shadow sector, where mi-
cro-, small and mid-sized enterprises are
overrepresented, stands high on the list of
priority tasks for the development of the
forestry industry in Russia. Therefore, in
order to implement the trust-based tax
strategy more efficiently, it is necessary
to gain a more in-depth understanding of
the tax behaviour of such enterprises and
of the mechanisms behind the interactions
within the tax environment.

The problem of low tax collection
from enterprises in the forestry industry
brings to the fore the need to study the fax
responses of these enterprises, that is, the
taxation-induced changes in their rational
economic behaviour. Such tax responses
may include changes in the manufactu-



Journal of Tax Reform. 2022;8(1):88-101

ISSN 2412-8872

ring programme, changes in the output,
or in investment activities but mostly they
take the form of tax evasion.

The study of the same-type tax re-
sponses associated with tax evasion of en-
terprises in the Russian forestry industry
may provide valuable insights into the
problem and help reduce the share of the
hidden economy in this industry.

Our research seeks to address the fol-
lowing two questions.

1. Is there a relationship between the
level of tax audit risk, the size of an en-
terprise and the frequency of same-type
tax responses (tax evasion) in the Russian
forestry industry?

2. Does the sector affiliation of enter-
prises influence the relationship between
the size of a business and the frequency of
same-type tax responses (tax evasion)?

This study aims to evaluate the impact
of the size of business and the level of tax
audit risk on the frequency of same-type
tax responses in the form of tax evasion in
the forestry industry of Russia.

We are going to test the following hy-
potheses:

H1. Same-type tax responses in the
form of tax evasion are observed in busi-
nesses of all sizes of the forestry industry.
The frequency of these tax responses cor-
relates with the level of tax audit risk.

H2. The relationship between the size
of businesses and the frequency of same-
type tax responses (tax evasion) is deter-
mined by the businesses’ sector affiliation.

2. Literature review

2.1. Research on the factors of tax evasion

Allingam & Sandmo [1] proposed
a basic model of tax behaviour, which pro-
vided a foundation for the modern theory
of managing and improving tax compli-
ance (the economic deterrence theory) as
well as the coercive strategies of tax con-
trol. The toolkit that their model offers
includes selective tax audits, tax rates,
tax penalties, and analysis of the gross re-
ceipts of businesses.

Alm et al. [2] argue that taxpayers
fear the discovery of their tax evasion
and the ensuing punishment and that
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this fear works as an effective deterrent to
non-compliance. In other words, tax com-
pliance occurs because some taxpayers
overweight the low probability of audit.

Slemrod et al. [3] in collaboration with
the Minnesota Department of Revenue
conducted an income tax compliance ex-
periment among randomly selected tax-
payers in Minnesota. They showed that
a heightened threat of examination affects
taxpayers’ behaviour, but it also depends
on their individual perceptions of the
probability of an audit.

Alm & Mckee [4] found that the an-
nouncement of audits increases the com-
pliance rate of those who are told that they
will be audited. However, the compliance
rate of those who know that they will not
be audited falls, and the net effect is that
overall compliance falls.

Alm et al. [5] studied the influence
of economic factors on tax evasion. They
collected individual-level data from
identical laboratory experiments across
five separate studies and found that only
two-thirds of all subjects reacted to hig-
her audit rates by increasing their com-
pliance. Some of the subjects did not re-
spond to the changes in the frequency of
tax audits at all.

Manbhire [6] puts forward a concept of
tax compliance as a “wicked system” and
argues that there is a diversity of econom-
ic factors that have different effects on tax
behaviour and in particular non-compli-
ance. He believes that even with simpli-
fied tax laws, tax compliance “would still
be prone to developing its own emergent
and unpredictable properties”.

Kleven et al. [7] showed the signifi-
cance of horizontal interactions between
different taxpayers. They conducted a tax
enforcement field experiment in Denmark
to demonstrate that the influence of the
fact of third-party reported income on tax
evasion is similar and sometimes exceeds
the impact of the threat of an audit.

Alm & Malézieux [8] used laborato-
ry experiments to examine individual tax
evasion behavior and found that compli-
ance is affected by specific characteristics
of national tax systems (e.g. tax rates, tax
amnesties, etc.) and the demographic cha-
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racteristics of subjects (e.g. gender, experi-
mental income, occupation, risk attitude).

Kogler et al. [9] conducted an incen-
tivized experiment to show that tax com-
pliance decision-making is in fact more
complicated than the risky decisions taken
in the context of gambles. The main reason
behind this difference is that “while gam-
bling studies relate to both the gain and
the loss domain ..., taxpaying is focused on
the loss domain”. Interestingly, as far as
evasion is concerned, it offers “the chance
to circumvent the loss in case of not being
detected, with the risk of a possible audit
resulting in a higher loss compared to
being compliant”.

Kahneman & Tversky [10] describe
what they refer to as the certainty effect,
which contributes to risk aversion in
choices involving sure gains and to risk
seeking in choices involving sure losses.
The decision to comply with tax laws or
not often implies that a person needs to
consider more than two options because
in some cases partial non-compliance
is possible, which makes the decision-
making process more complicated.

James S. [11] showed that an approach
based on behavioral economics and social
sciences can be applied successfully to
study taxation and tax reforms, in particu-
lar the influence of different factors on tax
behaviour.

De Giovanni et al. [12] demonstrated
that analysis of long-run distribution of
evaders and preferences of the game par-
ticipants choosing from the possible strat-
egies of tax behaviour can help formulate
an optimal tax control strategy for specific
national contexts.

Weber T.O. et al. [13] argue that both
psychological and purely economic fac-
tors can provide further insights into tax
behaviour.

Alm [14] argues that the “compliance
puzzle” can be explained, at least partial-
ly, by “expanding the standard analysis
of individual compliance behavior to in-
corporate the important ways in which
individual decisions are shaped by group
motivations”.

The analysis of contemporary re-
search literature presented above shows
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that taxpayers are no longer considered
as rational maximizers of utility. Instead,
they are largely seen as a heterogeneous
group of agents taking their decisions con-
cerning compliance or non-compliance
under uncertainty depending on their
preferences and views.

In reality, tax behaviour is simultane-
ously affected by a multitude of factors,
which makes the research on the impact
of specific factors on tax responses par-
ticularly relevant.

2.2. Research on the influence of the size
of the business on tax evasion

Shakkour et al. [15] detected a strong
positive relationship between the specific
characteristics of SMEs in Jordan and tax
compliance.

Alshira et al. [16] argue that tax com-
pliance costs and tax service quality are
pivotal for taxation of SMEs - many busi-
ness owners decide not to comply if the
tax service quality is poor and the costs
are too high.

Irawan et al. [17] investigated the
factors determining the tax morale of
micro-, small and mid-sized enterprises
in Indonesia. They found that the rate of
non-compliance is high among the enter-
prises of these type. The trust of business
owners in tax authorities has a positive ef-
fect on tax morale for all these categories
of firms and it also helps reduce the level
of non-compliance.

Rashid & Morshed [18] examined
SMEs in 85 countries to show the impact
of the small and mid-sized forms of busi-
ness on tax evasion. They found that SMEs
are more likely to evade taxes than large
firms.

Payne & Saunoris [19] studied the re-
lationship between firm-level tax evasion
and corruption across 25 transition econ-
omies for the years 2002 and 2005 and
found that corruption has a larger impact
when tax evasion is more widespread. In-
terestingly, firm-level characteristics show
heterogeneous effects across the condi-
tional distribution of tax evasion.

Alshira’h A. et al. [20] found a posi-
tive relationship between the tax morality
of SMEs and sales tax compliance.
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Vincent [21] conducted a question-
naire survey of SMEs owners in Nigeria
to develop and test the reliability of a new
scale for measuring tax compliance be-
haviour. He found an inverse relationship
between non-compliance and the size of
businesses.

Amponsah et al. [22] conducted
a cross-sectional survey of 305 micro-tax-
payers by using structured interviews and
showed that the likelihood of a taxpayer
to evade tax stamp is predicted by such
parameters as the age, application of sanc-
tions, guilt feeling, transportation costs
and the frequency of tax audits.

Werekoh [23] conducted a question-
naire survey of 400 SMEs to show the rela-
tionship between the size of businesses and
tax evasion. He also demonstrated that tax
authorities should be aware of the patterns
of tax behaviour to increase tax compliance.

Kireenko et al. [24] studied the rela-
tionship between tax evasion in different
sectors and the shadow economy and
found that the level of tax evasion is higher
in the sectors with lower labour costs and
social payments as well as other expenses
included in the production costs but with
a higher share of fixed assets depreciation
(asset-intensive industries).

Dabla-Norris et al. [25] provide evi-
dence that productivity correlates with the
size of businesses and that higher produc-
tivity causally leads to lower tax evasion.

Kelmanson et al. [26] argue that there
is a connection between the size of shadow
economies and the level of tax evasion.

Lopez [27] proposes a general equilib-
rium model where heterogeneous estab-
lishments optimally select themselves into
informality, tax compliance, and formal
tax evasion. According to his model, tax
revenues are mostly collected from mid-
sized firms, which are scarce, while small
and large firms opt for various forms of
informality.

Alm et al. [28] examined the financial
reasons behind tax evasion among SMEs.
They have shown that firms dealing with
credit and financial constraints are more
likely to evade taxes. Moreover, the effects
of financial constraints are heterogeneous
across firm ownership, age and size.
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Barth et al. [29] found that the bigger
is a firm, the smaller is the share of the
taxes paid per worker.

Most of the studies discussing the re-
lationship between tax evasion and the
size of businesses focus on the strong in-
verse relationship between these parame-
ters. Avenues for further research may be
to investigate this relationship for specific
categories of enterprises as well as to build
data bases for more comprehensive and
informative research.

3. Methodology

The categories of micro-, small and
mid-size entrepreneurship for sectors of
the forestry industry in Russia were deter-
mined by applying the normative criteria
based on the number of employees and
revenue. Individual entrepreneurs were
excluded from this study because of the
lack of open data on their operations.

For selection of a representative sam-
ple, we chose from the general population
only those businesses that were registered
before 01.01.2017.

The representative sample thus com-
prises 7,910 enterprises in the forestry in-
dustry of Russia. The study covered the
period from 2017 through 2020. The pro-
cedure of selecting a representative sam-
ple of enterprises and calculating the level
of tax audit risk is shown in Figure 1.

The normative values for the seven
criteria were determined by using the on-
line service of the Federal Tax Service of
Russia: the tax burden calculator and the
official statistics on average wages in Rus-
sian regions.

For a broader understanding of the
characteristics of the enterprises in our
sample we used the information system
SPARK. In addition, we studied the in-
formation on the founding members,
registered capital, length of time this or
that business has been in operation, the
data on public contracts, forest land rental
agreements, and so on.

The deviation from the norm in each
of the seven criteria was taken as 1 and the
correspondence to the norm, as 0. The ge-
neral level of tax audit risk for each year of
the given period was calculated as a sum
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of values for each of the criteria compared
with the corresponding normative values.
We evaluated all the enterprises in the
sample according to the seven criteria and
divided them by risk level into the follo-
wing groups:
1. Enterprises with risk values only in
0 to 1 criterion - low risk of being audited.
2. Enterprises with risk values in 2 to
3 criteria - moderate risk of being audited.
3. Enterprises with risk values in 4 and
more criteria - high risk of being audited.
The breakdown of the sample by sec-
tors of the forestry industry is shown in
Table 1.

The sample and general population
are statistically homogeneous; the repre-
sentative sample makes up 25.5% of the
general population. It should be noted
that in the case of the remaining enter-
prises that met the sampling criteria, some
of the financial accounting data were not
available for one or several fiscal periods.
It is, therefore, impossible to calculate the
values of the criteria of cost-effectiveness
and tax burden as well as the general level
of tax audit risk.

To identify the forms of same-type
tax responses (tax evasion) of enterprises
in the Russian forestry industry, we pro-

The data on the
operations of the
enterprises
included in the
sample were
selected according

Selection of a
representative
sample of
micro-, small-,
and mid-size
enterprises in

— -

the forestry to the criteria
industry, by described in The
sector Concept of the
System of

Planning of
On-Site Tax Audits

enterprise in the

performance in
each criterion was
calculated for
every year of the
given period. The
resulting values

compared with the
normative values

For each For each enterprise in
the sample the level of
tax audit risk was
calculated as a
cumulative indicator for
every year of the given
period.

The general patterns in
the enterprises” efforts
to minimize the risk of
tax audits were
identified and described

sample its

>

were then

Figure 1. Selection of a representative sample of enterprises and calculation
of their tax audit risk

Source: Order of the Federal Tax Service of Russia of 30.05.2007 Ne M-3-06/333@ “On the Approval
of the Concept of the System of Planning of On-Site Tax Audits”

Table 1
Sample of enterprises in the Russian forestry industry by size, units
Number of enterprises Total ¢ Total r.lumll;er . T(;)tal £
b size number Of 0. enterprlses ySIZe num eFO
Ne Sector y . as of 01.01.2021 enterprises
enterprises as of
Mid-size | Small |Micro| selected |Mid-size | Small | Micro 01.01.2021
1 fore?’try and 24 328 975 1327 56 562 4546 5164
Oggmg
Manufacture
5 @ uEed gl 31 755 2883 3669 95 1347 13726 15168
products of
wood and cork
Manufacture of
3 paper and paper 37 288 622 947 78 502 2161 2761
products
4 Manufactureof 40 4g7 713 910 27 394 3375 379
urniture
5 Wholesale of 5 95 957 1057 12 252 3908 4172
wood
Total 107 1653 6150 7910 268 3057 27716 31041
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ceeded from the assumption that the level
of tax audit risk for these enterprises de-
termines their behaviour [30].

To identify the forms of same-type
tax responses (tax evasion), we compared
the levels of risk in different sectors and
for enterprises of different size. We also
looked for discrepancies that would
point to important peculiarities of the en-
terprises in the forestry industry facing
high levels of audit risk. These discre-
pancies were then evaluated according
to the following parameters: the moment
of their occurrence, their frequency and
length, and their structure.

For each sector and category of busi-
ness, we identified and described the
forms of same-type responses (tax eva-
sion). Correlation and regression analysis
was used to reveal the dependence be-
tween the level of tax audit risk and the
frequency of same-type tax responses.

4. Results

We found that the level of opportun-
ism in different sectors of the Russian for-
estry industry depends on the size of busi-
nesses (Fig. 2).

For enterprises with the level of tax au-
dit risk from low to moderate, there was a
directly proportional relationship between
their size and the share of enterprises in all
the sectors covered by this study.

60

For enterprises with the level of tax
risk from moderate to high, there was an
inversely proportional relationship be-
tween their size and the share of enterpris-
es in all the sectors covered by this study.

In other ranges of risk levels, the de-
pendencies were more complex.

Same-type tax responses (tax evasion)
were typical of the enterprises whose tax
audit risk was constantly high or ranged
from moderate to high levels. We found
that each enterprise with the level of tax
audit risk being constantly high or rang-
ing from moderate to high tended to evade
taxes or manifest same-type tax responses.

We identified the main forms of same-
type tax responses (tax evasion):

1. Creation by the founding members
and director (sole founder) of a structure
of interconnected businesses (form of re-
sponse - creation of a structure of inter-
connected enterprises).

2. Constant reorganization of enter-
prises (form of response - preservation of
investment capital).

3. Creation by an enterprise’s foun-
ding members (primarily foreign citizens
and organizations) of a structure consist-
ing of mid-sized, small and micro-en-
terprises (form of response - creation of
a structure involving foreign capital).

4. Establishment of an enterprise for
the purpose of winning government con-

50
40

30

20 16.82
11.21

) J
0.46
0 0.30

Percentage of enterprises
with specific levels of tax audit risk

20.81
16.27

11.28
I11.19 11.21I

52.85
51.24

40.19

16.82
10.28 10.71

7.80 6.80
3.74'

Constantly

Constantly
low risk

moderate risk

B Mid-size enterprises M Small enterprises

Constantly
high risk

Risk ranging Risk ranging Risk ranging
from low to from moderate from low to
moderate to high high

Micro-enterprises

Figure 2. Ratio of the shares of enterprises in the forestry industry
by different categories and level of tax audit risk, (%)
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tracts (form of response - creation of an
enterprise to win government contracts).

5. Liquidation of an old enterprise and
creation of a new, similar one (form of re-
sponse - replacement of an old enterprise
with a new, similar one).

6. The founder and (or) director (sole
founder) establishes a structure of inter-
connected enterprises where each enter-
prise is responsible for a specific stage
of the general production process and
where all the enterprises share the same
labour, financial and material resources
(form of response - business disaggre-
gation).

7. Creation of an enterprise by an op-
portunistic maximizer with prior expe-
rience of tax evasion (form of response -
opportunistic maximizer).

8. Creation of an enterprise as part of
a structure of interconnected enterprises
(form of response - creation of a partici-
pant enterprise in a structure).

The use of same-type tax responses
associated with the creation of structures
of interconnected enterprises is benefi-
cial to the taxpayer on all the stages: be-
fore, during, and after the tax audit. At
the pre-audit stage, all enterprises of this
structure can continue their operations
for a considerable period of time, despite
the high likelihood of an on-site tax au-
dit. Such situation is possible because
at the stage where an on-site tax audit is

4500 -
4000 -
3500 -
3000 -
2500 4
2000 4
1500 4

*

Number of enterprises
with a high tax audit risk

'S

actually conducted, the sheer complexity
of the structure of enterprises can make
the collection of data by tax authorities
difficult. Moreover, the enterprise that is
being audited can minimize its losses by
redistributing its resources among other
enterprises within the structure in the case
of an on-site tax audit and additional tax
charges.

Some of the entrepreneurs, who will
be further referred to as opportunistic
maximizers, through same-type tax re-
sponses, can gain maximum profit in the
short term (within a 4-5-year period).
This form of tax responses allows them to
avoid being audited.

We found a strong direct relationship
between the level of tax audit risk (y) and
the frequency of tax responses (x) (Fig. 3).

We used regression and correlation
analysis to show the dependency of the
frequency of same-type tax responses (tax
evasion) on the size of business in each
sector (Table 2).

We found a strong inverse depen-
dence of the number of same-type tax re-
sponses and the size of the business in all
the sectors. Different types of dependency
equations also show the impact of the size
of the business on the forms and varia-
tions of tax responses.

Table 3 illustrates the distribution of
different forms of same-type tax responses
depending on the size of the business.

y =40,44x - 703.67

500 4 20 30 40

-1000 -

50 60 70 80 90 100

Number of tax responses (in the form of tax evasion)

Correlation coefficient R = 0.75. Determination coefficient R2 = 0 56

Figure 3. Relationship between tax audit risk and the frequency of same-type tax
responses of businesses in the Russian forestry industry, (units)
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Table 2

Number of same-type tax responses in the tax behaviour of enterprises
in the Russian forestry industry

Number of san}e-type Equation of the dependency
Sector tax responses in .the of the number of same-type | Correlation
ecto form of tax evasion | tax responses (tax evasion) on | coefficient
Mid-size ‘ Small ‘ Micro the size of the business
Forestry and logging 10 187 697  y=166.5x* - 1009.5x + 1540 1122:11
Manufacture of wood 14 488 2021 Y = 346326248 112222 %’9987;
_ R=0,99
Manufacture of paper 24 228 535 y = -462.7In(x) + 538.71 R2= 09988
. - 2291y R=098
Manufacture of furniture 6 143 586 Y =7766.2¢ R2= 09792
_ 32600 R=0,99
Wholesale of wood 1 70 691 y = 2517732 R2=0,9966

For the situations where business
owners are trying to evade taxes by cre-
ating a structure of interconnected enter-
prises, we have identified three possible
scenarios (modifications of structures):

1) on the level of mid-level enterpris-
es, the structure is created by founding
members, one of whom performs the ex-
ecutive function (director). Such struc-
tures normally comprise micro- or small
enterprises;

2) on the level of small enterprises, the
structure is created by founding members,
one of whom may perform the executive
function (director). Such structures nor-
mally comprise micro-enterprises and
businesses registered as an individual en-
trepreneur (these are mostly founders or
directors of the “parent enterprise”);

3) on the level of micro-enterprises,
the structure is created by a sole founder,
who may be registered as an individual
entrepreneur. Such structures normally
comprise micro-enterprises.

The smaller is the size of businesses,
the more frequently occur the manifesta-
tions of natural opportunism, such as an
increase in the number of enterprises es-
tablished by opportunists seeking to ma-
ximize their personal profits.

Thus, the smaller businesses are, the
more prone they are to using horizontal
rather than vertical structures of inter-
action. They also tend to use more indi-
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vidual forms of tax evasion rather than
collective ones.

We analyzed the relationship between
the size of businesses and their tendency
to resort to same-type tax responses and
identified the following key characteris-
tics of the sectors in the forestry industry:

1. Forestry and logging. The main me-
chanism behind the tax responses of enter-
prises specializing in forestry and logging
is to establish a new micro-enterprise and
use it to conclude forest land rental agree-
ments. A significant part of these firms
has been operating for 10 years or more
and have forest land rental agreements;
there are also data on these enterprises’ an-
nual volumes of timber production. These
micro-enterprises, however, do not have
sufficient labour or material resources to
engage in timber production.

2. Manufacture of wood. The share
of exported lumber prevails in the total
structure of exports. One of the peculiar
forms of tax response is the creation of
a structure of interconnected enterprises
involving foreign capital.

3. Wholesale of wood. A peculiar form of
same-type tax responses is business disag-
gregation. Micro- and small enterprises
in this sector are established just for one
purpose — wholesale trade. All the stages
of the manufacturing process are imple-
mented by the structure of interconnected
enterprises.
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Table 3
Forms of same-type tax responses in tax behaviour of enterprises
in the forestry sector of Russia
Mid-size enterprises Small enterprises Micro-enterprises
Sector Form of tax Numbe.r Form of tax Numbe'r Form of tax Numbe.r
of modi- of modi- of modi-
responses fications responses fications responses fications
creation of a creation creation
structure of 3 of a structure 3 of a structure 3
interconnected of interconnected of interconnected
Forestry enterprises enterprises enterprises
and . participant
logging preservation eitabhshmen.t enterprise 1
of investment 1 ofan enterprise 1 in a structure
capital to win govern- L
p ment contracts opportunistic 1
maximizer
creation creation creation
of a structure 3 of a structure 3 of a structure 2
of interconnected of interconnected of interconnected
enterprises enterprises enterprises
replacement of an i creation of
Manu- 514 enterprise by preservation a structure
facture A 1 of investment 1 . . .
a new, similar ital involving foreign
of wood e capita capital
creation of oppgrtgnistic 1
a structure 1 opportunistic 1 maximizer
involving foreign maximizer business
capital disaggregation 1
creation creation
of a structure 2 of a structure 1
of interconnected : of interconnected
Manu- ; N creation " N
p enterprises of a structure enterprises
acture . £ int ted 2 .
of paper establlshment of of interconnecte estabhshmen.t
an enterprise to 1 enterprises of an enterprise 1
win government to win govern-
contracts ment contracts
creation
of a structure 1
Manu- creation creation of interc.:onnected
facture of a structure 2 of a structure 5 enterprises
of furni- of interconnected of interconnected establishment
ture enterprises enterprises of an enterprise 1
to win govern-
ment contracts
creation creation of a
of a structure 3 structure of 2
of interconnected interconnected
enterprises enterprises
Whole. Creation creation o
of a structure of a structure 1 opportunistic 1
sale of of interconnected 2 involving foreign maximizer
wood i capital
enterprises p
opportunistic 1
maximizer business
business disaggregation !
disaggregation
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4. Manufacture of furniture. In this sec-
tor micro- and small enterprises do not ac-
tually manufacture furniture. These enter-
prises are created to ensure the financial
and material flows within the structure of
interconnected micro-enterprises.

5. Manufacture of paper. In this sector,
the prevailing tax response is to establish
an enterprise or a structure of enterprises
to win government contracts. Such enter-
prises are not actual manufacturers of pa-
per or paper products. They perform the
role of intermediaries buying and reselling
paper products or they are used to create
structures of interconnected micro-enter-
prises to conduct tax evasion transactions.

Thus, different sectors have different
dominant forms of tax evasion, which are
also determined by the size of businesses.

5. Discussion

The results of our analysis have
shown that the level of opportunism in tax
behaviour depends on the size of busi-
nesses in different sectors of the Russian
forestry industry.

We used correlation and regression
analysis to reveal the strong direct rela-
tionship between the risk of a tax audit
and the frequency of same-type tax re-
sponses (tax evasion) of enterprises in
the Russian forestry industry. We found
a strong inverse relationship between the
size of the business and the frequency of
same-type tax responses of enterprises in
the forestry industry.

Thus, hypothesis H1 is confirmed.
Our findings agree with the evidence of
prior research on the relationship between
the size of the business and tax evasion
[16; 21; 22].

Our study contributes to the field by
providing insights into the nature of tax
responses of enterprises of different sizes
and sectors in the forestry business. We
have also shown the structural and dy-
namic complexity of the system of tax be-
haviour. Our study relies on the official,
publicly accessible data on enterprises in
the Russian forestry industry and their
operations.

We found that the same-type tax re-
sponses of these enterprises have an insti-

98

tutional nature, they evolve as individual
behaviour patterns, stemming from the
individual habits, convictions and stereo-
types, and as collective behaviour patterns
(e.g. creation of interconnected institu-
tional structures). All of these behaviour
patterns are aimed at utility maximization
in the established economic environment.
The latter, in its turn, is characterized by
certain rules of economic management as
well as persistent problems that remain
unresolved for a long time.

All of the above-mentioned factors
(mechanisms of economic management,
technological principles, the current state
and development potential of the indus-
try) shape these enterprises’ tax beha-
viour. Hypothesis H2 was confirmed and
our findings agree with the results of pre-
vious research [24; 28].

6. Conclusion

Our study of the relationship between
the size of the business and tax evasion
focused on the tax behaviour of micro-,
small and medium enterprises of the Rus-
sian forestry industry.

The correlation and regression analy-
sis has revealed a strong inverse relation-
ship between the size of the business and
the frequency of same-type tax responses
(tax evasion) of enterprises. For each sec-
tor we have identified the dominant forms
of tax evasion among micro-, small and
mid-sized enterprises.

Both of our hypotheses were con-
firmed. We found that enterprises of all
sizes and in all sectors of the forestry in-
dustry use same-type tax responses. The
frequency of such responses depends on
the level of tax audit risk. We have also
found evidence for the relationship be-
tween the size of businesses and their
increased proneness to same-type tax re-
sponses in particular sectors of the forest-
ry industry.

From the practical perspective, our
findings may be of interest to government
regulatory agencies and policy-makers
seeking to devise measures to minimize
tax evasion and to unlock tax-revenue col-
lection in the forestry industry, for exam-
ple, through risk-based audit selection.
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