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Conceptual basis of Hidden Economy
research and evaluation
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An ecological approach to understanding taxpayer
attitudes and behaviours

High to low
compliance costs

~ Individual

Compliance Compliance
attitude/behaviour strategy
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Ecological, longitudinal, and evidence-based approach that positively contributes to influencing taxpayer compliance

Inland Revenue New Zealand'’s

Components

Understand individuals’
HE attitudes, behaviours,
and drivers

Understand businesses’
HE attitudes, behaviours,
and drivers

Understand HE risk posed
by special groups of
interest

Investigate the impact of
changes in the tax
environment

Inform treatment/
intervention design &
implementation

Evaluate effectiveness of
HE interventions/
programmes of work
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Methodology

Sample
* National
® Regional
e Community
e Individuals
® Businesses
@ Special groups of

l interest i

Mixed Method
e CATI (phone)
interviews
e Online surveys
© Paper-based surveys
* Focus groups
® Face-to-face
interviews
o Analyses of IR’s
databases
* Literature reviews

Analyses
e Thematic analyses of

qualitative data

® Descriptive and
inferential statistics of
quantitative data

® GIS software to map

data

[ ® Insight into customers’

Hidden Economy Research & Evaluation Programme

Outcomes

compliance attitudes,
behaviours, and norms

* Improved
understanding of drivers
of non-compliance for
different segments of the
customer base

# Ensuring that the
design and
implementation of
interventions are
evidence-based and
responsive to the
identified risks

¢ Inland Revenue to be
kept informed of
international best
practice, and that Inland
Revenue’s practices
remain relevant and
innovative

® Increased collaboration
and research and
evaluation information




Highlights from the Hidden Economy
Research & Evaluation Programme

Inland Revenue
Te Tari Taake



Measuring the size of the Hidden Economy

 Review of different methodological approaches to measuring the tax gap
(Slyuzberg, 2012)

e Concluded:
e No standard approaches for assessing and interpreting the tax gap
e Different definitions used by tax authorities
e Calculations subject to assumptions which cannot always be observed
e  Statistical robustness and accuracy of measurements queried
e Caution in using tax gap measurements as a proxy measure of HE
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Hidden Economy behaviour

100%
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(April 11 - July 11; n=232)
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Construction Home assistance Automotive Personal Hospitality Seasonal work Retail On-line trading Other
and repair services work services services

services

; Industries cash jobs bought from in the past 12 months (HE subsample)
* multiple response

Cleland & Leong (2013)
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Hidden Economy behaviour
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- multiple response

Cleland, Bhaskaran, & Copeland (2012)




Hidden Economy attitudes

100%

90%

80%
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60%
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40%

30%

20%
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0%
Baseline Phase Year 1 Monitor
(Apri1-Jully; (Oct11-Jun12;
n=2004) n=1501)

Cash jobs are commonplace in
New Zealand

Cleland & Leong (2013)
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Year 1 Monitor
(Oct11-Jun12;
n=1501)

Baseline Phase
(Apri1-Jul1i;
n=2004)

Given the opportunity, most people
would hide income to avoid paying
taxes

Year 1 Monitor
(Oct11-Jun12;
n=1501)

Baseline Phase
(Apri1-Jul11;
n=2004)

Most people honestly declare all of
the income they earn

B Strongly
agree

B Agree

B Neutral

1 Disagree

m Strongly
disagree

mDon't
know

Year 1 Monitor
(Oct11-Jun12;
n=1501)

Baseline Phase
(Apr11-Jul11;
n=2004)

It's ok for people not to declare the
income they receive doing cash jobs




Hidden Economy drivers

W Strongly
agree

M Agree

B Neutral

i Disagree

| Strongly

disagree

HDon't
know

Baseline Phase Year 1 Monitor Baseline Phase Year 1 Monitor Baseline Phase Year 1 Monitor Baseline Phase Year 1 Monitor Baseline Phase Year 1 Monitor
(Apr11-Jult1; (Oct11-Jun12; (Aprii-Juli; (Oct11-Jun12; (Aprii-Jull1; (Octi1-Jun12; (Aprii-Juli; (Oct11-Jun12; (Aprii-Juli1; (Oct11-Jun12;

n=2004) n=1501) n=2004) n=1501) n=2004) n=1501) n=2004) n=1501) n=2004) n=1501)
The way the economy is now, a r . . It's ok for tradespeople todo  5qh jobs are ok if it makes it
you can understand why Cash J?bs_Tre ok 'fb't sfora Cash jobs are okifit'sfora  caqp johsif they doit in their cheaper
people would prefer cash jobs AMEymember friend own time

Cleland & Leong (2013)
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Hidden Economy drivers

Strong opinion -7
//
7
7
7
7
Most
So_werful Moderately s
rivers powerful 7
drivers ///
7
7
7
7
//
It belongs to Personal Pid

me not Govt wellbeing

Impact is Impact takes
immediate considerable
time

Less
powerful
drivers

~~” Avoid contributing to
unwanted tax spending

Support
community

Key

7

Mild opinion - Individual level driver
- Social level driver

- Environment level driver

Bickers & Cleland (2011)
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Hidden Economy barriers

6)*0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Why everything was put through the books (n=

I am an honest person

It's the way things should be/have been done; ea
things through the books

I didn't want to break the law

I didn't want to risk being audited and pay the heavy
fines/penalities if I got caught

To maintain a paper trail (so that GST can be claimed back;
apply for loans; in case there is an audit etc.)

I believe in the tax system

I thought I would get caught by Inland Revenue

Goes through accountant/can't get away with it; traceable
I didn't want my business to lose its reputation

Most people pay their fair share of tax

I would feel ashamed to get caught cheating on taxes

Pay bills, employees

I can see the benefits of where my tax dollars go

My friends and family would be disappointed in me if they
knew I was tax cheating

Other
Don't know

* Based on subsample who had not engaged in Refused
HE activity in the past 12 months

** Multiple response

Cleland, Bhaskaran, & Copeland (2012)
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Future likelihood of Hidden Economy activity

100%
Future
likelihood
90%
m Very likely
80%
B Somewhat
708 likely
60%
N Neutral
50%
40% I Not very
likely
30%
H Not likely
20% atall
i mDon't
know
0%
Year 1 Monitor Year 1 Monitor Year 1 Monitor Year 1 Monitor
(January 12 - June 12; n=1000) (January 12 - June 12; n=1000) (January 12 - June 12; n=1000) (January 12 - June 12; n=1000)
Honestly declare all of your income Agree to pay cash for a service Ask for a "cash p'rice" knowing_that .tax Ever s.eII goo_ds you made: or offer
knowing that tax would be less likely would be less likely to be paid on it services without reporting the
to be paid on it income

Cleland & Leong (2013)
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Lessons & Implications
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Lessons & implications

* End-to-end campaigns/programmes of work

" Research into ‘. Identify the ~ Design Implement
what th ‘ compliance compliance compliance

compliance issues to be initiatives/ initiatives/
issues are addressed interventions interventions

Evaluate the
effectiveness of
the applied
interventions/
EES

e Multi-modal and multi-faceted intervention design

e Long-term commitment
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Conclusions
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