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6. Conclusion

This research is an attempt to understand the drivers of
corporate tax evasion in various countries through an under-
studied aspect: Competition from the informal sector. Highlighting
the dark side of competition, we offer a unique, institution-based
view on this issue. Our findings suggest that when formal firms
face increased competitive threats from the informal economy,
some of them may opt to evade taxes to decrease the costs of
compliance and to stay competitive. This relationship is moderated
by the costs and benefits of staying within the formal sector. While
business-friendly institutions help formal firms tolerate some
informal competition, burdensome rules and regulations exacer-
bate the negative effects of such dysfunctional competition and
lead formal firms to conceal more of their activities in an effort to
stay competitive. The varying levels of institutional development
around the world suggest that when proper mechanisms are not in
place, the threat from the informal economy can become
contagious, leading to a vicious cycle where formal firms find
themselves increasingly at the borderline of regulatory compli-
ance.
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