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Abstract 

 

To generate a sufficient amount of tax revenue, which is widely acknowledged by authorities as one of 

the most significant sources of government revenue and a very reliable source of funding for economic 

and social development, efficient tax administration and tax collection are essential. Better understanding 

the factors that contribute to tax evasion and finding effective ways to combat those factors would help 

governments in both developing and developed countries minimize the negative effects brought on by a 

decrease in tax revenue. Various economic factors are cited in the literature as having an effect on tax 

evasion. However, there is a dearth of research into how tax audits and amnesties affect the ability of 

individuals to avoid paying their fair share of taxes. Accordingly, this study uses political instability as a 

moderator to empirically examine the impact of tax audit examination and tax amnesty on tax evasion 

practices of Libya's self-employed taxpayers. The data is gathered using a quantitative approach and a 

questionnaire. To conduct the survey, 490 taxpayers who are self-employed in Tripoli were given 

questionnaires. In order to investigate the information collected from respondents, we will use SPSS 

version 25 and PLS-SEM 0.3. The study's findings would help shed light on how political factors play a 

part in explaining tax evasion. The current study makes a significant theoretical contribution by 

examining how political instability in Libya affects the association between economic factors and tax 

evasion. 
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1. Introduction  

Taxes have been an important part of a country's economic development because they provide a 

steady stream of money for the government to spend on things such as education, justice, and social 

welfare, all of which contribute to the general prosperity of the country (Aktaş Güzel et al., 2019; Abd 

Obaid, 2021; Al-Rahamneh & Bidin, 2022; Shakkour et al., 2021). For both economic and non-economic 

reasons, as well as for internal efficiency, governments across the globe have traditionally relied on 

taxation (Sinnasamy & Bidin, 2017). The collection of income taxes is the primary source of funding for 

the government everywhere, in both developing and developed countries, accounting for more than fifty 

percent of total earnings (Ortiz-Ospina & Roser, 2020). A number of studies have demonstrated that tax 

evasion is a global issue  that has caused in a significant harm of revenue because taxation is obviously 

one of the primary issues that affect a country's income (Alasfour, 2019), specifically in developing 

countries (Abodher et al., 2020). As indicated by Tusubira (2018) people who intentionally and illegally 

act in order to lower their tax obligations are said to be engaging in tax evasion, which is generally 

regarded as a modern-day financial crime. In addition, Kirchler (2007) defined tax evasion as occurring 

when taxpayers do not follow the applicable provisions of the tax law. Given the ever-changing nature of 

tax evasion schemes, it has been a major challenge for tax authorities around the world to keep up with 

the practice and crack down on it (Alleyne & Harris, 2017). Tax evasion therefore greatly hampered 

governments' attempts to raise citizens' standards of living and distribute money for public spending, 

which in turn generated economic disease (Rashid et al., 2021; Rashid & Morshed, 2021). 

2. Problem Statement  

One of the biggest issues in developing countries is a decline in tax revenue, which reduces the 

government's revenue and thus its ability to fund increasing expenditures (Al-hadidi, 2017; Abd Obaid, 

2021) For instance, in 2019, the developing nationd of Libya lost about $254 million in tax revenue, 

while in 2020, that number grew to $667 million, and in 2021, it rose to more than $501 million (Libyan 

Audit Bureau, 2021). See Table 1.  

 

Table 1.  Libyan Tax Collection from 2010 to 2017 (In Million Libyan Dinars) 

Year   Approximate tax revenues  Real tax revenues  Percentage Change % 

2010 3,055,000,000 1,941,000,000  -  

2011 350,000,000 443,000,000  -77%  

2012 500,000,000 687,000,000  55%  

2013 900,000,000 838,000,000  22% 

2014 900,000,000 731,000,000  -13%  

2015 700,000,000 671,000,000  -8%  

2016 700,000,000 804,000,000  20%  

2017 800,000,000 1,039,000,000  29%  

2018 1,200,000,000 1,068,000,000  27%  

2019 1,200,000,000 946,000,000  -11%  

2020 1,300,000,000 633,000,000  -33%  

2021 1.300,000,000 799,000,000  26%  

Source: Libyan Audit Bureau (2015, 2018, 2021) and Central Bank of Libya (2020, 2021). 
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Numerous studies all over the world have looked into the factors that lead to tax evasion, some of 

which have concentrated on developed nations while others have focused on developing nations (Abodher 

et al., 2018; Abd Obaida et al., 2020). Libyan taxpayers, particularly the self-employed, cheated on their 

taxes, according to the Libyan Audit Bure (Libyan Audit Bureau, 2018). Tax evasion has increased since 

Libya's 2011 revolution, Therefore, the causes of tax evasion should be investigated, especially in light of 

the current economic climate as well as the political context that may have contributed to the country's 

declining tax collection (Abodher et al., 2018). On the other hand, there have not been a great deal of 

studies conducted on the countries that are located in the north Africa and Middle East. As a result, the 

list of factors that play a role in tax evasion is not comprehensive (Al-Ttaffi, 2017; Mohamed, 2015). 

According to the findings of researchers, in many third world countries, tax evasion is a major issue, with 

much higher rates of evasion reported by taxpayers than in developed countries (Abd Obaid, 2021; Al-

Rahamneh & Bidin, 2022; Cobham & Janský, 2018). Furthermore, economic deterrence theory suggests 

that tax amnesty and audits of tax returns impact the efficiency of the tax system. However, there has 

been a severe lack of research into tax evasion. As a result, it is crucial to look into the interactive effects 

of tax amnesty and tax audit analysis on tax evasion with political instability as moderating in this study. 

As a result of what has been said above, this paper offers a theoretical foundation for examining how 

economic factors contribute to tax evasion among Libya's self-employed workers.  

3. Literature Review  

3.1. Tax evasion 

Tax administration is essential in stopping taxpayers from evading taxes. Nevertheless, some 

taxpayers continue to ignore the laws and regulations (Abodher et al., 2020). Businesses and individuals 

engage in tax evasion when they take measures that are both unlawful and designed to minimize their tax 

liabilities (Alm et al., 2019). Tax evasion, according to Alm and Liu (2017), is defined as any intentional 

and unlawful act performed by taxpayers with the intent to either reduce or completely evade paying 

taxes. In a similar vein, Nangih and Dick (2018) explained that tax evasion occurs when a taxpayer hides 

or underreports his or her income from the tax authorities. According to a number of earlier reviews, tax 

evasion is a major issue especially in Middle Eastern and North Africa nations (Abodher et al., 2020; Al-

Freijat & Adeinat, 2020). Thus, this study focused on that particular aspect of the problem. The issue of 

tax evasion is widely regarded as a major problem (Abodher et al., 2020; Al-Rahamneh & Bidin, 2022; 

Mohamed, 2015). However, the literature emphasized that there are few studies of tax evasion in Libya 

context. Studies of tax evasion typically ignore the significant role of taxpayers who work for themselves, 

especially in developing countries like Libya. This study is based on literature on tax evasion. The 

deterrence theory and the contributing factors to tax evasion are presented in the following section. The 

issue of tax evasion is widely regarded as a major problem (Abodher et al., 2018; Al-Rahamneh & Bidin, 

2022; Mohamed, 2015). However, the literature emphasized that there are few studies of tax evasion on 

Libya context (Abodher et al., 2020; Mohamed, 2015) and also mentioned that studies of tax evasion 

typically ignore the significant role of taxpayers who work for themselves, especially in developing 

countries like Libya. The previous research on tax evasion served as the foundation for this study. In the 
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following section, the theory of deterrence as well as the factors that contribute to tax evasion will be 

discussed. 

3.2. Deterrence theory 

Tax evasion as a phenomenon has been studied extensively from a wide range of theoretical 

frameworks. Earlier studies used economic theories to suggest that taxpayers consider the potential 

benefits and costs of tax evasion and adjust their behavior accordingly (Allingham & Sandmo, 1972). 

From a theoretical perspective, studies of tax compliance and tax evasion have frequently employed 

deterrence theory (Jackson & Milliron, 1986). Taxpayers may comply with the law more effectively as a 

result of increased tax auditing. Accordingly, it is advised, in line with this theory, to increase compliance 

auditing in order to increase self-generated revenue. The rate of tax law compliance will significantly 

increase if tax law compliance audits are successful in lowering tax evasion among taxpayers. (Allingham 

& Sandmo, 1972; Al-Ttaffi, 2017; Abodher et al., 2018; Alshira'h, 2018; Abd Obaid, 2021; Mazzolini et 

al., 2022; Sternburg, 1993; Saad, 2011; Werekoh, 2022) are a few examples of studies in this category. 

According to this theory, they supported for a rise in compliance auditing as a means of boosting internal 

earnings. Compliance with tax laws could be significantly affected by audits aimed at stopping tax 

evasion by taxpayers. Tax amnesty is discussed in the standard economic theory of tax evasion. Tax 

amnesties make it difficult for governments to commit to a deterrence strategy, which reduces the 

effectiveness of deterrence (Feld & Frey, 2007). Economic deterrence states that rational people protect 

their financial interests to avoid losing money (Mendoza et al., 2017). Furthermore, Tittle (1980) argued 

that stricter enforcement measures should be put in place after a tax amnesty in order to prevent tax 

evasion. Therefore, it stands to reason that taxpayers would benefit from a tax amnesty in order to 

forestall the introduction of more stringent enforcement measures. Studies have examined how a tax 

amnesty might impact tax compliance and tax evasion using the economic deterrence theory. One of these 

research (Ahmed, 2020; Mumo, 2018; Mbithe, 2018; Wanjohi & Mincu, 2019). 

3.3. Tax amnesty 

Tax amnesty, as defined by Le Borgne and Baer (2008), a temporary governmental program in 

which taxpayers can pay a certain amount of tax in exchange for the cancellation of their entire tax debt 

from the prior year, including any accrued interest and penalties. According to Ogbonna and Jumbo 

(2021), who explained the outcomes from introducing the variable of tax amnesty, there are three basic 

objectives of tax amnesty: As a first step, the government plans to recover tax money that was previously 

unreachable because of inadequate tax administration infrastructure. Second, tax amnesty has the 

potential to increase future compliance with tax laws by both individuals and businesses; thirdly, tax 

amnesty will encourage full tax payment. However, it is possible that the goals of tax amnesty, namely 

increased tax compliance, will not be realized if the cost of compliance does not increase and a 

correspondingly large penalty is not imposed (Bose & Jetter, 2012; Dunn et al., 2018). Several authors, 

including Suyanto and Putri (2017), Nangih et al. (2018), Mujahid and Siddiqui (2019), and others, have 

found that tax amnesty increases taxpayers' compliance with tax laws. They also came to the conclusion 

that tax amnesty lowers the unemployment rate and increases tax compliance among taxpayers. Other 
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studies and this discovery are connected. For instance, Sayidah and Assagaf (2019) in Indonesia 

investigated the effect of tax amnesty on tax compliance and discovered a significant and positive 

relationship between the two. Tax amnesty programs in other countries, however, have shown the 

opposite to be true, showing a positive correlation between tax amnesty programs and tax evasion. For 

example, in Turkey by Ipek et al. (2012) focused on the factors that contribute to tax amnesty among 

taxpayers in a particular region of Turkey. The findings showed a strong and positive correlation between 

tax amnesty and tax evasion. Additionally, they claimed that tax amnesty has a negative impact on 

taxpayers, encourages tax evasion, reduces tax compliance, and undermines government confidence. 

They advised against using tax amnesty because it protects some taxpayers in Turkey and should never be 

used. According to Junpath et al. (2016), tax amnesty has a negative impact on tax compliance. They 

pointed out that the proposed tax amnesty may not increase revenue because noncompliant taxpayers will 

continue to evade paying their taxes in the hope of receiving further amnesties in the future. Likewise, 

Apaza-Mendoza (2022) found that tax amnesty for long time will affect the level of tax compliance. 

Others have come to the same conclusion, such as According to Tofan (2017), tax evaders view tax 

amnesty as an attractive alternative to evasion, which has a negative effect on tax compliance. According 

to Libyan Audit Bureau (2018), one of the factors that influences the degree to which taxpayers comply 

with their tax obligations is the availability of tax amnesty. However, other research has not discovered a 

connection between tax amnesty and tax evasion. For instance, Waluyo (2017) examined how an 

Indonesian tax amnesty program affected people's willingness to follow the law. No concrete evidence 

was found to support the claim that tax amnesty increased tax compliance in Jakarta. Additionally, Alm et 

al. (2019) found no evidence of a connection between tax amnesty and taxpayer compliance in a related 

study. Based on these ideas, the current study put forth the following hypotheses: 

H1. There is a significant correlation between tax amnesty and tax evasion among self-employed 

taxpayers. 

3.4. Tax audit examination  

Audits are carried out by tax authorities to ensure that taxpayers have paid the correct amount of 

tax due (Jayawardane & Low, 2016). A higher rate of tax audits among taxpayers will encourage tax 

compliance behavior, as Kirchler (2007) argues that it gives the impression that the tax authorities are 

attempting to stop tax evasion, which increases the taxpayer's perception of trust and fairness. Tax audits 

have been shown to be effective in reducing tax evasion and promoting voluntary compliance, according 

to a number of studies (Ademe & Simret, 2020; Bani-Mustafa et al., 2022; Hurre, 2022; Jayawardane & 

Low, 2016; Modugu & Anyaduba, 2014; Mazzolini et al., 2022; Niyi et al., 2021; Nguyen , 2022; 

Purwanto & Indrawan, 2020). They also noted that the tax authority could do a better job of conducting 

audits and investigating possible tax evasion. However, there is a positive and significant link between tax 

evasion and tax audits. Tumwesigye (2011), for instance, investigated how tax audits influenced taxpayer 

compliance in Uganda. The study found that audits have a significant and beneficial effect on tax evasion. 

Tax audits have a negative impact on the level of tax compliance among taxpayers according to research 

by Palil et al. (2012). A high number of audits were also found to discourage taxpayers from paying their 

taxes and to encourage them to avoid paying tax. Additional research, such as those by Assfaw and 
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Sebhat (2019) and Irawan and Utama (2021) have found no evidence linking tax audits to tax evasion. 

The current study made the following suggestion in light of the discussion above: 

H2. There is a significant correlation between tax audit examination and tax evasion among self -

employed taxpayers in Libya.  

3.5. Political instability in this study  

Numerous studies have shown that the essential tax evasion model falls short in explaining the 

issue, indicating that the model needs to be usefully expanded (Feld & Frey, 2007; Slemrod et al., 2001; 

Torgler & Schneider, 2007) when there is a weak, inconsistent connection between the independent and 

dependent variables, a moderating variable may be added to the model (Baron & Kenny, 1986). One of 

the things that may significantly affect whether someone engages in tax evasion or ups their tax 

compliance is generally the political unrest in Libya (Abodher et al., 2018; Abu Bakar et al., 2021; Tedds, 

2010). As a result of their confidence in the government's capacity to ensure fair play and protect its 

citizens, supporters of the current administration are therefore more likely to uphold the law. On the other 

hand, a taxpayer who backs the opposing party may be more likely to engage in tax evasion because he 

feels that the government is not on his side and is ineffective (Modugu & Anyaduba, 2014; Profeta & 

Scabrosetti, 2017). Meanwhile, a report confirmed by the Libyan Audit Bureau has been made public 

(Libyan Audit Bureau, 2021) the likelihood of taxpayers evading taxes and their willingness to comply 

with the law are both likely to be affected by the political situation in Libya. As a result, when thinking 

about tax evasion behavior and the factors that contribute to it, political instability can act as a moderating 

factor. Taxpayers are taking advantage of the current climate because they expect government revenue to 

decline as a result of the political unrest (Abodher et al., 2020). Few studies have examined the impact of 

political unrest as an independent variable on tax compliance and tax evasion (Abodher et al., 2020; Abd 

Obaid, 2021; Palil et al., 2012). For instance, Alm and Torgler (2006) contend that political stability 

ought to increase tax compliance, which in turn ought to reduce tax evasion. In the context of Tunisia, 

Chakroun and Khemir (2020) examined the impact of politics on tax evasion in Tunisia between 2012 

and 2015. The study's findings showed that political unrest promotes tax evasion. Furthermore, Huda 

(2021) has researched the economic and non-economic aspects of tax evasion in Ancient Egypt in the 

context of that country. The study's conclusions demonstrated that political and economic stability are the 

most crucial elements in determining how successfully taxpayers comply with tax laws. She added that 

political unrest significantly and favourably affects tax evasion. In contrast, other studies have discovered 

that political instability is positively related to tax compliance and negatively related to tax evasion. 

Similar to Abd Obaid's work from 2021, who investigated the elements that affect SEMs' tax compliance 

in Yemen. The findings demonstrated that instability in politics has a significant and advantageous impact 

on SEMs' tax compliance. According to the results of another study by Tedds (2010), instability in 

politics has no effect on tax compliance or tax evasion. 

As a result, this research draws from the existing literature on the relevant variables to analyse how 

they affect tax evasion among Libya's self-employed taxpayers. This research contributes to the literature 

on tax compliance and provides new insight into the effects of political instability, tax amnesty, and audit 
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examination on tax evasion. It is anticipated that this study will be the first of its kind to be conducted in 

Libya.  

4. Research Methods 

The research design for the study was an adaptation of survey research. A survey using a five-

point Likert-scale will be used to collect information from 490 randomly selected self-employed 

taxpayers in the Tripoli capital of Libya. There are five possible responses, with 1 representing "Strongly 

Disagree" (SD), 2 "Disagree," 3 "Neutral," 4 "Agree," and 5 "Strongly Agree". This research will utilize 

SPSS Version 25 and PLA -ESM Version 0.3. Multiple regression analysis will also be performed on the 

data to learn more about the connection between the dependent variable and its predictors. 

4.1. Research framework 

Figure 1 demonstrates the research framework for this specific study. One dependent variable (tax 

evasion behavior) and one moderating variable (political instability) are shown in the figure along with 

two independent variables (tax audit examination and tax amnesty). As a moderating variable, political 

instability has been used. According to the study's discussion, this component may increase or decrease 

the correlation between the different factors that determine tax evasion behavior. 

 

 

 

 Research Framework 

5. Conclusion 

It is obvious that the fight against tax evasion is currently a challenge for the entire world. To 

prevent tax evasion, it is essential to have a thorough understanding of the contributing factors. Tax audit 

and tax amnesty have been found to be the most empirically studied determinants of tax evasion, with 

political instability playing a moderating role. As a result, there is a critical need for ongoing research in 

this field because it presents stimulating study opportunities for both academics and tax administrators. 

This, in short, is based on earlier research on the aspects of tax evasion that are primarily influenced by 

economic factors, and it then makes recommendations for future research that also takes into account 

non-economic factors. The research on tax compliance also showed that developed countries were the 
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focus of the majority of tax evasion literature, which included both analytical and empirical studies. 

However, there is a dearth of information on tax evasion in the Middle East and North Africa. Therefore, 

it makes sense to give developing nations like Libya more attention. 
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